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ABSTRACT

Joint ventures between domestic companies in developing countries and foreign
•·

companies have become predominant mode of entry into growing markets of developing
\

world. Joint ventures in Nepal are rapidly on the increase, thought they are relatively new
phenomena in the Nepalese industry. This study examines Nepalese financial institutions
and insurance companies established through the joint venture mode.

The objective of this research is to promote a better understanding of how firms
proceed in selecting partners and identifying the critical issues to be included in the
negotiation process for joint ventures in Nepal through the perceptions of local and
foreign partners.

Census survey was conveyed as the population of financial institutions and
insurance joint ventures in Nepal is only 13. Questionnaires were distributed to both,
local and foreign, partners of a company. The data collected were encoded using the
Statistical Package for Social Science (SPSS) version 11.5 for analysis.

According to the findings of this research, key factors to Nepalese partner for
selecting partner are better access to local market, quality of management team,
reputation and technology, whereas key factors in foreign partners' perceptions were
better accessed to local market, quality of management, local business knowledge, and
local political advantages. The key issues that Nepalese partner found to be important for

negotiation process were valuation of contribution, technology transfer, and board
representation. On the other hand, foreign partners perceived that equity structure,
technology transfer, valuation of contribution and changes in ownership share were more
important in negotiation process.

ACKNOWLEDGEMENTS

The author would like to express his sincere gratitude to his advisor, Dr. Chamnong
•·
Jungthirapanich, for his valuable guidance, constructive comments, and encouragement
throughout the research study.

Special thanks are due to committee chairman, Dr. Tang Zhimin, and committee
members, Dr. Patricia Arttachariya and Dr. Sirion Chaipoopirutana, for their valuable
suggestions without which this research would not have been possible.

The author remains indebted to his family, who have not only provided
continued moral support but also provided invaluable assistance in completing this
research. Last but not the least, the author would like to thank all the executives who
have participated during the survey and friends of ABAC for their help and boundless
inspiration.

Rudeep Shrestha

~t.

Gabriel's l.ihrarv. Au

CONTENTS

Chapter

Title

Page

Abstract

i

Acknowledgements

ii

Table of Content

iii

List of Tables and Figures

iv

Chapter I - Generalities of the study

1.1

Introduction of the study

1

1.2

Research Objectives

7

1.3

Statement of the Problem

7

1.4

Scope of the Research

8

1.5

Limitations of the Research

8

1.6

Significance of the Research

9

1.7

Definition of Terms

9

Chapter II - Literature Review

2.1

Definition of Joint Venture

13

2.2

Venture-Creation Rationales

15

2.3

Motives and Goals behind Joint Ventures

16

2.3.1

Internal Reasons

16

2.3.2

Competitive Goals

17

2.3.3

Strategic Goals

17

2.3.4 Motives of Foreign Investors
2.3.5

17

Motives of Host Country and/or Local Partner
In Forming Joint Ventures

19

2.4

Partner Selection

21

2.5

Negotiation

27

Chapter III - Research Frameworks

3.1

Theoretical Framework

33

3.2

Conceptual Framework

39

3.3

Explanation of selected variables

41

3.4

Research Hypothesis

49

3.4.1

Statement of Hypothesis

49

3.5

Operationalization of Variables

57

3.6

Expected Outcome

59

Chapter IV - Research Methodology

4.1

Research Methods- Descriptive Research

60

4.2

Census Survey

60

4.3

Respondents and sampling procedure

61

4.3.1

Target Population

61

4.3.2 Sampling frame

61

4.3.3

62

Sampling Element

4.3.4 Sampling Unit

62

4.4

Research Instruments/Questionnaire

62

4.5

Data Collection

63

4.5.1

Data Source

64

4.6

Data Analysis

64

4.6.1

T-test Analysis

65

4.7

Decision Rule for Hypothesis Testing

65

4.8

Statistical Interpretation

66

Chapter V - Presentation of Data and Critical Discussion of Result

5.1

Description of the firms Surveyed

68

5.2

Explanation of Top Five Criteria for Partner Selection

72

5.3

Explanation of least important factors eonsidered by
local and foreign partners for partner selection.

74

5.4

Explanations of Top Five Issues of Negotiation

76

5.5

Explanation of the Bottom Five Issues for Negotiation

78

5.6

Inferential Analysis

79

5.2.l

Hypotheses Testing

79

5.2.1.1 Criteria for Partner Selection and Negotiation Issues
5.7

Summary of Results from Hypotheses testing

79
110

Chapter VI - Summary of Findings, Conclusion, and
Recommendations

6.1

Summary of Findings

114

6.2

Conclusion

121

6.3

Recommendations

126

6.3.1

Recommendation for local partner

126

6.3.2

Recommendation for Foreign Partner

128

6.4

Suggestions for further Research

131

Bibliography
Appendices
Appendix A: List ofJoint Venture banks, finance and Insurance companies
Appendix B: Questionnaire
Appendix C: Background on Nepal

List of Figures and Tables
Page
Table 1.1

The Possible Modes of Entry

1

Table 1.2

Bank and Non-bank Financial Institutions

5

Table 1.3

GDP at Real and Factor Cost

6

Figure 2.1

A Synthesis of Country Clusters

26

Table 2.1

Previous Empirical Studies

31

Figure 3.1

Diagram of Framework

40

Table 3.1

Operationalization of Variables

58

Table 5.1

Description of Firms Surveyed

69

Table 5.2

Distribution of Firms by Type

70

Table 5.3

Criteria for Partner Selection

71

Top Five Criteria for Partner Selection

72

Table 5.5

Bottom Five Criteria for Partner Selection

73

Table 5.6

Criteria for Negotiation Process

75

Table 5.7

Top Five Issues for Negotiation

76

Table 5.8

Bottom Five Criteria for Negotiation

78

Table 5.9

Capital

80

Table 5.10

Technology/equipment

81

Table 5.11

Inexpensive Labors

82

Table 5.12

Quality of Management Team

83

Table 5.13

Relatedness of Partner's Business

85

Table 5.14

Favorable Past Association with Partner

86

Table 5.15

Reputation of Partner

87

Table 5.16

Better Access to Local Market

88

·Table 5.4

Table 5.17

Opportunities to Access Foreign Market through Branch Offices

89

Table 5.18

Avoid Political Interventions

90

Table 5.19

Local Political Advantages

91

Table 5.20

Knowledge of Local Economy, Politics, and Culture

93

Table 5.21

Knowledge of Foreign Economy, Politics, and Culture

94

Table 5.22

Local Business Knowledge

95

Table 5.23

Equity Structure

96

Table 5.24

Government Interventions and Constraints

97

Table 5.25

Marketing Aspects

98

Table 5.26

Board Representations

99

Table 5.27

Wages and Salaries

100

Table 5.28

Technology Transfer

101

Table 5.29

Valuation of Contribution

102

Table 5.30

Authority to Control Financial Transactions

103

Table 5.31

Changes in ownership Share

104

Table 5.32

Dividend Policy and other Financial Matters

106

Table 5.33

Duration of Contract

107

Table 5.34

Selection of Key Personnel

108

Table 5.35

Technical Aspects

109

Table 5.36

Partner Selection Criteria and Negotiation Issues

110

CHAPTER!
GENERALITIES OF THE STUDY

1.1

Introduction of the Study
A company can enter foreign country in two ways from an economist

perspective. First, it can export its products to the target country. Second, it can
transfer its resources in technology, capital, human skills, and enterprise to the foreign
country, where they maybe sold directly to users or combined with local resources to
manufacture products for sale in local markets (Root, 1994).
The above two forms of entry modes could be broken down into several
distinctive entry modes from management's perspective which offer different benefits
and costs to the international company. The possible modes of entry are as follows:

Table 1.1
Export Entry modes
•
•
•
•

Indirect
Direct agent/distributor
Direct branch/subsidiary
Other

Contractual Entry Modes

•
•
•
•
•
•
•
•

Licensing
Franchising
Technical agreements
Service contracts
Management contracts
Turnkey operation
Strategic alliances
Other

Investment Entry Modes
Sole venture: Greenfield/acquisition
Joint venture: new establishment/acquisition
Source: Entry strategies for international markets, F.R. Root (1994).
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The global business environment is in unprecedented turmoil. This turmoil is
fueled by factors at various analytical levels, including converging consumer tastes,
escalating fixed costs, and growing protectionism (Ohmae 1989), shortening product
lifecycles and accelerating the pace of technological change (Harrigan 1988), and
improved information and communication capacity (Auster 1987).

Joint ventures (JV) between domestic companies in developing countries and
foreign companies have become a predominant mode of entry into growing markets
of the developing world (Miller, Glen, Jaspersen, & Karmokoias, 1997). According to
Stopford and Wells (1972) for political and economical reasons, the presence of
wholly owned subsidiaries of foreign firms is not always perceived to be beneficial to
the host economy. Even though multinational companies are more reluctant than
others to enter into joint ventures, national policies as well as the increasing
complexity of local market and the business environment push towards this form of
entry.

/

Zahra and Elhagrasey (1994) pointed out that managers could achieve success in joint
venture by determining the following criteria.
•

Need for the venture;

•

Carefully selecting compatible JV partners;

•

Patiently and thoroughly negotiating the purpose, form, scope, duration, and
administrative structure; and

•

Managing problems as they occur during the course of the JV project.

2

/ Establishing successful joint ventures in developing countries is not an easy
task. It requires caution and care. In Nepal, thus far foreign direct investment has

I

/

played a very modest role in the development process. Most of the technology
transferred to the Nepalese industry in the past has been in the form of turnkey
contracts and package type contracts. The contracts were usually financed through
international aid and/or loans or plant made directly by the foreign donors. Thus to
enhance the modernization drive, the present government is trying to induce foreign
investment either through joint ventures or 100% foreign direct investment and other
types of technology transfer from abroad. To this end, Nepal has adopted a foreign
investment and One window policy 1992, which lays down new rules and regulation
governing such investment.

Nepal has chosen a policy, which encourages foreign co-operation. To achieve
economic development, His Majesty's Government of Nepal (HMG) has adopted
policies in the past few years aimed at accelerating economic growth and considerably
reducing state interference in business.

The new approach includes a liberal foreign investment policy under the
Foreign Investment and technology Act (1981) as amended in 1992 and again in
1995, to attract foreign investment. The government is encouraging foreign
investment by offering attractive incentives and facilities, including 100% foreign
ownership in some sectors and joint ventures forms. Joint ventures (JV) in Nepal are
receiving increasing interest currently. Many foreign firms are considering entering
joint ventures because this seems to offer the most attractive method for gaining
access to the huge potential of the cheap labor pool and market.

3

'However, most of the joint ventures are facing many difficulties, from
negotiation process to the start up as well as its operational stage. Shenkar and Zeira
(1987) found that the international joint ventures are unique and problematic, in their
combination of two major hurdles: multiple national affiliations and multiple
ownerships.AV!ultiple national affiliations means•·that joint ventures bring together
parent companies that are anchored in environments differentiated by culture,

----

political, economic and legal systems. Multiple ownerships mean that joint ventures
are owned, and often managed, by at least two parent firms. Because of this

combination, joint ventures are probably more problematic to manage than other
forms of foreign direct investment.

Financial institutions including insurance companies in Nepal are dominant in
composing GDP in service sector, as service sector provides 40% of the total GDP,
whereas manufacturing and agriculture sector provides 20% and 40% respectively.
The numbers of joint ventures in financial institutions are increasing, but hardly any
research is found to provide suitable guidelines for establishing a joint venture.
Moreover, the joint efforts between both the partners usually fail, and time and money
are wasted.

4

The following tables shows the number of total financial institutions and GDP
at real and factor cost.

Table 1.2

Banks and Non-Bank Financial Institutions (Mid-Feb. 2004)

Number of Commercial Banks
Number of Commercial Bank Branches
Number of Development Banks
Number of Rural Development Banks
Number of Finance Companies
Number of Cooperative Societies
(Licensed by NRB)
Number of Micro Finance Non Governmental Organizations
(Licensed by NRB)
Number of Insurance Companies
Source: Economic Survey, FY 2002/03 and other HMG Publications.
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17
44 7
19
5
58
34
44
18

Table 1.3 GDP at Real and Factor Cost
Real Sector

Rs. In Million
1999100

2000/01

2001102

2002/03

(1994/95)

277374

292628

290845

299524

Real GDP at Factor Cost
Agriculture
Non-agriculture

267096
100856
166240

279750
106380
173370

278774
108752
170022

286073
111341
174732

Total Investment
Gross Fixed Capital Formation
Public Sector
Private Sector

92272
73324
26436
46888

98815
78031
31268
46763

108226
81613
32044
49569

122171
86963
31252
55711

Total Consumption
Public Consumption
Private Consumption

321911
33964
287947

349257
40150
309107

371526
42327
329199

402188
46653
355535

Gross Domestic Saving

57577

61532

50718

51510

Gross National Saving

70702

77704

69093

74254

Nominal GDP at producers' Price

379488

410789

422244

453698

Nominal GDP at Factor Cost

366251

393566

405575

434294

145131
221120
1815
33550
5942
37382
42895

151059
242507
1924
35495
7004
39584
44572

160144
245431
2056
32805
8206
42290
40772

170073
264221
2188
34337
9345
45014
44046

29336
36919

33297
41634

34652
43882

38030
47553

33281

38997

40768

43708

Real GDP at producer's price

Agriculture
Non-agriculture
Mining & Quarrying
Manufacturing
Electricity, gas & Water
Construction
Trade, Restaurant & Hotel
Transportation,
Communication and
Storage
Finance and Real Estate
Community & Social
Service

Source: Central Bureau qfStatistics.

Therefore, this study has been conducted to identify the perceived key factors for
partner selection criteria and negotiation issues from local and foreign partners of a
joint venture that are operating as financial institutions and insurance companies in
Nepal./,

6

1.2

Research Objectives

The specific objectives of this study are shown as follows:
•

To identify the perceived importance and ranking of factors by local and
foreign partners for selecting a partner for joint ventures in Nepal.

•

To identify the perceived importance and.ranking of critical issues by local
and foreign partners for negotiation process before setting a joint venture in
Nepal.

•

To propose some guidelines for creating a favorable investment climate for the
establishment of joint ventures in Nepal.

1.3

Statement of the Problem
The government of Nepal is very keen to attract foreign investment through

joint ventures. However, it must be noted that past experience in other developing
countries has indicated that establishing an effective operation of joint ventures is not
always easy. This research study aims to find the major factors perceived by both the
partners for partner's selection criteria and negotiation issues of financial institutions
and Insurance companies operating as joint ventures in Nepal, and respectively to
propose suggestion for new investors, who really want to be successful in doing
business in this country through joint ventures in financial institution and Insurance
sector (Banks, finance companies and Insurance companies' etc.).The research
question for this study is as follows:

What are the important factors in partner selection criteria and negotiation issues for
financial institution and insurance business as a joint venture in Nepal?

7

1.4

Scope of the Research
The study focuses on the joint ventures operating in Nepal. The research

includes only the joint venture business operating in the financial and insurance sector
as identified by the Nepal Rastra Bank (The central bank of Nepal), Nepal.

Critical factors differ from situation to situation, they may be evident to some
joint ventures, but not to others, especially in the newly established business
environment like joint ventures in Nepal. Therefore, this research study only
concentrates on identifying factors related to pre forming stage of a joint venture such
as partner's selection and negotiation issues from the perception of both the partners.

1.5

Limitations of the Research
This research study only concentrates on identifying factors related to some

specific JV processes, such as partner selection and negotiation of a venture.

The research includes only the joint venture business operating in the financial
sectors as identified by Nepal Rastra Bank, Nepal. The total number of firms
operating as joint ventures in financial and insurance sector is 13. Hence, we need to
be more cautious on generalizing the results from this study. Since the focus is only
on the financial institutions and Insurance business operating as joint ventures in
Nepal and as such the results from this research cannot be interpreted to firms
engaged in the manufacturing or other service-based sectors.

8

Moreover, information and discussion of Nepalese legal system for foreign
Direct Investment were obtained only from secondary sources. This was not included
in the questionnaire.

1.6

Significance of the Research
This research was conducted to enhance the understanding of key variables

that are related with the partner's selection and negotiation of Joint Ventures in Nepal.
Furthermore, this study will prove to be a guideline for potential foreign firms aiming
to enter Nepal through joint venture. Given the relative importance of joint ventures in
Nepal, it is surprising to find a negligible amount of research as a guideline for
forming a joint venture.

The result of this research would provide the foreign as well as local partners
with a better assessment of the underlying variables for pre forming of the joint
venture. The main purpose of this research was to address the perceived critical
variables of partner's selection and negotiation of a joint venture in Nepal by both the
partners.

1.7

Definition of terms

Capital:
The accumulated assets of a business; an owner's equity m a business.
Retrieved June 5, 2004, from
http://insource.nils.com/gloss/GlossaryTerm.asp?tid= 1045
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Financial institution:

Institution which collects funds from the public and places them in financial
assets, such as deposits, loans, and bonds, rather than tangible property. Retrieved
June 5, 2004, from
http://www.investorwords.com/ 19 5Offinancial _institution.html

Government:

The individuals, institutions, and processes that make the rules for society and
possess the power to enforce them. Retrieved June 5, 2004, from
http://www.webref.org/political-science/g.htm

Insurance:

Promise of reimbursement m the case of loss, paid to people or companies so
concerned about hazards that they have made prepayments to an insurance company.
Retrieved June 5, 2004, from
http://dictionary.reference.com/search ?r=2&q=insurance

Investment

Any use of resources intended to increase future production output or income.
Retrieved June 5, 2004, from
http://econterms.com/cgi.bin/glossary.cgi?query=investment
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Joint Venture:

41C51 t ·1

A separate legal organizational entity representing the partial holdings of two
or more parent firms, in which the headquarters of at least one parent firm is located
outside the country of operation of the joint venture. This entity is subject to the joint
control of its parent firms, each of which is economically and legally independent of
the other (Shenkar and Ziera, 1987).

Knowledge:
It is information which provides guidance for action. It comprises a fluid mix

of experiences, values, contextual information, and expert insight that provides a
framework for evaluating and incorporating new experience and information. It
originates and is applied in the mind of knower. In organizations, it often becomes
embedded not only in documents or repositories but also in organizational routines,
processes, practices and norms. Key related concepts are experience, truth,
judgement, and rules of thumb. Retrieved June 5, 2004, from
http://www.kit.nl/frameset.asp?/specials/html/km_glossary .asp&frnr= 1&

Liberalization
Usually refers to a process whereby environmental or ecological controls are
reduced or eliminated (e.g. reductions in taxation or elimination of restrictions on
availability), while expecting greater responsibility in terms of individual choice and
behavior. Retrieved June 5, 2004, from
http://www.alcoweb.com/english/gen_info/glossary/glossary.html#liberalization
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Multinational enterprises:
A multinational corporation is a business which owns or controls product or
service facilities outside the country in which it is based. Retrieved June 5, 2004, from
http://us.1.p2.geocities.com/france_ mauduit/glossary-m.html

Political
Pertaining or relating to the policy or the administration of government, state
or national. Retrieved June 5, 2004, from
(http://www.rightwaylaw.org/cnhelglo.htm)

Technology Transfer:
It means any transfer of technology to be made under an agreement between

an industry and foreign investor on the following matters:
•

Use of any technology right, specialization, formula, process, patent or
technical know-how of foreign origin.

•

Use of any trademark of foreign ownership.

•

Acquiring any foreign technical, consultancy, management and marketing
service.

12

CHAPTER2
LITERATURE REVIEW

The purpose of the literature review is to obtain information on work that has
already been done regarding the critical factors for partner selection and negotiation
process of joint ventures in developing countries. The reviewed literature has been
presented in four parts: definition of joint venture, reasons for forming joint venture in
developing countries, motives of foreign and host country investors/partners, theories
on partner selection and negotiations in joint venture.

2.1

Definition of joint ventures
Shenkar and Zeira (1987) defines a joint venture as "a separate legal

organizational entity representing the partial holdings of two or more parent firms, in
which the headquarters of at least one parent firm is located outside the country of
operation of the joint venture. This entity is subject to the joint control of its parent
firms, each of which is economically and legally independent of the other." (pp. 547)

Geringer (1988) explained that the Joint ventures (JVs) involve two or more
legally distinct organizations (the parents), each of which actively participates,
beyond a mere investment role, in the decision-making activities of the jointly owned
entity. "It is considered (Geringer & Hebert, 1989) to be an international joint venture
(IJV) if at least one parent is headquartered outside the venture's country of operation
, or if the JV has a significant level of operation in more than one country".

13

"A cooperative business activity formed by two or more separate
organizations ... that creates an independent business entity and allocates ownership,
operational responsibilities, and financial risks and rewards to each member, while
preserving their separate identity/autonomy" (Lynch 1989, p. 7). "JVs are defined as
shared-equity undertakings between two or more parties, each of whom holds at least
five percent of the equity" (Beamish, 1994, p. 60-75).

The common understanding of the term, joint venture, is that it is a form of
association between two or more individuals or business to accomplish certain
business objectives. "The true JV consists of three essential elements: a separate legal
entity; joint ownership of the legal entity by the joint partners; and joint management
by the partners of the separate legal entity" (Webster, 1989, p. 65-70). According to
Franco (1971) JVs are widely recognized as a viable strategic option. They are a
proven means for overcoming trade barriers, achieving significant economies of scale
necessary for a strong competitive position, facilitating the acquisition of managerial
and technological skills, securing access to raw materials, and reducing risks
associated with complex project.

The US court have defined a joint venture as an association of two or more
natural or legal persons combining property and expertise to carry out a single
business enterprise and having a joint proprietary interest, a joint right to control, and
a sharing of profits and losses (Nightingale, 1991 ).

Florescu and Scibor-Rylski (1993) describes features of JVs as:
•

Shared inputs (capital, technology, know-how, patents);

14

•

Shared outputs (profits, losses and R&D results);

•

Sharing of control over decision making;

•

Capacity and ability to participate in its governance (though both partners may
not actively participate in everyday management); and

•

2.2

A common commercial objective.

Venture-Creation Rationales
Tatoglu (2000) noticed that "over the past two decades there has been an

unprecedented change in the nature of global business environment. Contemporary
multinational enterprises (MNEs) facing the challenges of an increasingly complex
business environment have to rethink their strategies as well as their organizational
structures in order to succeed in this global arena. These challenges place conflicting
demands on managers. One response has been the creation of joint ventures". (pp.
137)

Yoshino and Rangan (1995) found that joint ventures have emerged in recent
years as a popular strategy in an environment in which fast access to up-to-date
technology and emerging markets is more critical than ever before. More Western
firms are now opting for JV s as a method for continued growth and survival in the
light of maturing local markets and increased international competition, a trend
expected to continue in the current decade (UNCTAD, 1995).

JV s are now seen in terms of weaponry employed by companies within the
context of their business networks to facilitate competition in relation to firms' core
markets and technologies (Beamish and Banks, 1987; Harrigan, 1987; Buckley and

15

Casson, 1996), they are thus of vital strategic importance for international business
and their significance is growing.

The reasons for creating a joint venture according to Killing (1983) by the
both host country and foreign partners generatly fall into three categories: (a)
government suasion or legislation, (b) partner's needs for the other partner's skills and
(c) partner's needs for the other partner's attributes or assets.

Buchel et al., (1998) explained the pressure in the business environment which
may prompt companies to embark on cooperative arrangements; these include
internationalization, the opening of new economic areas, the decreasing time taken by
innovation and development cycles, and the need to diversify and spread risks.

2.3

Motives and goals behind joint ventures
The motives and the company goals that may lead to the establishment of joint

ventures cover the full range of business problems. Many authors have paid special
attention to the reasons why companies embark on joint ventures. Harrigan (1986)
gives a detailed analysis of goals and motives, and draws distinctions between
internal, competitive and strategic reasons:

2.3.1 Internal reasons
•

Spreading cost and risks

•

Safeguarding resources which cannot be obtained via the market

•

Improving access to financial resources

•

Benefits of economies of scale and advantage of size

16

•

Access to new technologies and customers

•

Access to innovative managerial practices

•

Encouraging entrepreneurial employees

2.3.2 Competitive goals
•

Influencing structural evolution of the industry

•

Pre-empting competitors

•

Defensive response to blurring industry boundaries and globalization

•

Creation of stronger competitive units

2.3.3 Strategic goals
•

Creation and exploitation of synergies

•

Transfer of technologies and skills

•

Diversification

The motives and reasons for forming joint ventures can be explained from the
point of view of both foreign investors and host country/local partners. Each of these
partners motives are explained below:

2.3.4 Motives of Foreign Investors
(

According to Kogut (1988) the use of joint ventures stems from theories on

how strategic behavior influences the competitive positioning of the firm. Porter and
Fuller (1986), Contractor and Lorange (1988) and Glaister and Buckley (1996) all
provide catalogues of reasons for joint venture formation from a strategic perspective.

17

Several of the same motives are identified by these authors, while some of the
motives overlap. The main elements of the motives identified are outlined below:
(1) Technological knowledge;
(2) Risk sharing;
(3) Competition;
(4) Complementary resources;
(5) Market access;
(6) Economies of scale;
(7) Conform to host government policies

In addition, apart from these economic reasons, legal and political
considerations may lead enterprises to set up JV s. According to Harrison (1987) the
reason for forming JV s by companies is to reduce their exposure to risk associated
with the development of new products or technologies. JV formation reduces risk for
both parties. Another important aspect to forming JV s in developing countries is to
use cheaper labor and incentives offered by developing countries such as tax
concession, exemption from import duties, good infrastructure facilities, discipline
and non-aggressive labor etc.

According to the study of Shenkar and Zeira (1992) the motives of foreign
investors to entrance in N agreements in developing countries are:
•

Reducing antitrust objection;

•

Spreading the risk involved in starting new ventures;

•

Entering new or unfamiliar markets;

•

Getting vital raw materials;

18

•

Gaining technical and scientific know-how;

•

Mobilizing financial resources;

•

Employing qualified, experience staff;

•

Achieving cooperation with competitors;

•

Making use of laws and regulations deviSed to encourage investment m
developing countries; and

•

Overcoming nationalistic feeling towards foreign ownership (Bivens, 1966).

Thus, the mam reasons for forming JV s as distinct from wholly owned
subsidiaries are: long term stabilization of business; legislation constraints; the need
for partner's skills or assets; sharing of financial resources; reducing political risks;
and gaining market access.

2.3.5 Motives of Host Country and/or Local Partner in Forming Joint Ventures
The study of Stoever (1985) found that many developing countries seek
foreign private investment to obtain capital, technology, managerial skill and other
benefits to further their economic development. Among the benefits developing
countries frequently seek foreign investors are:
•

The upgrading of technology in investment already in place;

•

An increase in the local productive capacity and industrial base;

•

Technology transfer and technological training;

•

Increase local value added;

•

Increased opportunity for local supplies & contractors;

•

Increased employment

•

The training and advancement of host citizens;
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•

Exports and foreign exchange earnings; and

•

Enhancing government revenues, etc.

Host countries often see the JV as necessary vehicles to enhance control of
production and, at the same time a medium through which benefits of foreign
technical and managerial know-how can be derived. Afriyie (1988) added that for the
most developing countries these benefits would increase in employment and
productivity levels as well as efficient utilization of scarce resources such as foreign
exchange and imported raw materials input.

Berg and Fredman (1980) explained that a joint venture could be formed under
two conditions. Firstly, one or both firms must desire to acquire the other's
organizational know-how with one firm wishing to maintain organizational capability
while benefiting from another firm's current knowledge or cost advantage. The author
supported for the use of joint ventures as an instrument for the transfer of
organizational knowledge as opposed to the means by which market power is
enhanced.

Shenkar (1990) found that motives for forming joint ventures for the host
country are to acquisition of technology and foreign exchange. Through the
establishing of the JV, the local enterprises can bridge the gap between its vast
material resources and technological superiority of the industrial development nations.
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2.4

Partner selection
Tomlinson's (1970) study of the joint venture process in India and Pakistan

was the first to identify and focus upon partner selection as a distinct and separable
decision in the international joint venture (IJV) formation process. Prior to
Tomlinson' s study on IJV direct reference to partner· selection or the issue is accorded
only one or few sentences~The author also provided several valuable insights into the
IJV partner selection process. ;To help understand partner selection, he tried to identify
distinct categories of selection criteria. The selection criteria were divided in six
categories as: favorable past association; facilities; resources; partner status and
forced choice.

,/ According to Geringer (1991), the specific partner chosen helps determine the
mix of skills and resources, operating policies and procedures, and overall
competitive viability of JV. Therefore, partner selection is one of the important
I

variables in the formation and operation of JV.\ The researcher posits that the process
.
\,
',
\
of partner selection is considered to be of crucial importance ! to the formation and
.!

operation of JV s. Partner selection appears to be a distinct decision with in IJV
formation process, and it appears possible to identify what selection criteria were
employed as well as their relative importance in this decision./ -

/

In a dynamic, complex, or hostile environment, the importance of local

partner selection to an IJV' s success is magnified because the right partner can spur
an IJV's adaptability, improve the strategy-environment configuration, and reduce
operational uncertainty (Shenkar and Zeira 1992). .
I

I
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Harrigan ( 1985) found that JV s are more likely to succeed when partners
possess complementary missions, resource capabilities, managerial capabilities, and
other attributes that create a strategic fir in which the bargaining power of the
venture's sponsor is evenly matched. However, complementary contributions and
matching needs, while necessary, are not sufficient. As Beamish (1988) and others
have emphasized, it is important to select a partner with whom trust already exists or
can be established.

/ According to Beamish and Lane, (1990) identifying and selecting a partner is
I
pos~ibly the most important consideration in establishing a JV. The researchers study
also showed that it is the most difficult and time consuming. Even though partner
selection could be the determining factor for success, it isn't usually given the time
and attention that it deserveV As a result, they are careless in their selection process .
and often mistakenly select a poor quality partner in their desire for quick action.
Partners are also often selected only for short term and political reasons. When the
situation changes and the partner have nothing more to offer, the relationship comes
to an end.

/

. The following are the important variables as a partner needs in JV (Beamish, 1994).
•

Faster entry into local market

•

Local political advantages

•

Inexpensive labor

•

Raw material supply

•

Knowledge of current business practices

•

Better access to markets than a wholly owned subsidiary would provide.
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•

Satisfy expected government requirements for local ownership

•

General manager

•

Capital

•

General knowledge of the local economy, political, and customs

•

Meet existing government requirements for local ownership or important
substitution

•

Technology or equipment

•

Functional manager (marketing, production, financial, etc.)

•

Better export opportunity

•

General knowledge of the foreign economy, political, and customs

•

Other (help in board decisions and knowledge oflocal financing)

According to the findings of Beamish (1988) foreign partners important needs
were local business knowledge, general managers, knowledge of local economy,
politics and customs and local political advantages. Whereas their unimportant needs
were inexpensive labors, raw material supply and technology or equipment. Similarly,
for local partners important needs were better export opportunities and technology or
equipment. Their unimportant needs were local political advantages, inexpensive
labors, knowledge of local economy, politics and customs. Tatoglu (2000) ranked the
partner-related selection criteria of Western firms as according to their median value.
Partner's knowledge of local market, trust between top management teams, reputation
of partner and partner's ability to negotiate with government were ranked as the first
four criteria with the highest degree of importance. Other relatively important partnerrelated selection criteria for western Partner firms are: compatibility of top
management team, quality of partner's management team, financial status/financial
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resources of the partner, size of the partner and favorable past association. Lowest
ranked group consisted of three criteria: experience in technology applications,
partner's ability to raise funds and international experience. Nine task-related
selection criteria of western partner firms were set out in rank order similarly to
partner-related criteria. Access to knowledge of locttl market, access to knowledge of
local culture and access to distribution channels were rated high importance. Whereas
the remaining selection criteria that were interpreted to be relatively unimportant with
the mean values well below the median were access to capital, access to
material/natural resources, access to technology and access to product itself.

Awadzi (1987) argued that, "the more resources a firm can contribute to a
joint ·venture, the greater the likelihood that it would be selected as a partner"
(p.32).the author came up with four selection criteria, each with a hypothesized
positive relationship with IJV performance: complementarity of partner's resource
contribution, past association between partners, relatedness of partner's business, and
relatedness of foreign partner's and IJV' s business.

)
/

According to the study of Li and Shenkar (1997), the strategic objectives of
foreign and local partners can significantly affect the choice of cooperative structure
and partner selection. Both partners have their own strategic objectives and
formulations for JV s that suit their needs. Local firms may intend to cooperate with
foreign companies in order to explore international markets and seek transfer of
technological know-how and management and marketing skills.
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Partners in joint venture are selected with caution, as the selection decision
will have a long run effect over the future of the venture. Firms should select partner
whom they can trust, and they must clearly understand each other's goals for the JV
and determine whether both sets of goals are mutually obtainable (Fey C.F. 1995).
The right partner is the one who possesses skilis, resources, and needs that are
complementary to the business. JV can be particularly troublesome and short-lived if
a careful assessment of each other's need is not taken into consideration. They are as
follows (Gyenes, 1991):

Do the strengths of each partner fulfill the needs and expectations of other?
Are the combined resources of the partners sufficient to achieve their expectations?

After choosing the partner there must be commitment to the JV from both
sides. The company must do in-depth search for the right partner for the success and
long-term benefit for the JV. It is imperative that when choosing amongst potential
partners the feasibility of the alliance must also be looked at from the perspective of
the alliance partner (Devlin and Bleackley, 1988).

Recommendation for choosing the right partner:
The more similar the culture of firms forming a shared management JV, the
easier the venture will be to manage. Culture here has dual meaning, one being the
culture of the country in which a company is based, and the other one corporate
culture of the particular firm in question.
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If the parents of shared management venture are more similar in size, then it

would be easier for the venture to be managed. A significant size mismatch between a
venture's parents can create a lot of problems for the venture, Killing (1983).

Figure 2.1
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Cultural comparisons are equally important for corporations and for individual
managers. From a strategic viewpoint, companies need to be able to understand
foreign markets, customer behavior, factors that influence investment decisions, and
relative advantages of locating facilities overseas. Grouping countries with similar
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characteristics into clusters and creating country- specific profiles are two methods of
categorizing patterns of behavior. These help companies and manager to develop the
adaptive skills necessary for international business. The eight clusters shown in the
figure were based on what Ronen and Shenkar (1985) called "attitudinal dimensions"
which defined general patterns of attitudes •about work habit, leadership,
organizational procedure, work jobs, job satisfaction, personal needs, compensation,
rewards, and interpersonal relations. Countries were positioned within their clusters
according to per-capita gross national product.

2.5

Negotiations
Graham (1985, p.81) gives a very narrow meaning to negotiation: "a face to

face decision making process between parties concerning a specific product." Rubin
and Carter (1990) perceived that negotiation is the process of reviewing, planning,
and analyzing used by two parties to reach acceptable agreement or compromise.

"Negotiation is a motivated process of information exchange between or
among living systems with the goal of reaching agreement about certain joint or
reciprocal acts. These acts may involve management of conflict, exchange of
resources, or collaboration on processes directed at the mutual environment. For
example, negotiation may be employed to resolve a budgetary dispute between
departments, settle the terms of a purchase agreement, or construct a partnership to
exploit

a

new

opportunity"

(Lane,

T.,

1995,

p.41-55).

"Joint venture relationships are often fragile and both difficult to negotiate
and, once negotiated, to hold together" (miller et al., 1997, p. 29). Although no joint
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venture agreement can serve as a substitute for the commitment of the partners, even
deeply committed partners can expect to have conflicts. A suitable agreement,
therefore, is a vital component of a successful relationship. The author also added that
the agreement is best considered as a living document, in the sense that among its
provisions should be procedures for changing the agreement. Partners need to realize
at the outset that their respective comparative advantages in the joint venture can
change over time. Such ventures, after all, necessarily entail power relationships.
Wise partners make sure that their companies are vital to the venture's success over
the long run. It is not sufficient for firms to depend on their intimate knowledge of
government affairs or familiarity with local financial markets if they wish to have
continuing relevance to the joint venture, since the perceived value of these
contributions is bound to erode over time; more substantive advantages- technology,
distribution channel control, export control, etc will be required.

/ The most important part of joint venture negotiation process is careful
consideration of what Vhe involved parties are trying to accomplish. Negotiating a
)

joint venture agreement is a long and arduous process in many countries. If resolution
of differences in perception or objectives proves impossible, negotiation must be
terminated (Berlew, 1984).

Negotiating a joint venture agreement would differ from case to case. But,
they will normally include financial, capitalization of know how, products and
markets, the business plan, reporting and meeting procedures, broad representation,
selection and approval of key people, supply of materials, components and services by
the partners, transfer of and payment for technology, an independent audit, dividend
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payment, minority shareholders protection, and buyout and termination procedures
(Berlew, 1984). In a joint venture situation, the issues for settlement include the
amount of investment, duration of the joint venture contract, board representation,
labor allowance, technology transfer, and production capacity (Golden, 1988).

Successful negotiation is a carefully crafted and clearly stated plan, which
provides direction for those later, assigned to manage joint venture. The plan or
agreement should be in written and both the partner should agree on the plan to
minimize the ambiguous discussions in operation stages (Gyenes, 1991). The other
important issues that has to be solved in negotiation are scope of JV, legal form of the
venture, management of venture, relation between JV and its parent companies,
expected life span of JV and procedure for dissolving the JV (Killing 1982).

The study of Lasserre (1983) had found that the elements of difficulties during
the negotiations are: share valuation, government interventions and constraints,
duration of contract, royalties, changes of persons, financial transactions, defining
responsibilities-ownership, quota evaluation of market, language, price of equipment,
credit terms, transfer pricing, brand names, speed of setting up equipment, and
exclusivity of the joint venture.

The study of Miller et al (1997) found two very important issues in joint
venture negotiations. First was the equity structure, which was also viewed as the
most difficult issue to negotiate. Second was the set of conditions for technology
transfer, almost always from the industrial country partner. There are other issues also
which frequently arise during negotiation: valuation, transparency, conflict resolution,
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division of management responsibility and degree of management independence,
changes in ownership shares, dividend policy and other financial matters, and
marketing and staffing issues.

According to Newman (1992), the negotiation phase of a joint venture can be
very productive and beneficial to both partners if:
•

the negotiation move at a regulated pace and are carried out to develop mutual
understanding and trust;

•

the negotiations focus on interests of the parties;

•

the negotiations lead to strong convergence in the interests of both parties;

•

the two parties have a win-win feeling and gain equally and at the same time;

•

the negotiations are detailed and with active participation from technical staff;

•

the negotiations take into account cultural differences and adjust the tone of
agreement accordingly. Through a two phase translation process all the
documents are conformed; and

•

the negotiations are supported by feasibility analysis and without any sense of
'over' optimism.
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Table 2.1

Previous Empirical Studies
Conceptual Focus

Study
Ali K. AlKhalifa and
S. Eggert
Peterson

Research
Problem
Distinction between
motivation for partner
selection and
motivation to enter

Methodological Focus
Primary
Dimension

Major Data
Source

Data Analytic
Technique

Partner selection
process

Questionnaires

Factor analysis
and regression
analysis

IJV stability

Questionnaires

KolmogorovSmimov One
Sample Test

(1999)

Beamish
(1994)

How the performance
of JV in LDC could be
improved

Beamish and
Bank (1987)

Why IJVs may be
preferred 9ver wholly
owned subsidiaries

Motives for IJV
formation

Questionnaires

Nonparametric
analysis

Beamish and
Lane (1990)

The impact of culture
on management
system, decision
making and behavior

Cross cultural
cooperative
behavior

Questionnaires,
interviews and
secondary data

Nonparametric
analysis

Blodgett (1992)

Contract renegotiation
IJV stability
probability as a function
of equity share, prior
renegotiation, and
openness of economic
system

Secondary Data

Event history
analysis (cox
proportional
hazards model)

Geringer (1991)

Determinants of criteria Partner selection
for selecting
complementary partners

Questionnaires

Kendall's tau-b,
stepwise regression
analysis

Geringer and
Hebert (1991)

Comparability and reliability of objective
measures of
performance

IJV performance

Questionnaires

Spearman rankorder correlation
coefficient

Motives for IJV
formation

Secondary Data

Binominal logistic
regression analysis

Gomes-Casseres Factors behind MNEs'
choice of IJV vs.
(1987)
wholly owned
subsidiary
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Conceptual Focus

Methodological Focus

Primary
Dimension

Major Data
Source

Business
negotiations

Questionnaires

Regression
analysis

IJV stability

Questionnaires
And secondary
data

Termination
hazard partial
likelihood model

Strategic assessment
of international
partnership

Issues on
negotiation and
partner selection

Questionnaires
and interview

Chi square,
nonparametric

Lasserre
(1984)

A method for
evaluating the strategy
and resources of local
and foreign partners in
technology transfer

Foreign partner
selection

Questionnaires
and interview

Nonparametric

Tatoglu

Strategic motives and
partner selection
criteria

Motives in JV
formation and
partner selection

Questionnaires
and interview

Friedman two
wayANOVA

Study
Graham
(1983)

Research
Problem
The determinants of
the outcomes of
business negotiation in
three cultures

Kogut (1989) Survival as a function
of reciprocity and of
competitive rivalry

Lasserre
(1983)

(2000)

32

Data Analytic
Technique

test

CHAPTER3
RESEARCH FRAMEWORKS

This chapter has four parts and provides definitions of all variables that will be
•·

used as a foundation of research. This research framework describes the scope and
relationship among several variables.

The first part of this chapter describes about theoretical framework. In the
theoretical framework part, the theories that are used to conceptualize the framework
are included. The second part consists of conceptual framework. As for the conceptual
framework, there is the research framework mentioning the variables. The third
section depicts the definition of variables. The fourth section describes the research
hypothesis. Searcher has developed the hypothesis that is drawn from the conceptual
framework. Finally, the last part explains the operationalization of variables.

3.1 Theoretical Framework
A theoretical framework is a conceptual model of how one theorizes the
relationships among the variables that have been identified as important to the
problem. It discusses the relationship among the variables that redeemed to be integral
to the dynamics of the situation being investigated (Sekaran, 2000).

From literature review discussed in chapter 2, the importance of partner's
selection criteria and negotiation issues for the establishment of joint ventures in the
perception of local and foreign country executives are known.
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Partner's selection is done according to the venture need. Many writers
consider mutual long-term needs between partners as an important issue in assessing a
venture's potential. Any firms that does not need partner will not form a joint venture
(Beamish, 1994). Partner's contribution plays an important role to an ongoing process
of the joint venture management because the contributions and expected benefits of
the participating firms are continually adjusted to align with shifts in relative power
between the partners (Robinson, 1982).

According to Beamish (1994) there are large numbers of potential partner's
needs, and these can be classified in various ways. The researcher came up with a
typology that has divided partner needs into five groups (items readily capitalized,
human resource needs, market-access needs, government/political needs, and
knowledge needs) of three (or in one case, four) items each. The items making up
each of the five groups are discussed in turn.

- Items readily capitalized
Basically most of the research includes 'capital' itself on the list of partner's
needs. According to Roulac (1980) capital was one of the only two reasons for which
partners are needed. The second reason for need of a partner was to ensure a raw
material supply. A third item was technology or equipment. Many firms in developed
countries look for local partners as a means of spreading the introduction of their
technology to as many markets as possible.
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- Human-resource needs
Stopford and wells (1972) included general manager, marketing personnel,
and experienced production, R&D, or technical personnel. In Beamish (1994)
research general managers represented one category, while all functional managers
make up the second. The human-resource need added by the Author was access to a
low-cost labor force. Local partners may be more readily able to provide such a labor
force than the multinational could if operating a wholly owned subsidiary.

- Market-access needs
Three items were included here by Stopford and Wells (1972). The first- better
access to the foreign local market for goods produced outside of it- was modified to
include the possibility of the local partner needing a foreign partner to gain better
access to foreign markets for goods produced locally. Local partner may want a
foreign partner for access to export markets, Janger (1980) points out. Second item
according to Stopford and Wells- better local access than would have been possible
with a wholly-owned subsidiary- was modified to include better access through joint
ventures to any markets, again reflecting the LDC partner's perspective. Part of this
second item includes a partner's need mentioned by Killing (1978): channels of
distribution. The third, from Stopford and Wells- speed of entry into the local marketwas modified to 'speed of entry into either the local or foreign market'.

- Government/political needs
This implies the local partner's contribution to the venture. The three items
namely "local political advantage", "satisfy expected government requirements for
local ownership", and "meet existing government requirements for local ownership or
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import substitution". Thus the three items of government/political need differ in
concerns for existing requirements, possible requirements, and potential advantagesStopford and Wells ( 1972).

- Knowledge needs
Beamish (1994) represented knowledge needs according to the general
knowledge of partners in terms of local and foreign economy, politics and customs to
reflect the perspective of partners. The first item was "knowledge of current business
practices", which represented the other side of the foreign partner's need for an
inexpensive labor force. In this case primary beneficiaries are local nationals: they
acquire knowledge of, and experience with, current business practices in exchange for
labor.

Geringer (1991) contributed to the extant literature by developing a simple
twofold typology of partner selection criteria. For partner selection criteria, the
Author distinguished partner related and task related dimensions of selection criteria
to provide a better understanding of the partner selection process and how firms
proceed in selecting partners. Task related criteria are associated with the operational
skills and resources that a venture requires for its competitive success. Partner related
criteria refer to those variables that become relevant only if the chosen investment
mode involves the presence of multiple partners.

The partner-related selection criteria were as follows:
•

Partner's knowledge of local market

•

Trust between top management teams
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•

Reputation of partner

•

Partner's ability to negotiate with Government

•

Compatibility of top management teams

•

Quality of partner's management team

•

Financial status/financial resources of the partner

•

Size of partner

•

Favorable past association

•

Established marketing and distribution system

•

Relatedness of partner's business

•

Complementarity of partner's resource contribution

•

Experience in technology applications

•

Partner's ability to raise funds from local institutions

•

International experience

The task-related selection criteria were as:
•

Access to knowledge of local market

•

Access to knowledge of local culture

•

Access to distribution channels

•

Access to regulatory permits

•

Access to labour

•

Access to capital

•

Access to materials/natural resources

•

Access to technology

•

Access to product itself
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Negotiations involve two or more parties trying to find a mutually acceptable
solution to a problem. Negotiations normally include bargaining that implies a
competitive exchange between parties, but may also be win-win situations where both
parties pursue mutually beneficial avenues (Pruitt & Rubin, 1986).

According to Ott (2003) negotiation process could be grouped as: terms of
contracts, ownership and control patterns, and the contributions of each partner. The
study of Berlew (1984), Golden (1988), Killing (1982), Lasserre (1983), and Miller et
al. (1997) had highlighted various factors which are important to be included in the
negotiation process. The following specific issues related to the negotiation process
are extracted from the previous research done by these authors. Most of the
researchers came up with similar variables therefore, the following list of factors were
brought forward to extricate from the problem of overlapping.

The following variables are relevant for both partners.
•

Equity structure

•

Government interventions and constraints;

•

Marketing aspects: distribution, brand, pricing;

•

Board representation;

•

Wages and salaries;

•

Technology transfer;

•

Valuation problem;

•

Authority to control financial transaction;

•

Changes in ownership shares;

•

Dividend policy and other financial matters;

38

3.2

•

Duration of contract;

•

Selection of key personnel and

•

Technical aspects.

Conceptual Framework
This research has proposed a model represented in figure 3.1 that depicts the

research framework identifying the key variables perceived by both partners who
have an impact on the partner selection and negotiation process. This framework of
the research is based on its theoretical framework of previous research conducted by
Beamish (1994), Geringer (1990), Tatoglu (2000), and Killing (1982) on partner
selection criteria, and Lasserre ( 1983 ), Miller et al. ( 1997), Berlew (1984), and
Golden (1988) on negotiation process of joint ventures.
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Figure 3.1 Diagram of Framework
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Foreign Partner for Partner selection and
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Equity structure
Government intervention and
constraints
Marketing aspects: distribution, brand,
pricing
Board representation
Wages and salaries
Technology transfer
Valuation problem
Authority to control financial
transactions
Changes in ownership shares
Dividend policy and other financial
matters
Duration of contract
Selection of key personnel
Technical aspects

3.3

Explanation of selected variables

Partner selection
•

Capital

Virtually all research (including this) includes capital itself on the list of
partners need. In fact, to Roulac (1980) capital wa;· one of the only two reasons for
which partners are needed (the other was expertise).

•

Technology or equipment

Many firms in developed countries look for local partners as a means of
spreading the introduction of their technology to as many markets as possible. And
also one of the reasons for needing a partner was to ensure technology or equipment.

•

Quality of partner's management team

Local and foreign partners rely on the venture' s management team for success.
Board of directors and managers has a significant role in any firm; therefore, each of
the partners considers the quality of their potential partner's management team. This
was one of the 15 partner-related selection criteria found important by Tatoglu (2000).

•

Relatedness of partner's business

When the parents companies have a related business then there is more chance
that they will choose the other as their partner. In the two fold typology of Geringer
( 1991 ), relatedness of partner's business was grouped under partner-related selection
criteria and was found one of the important variables for partner selection criteria by
Tatoglu (2000).

41

•

Inexpensive labor
Joint venture might be formed between two parent companies when there is a

need of inexpensive labor. Local partner may be more readily able to provide such a
labor force than the multinational could, if operating a wholly-owned subsidiary.

•

Better access to local market
Beamish (1994) included this variable under market access need. Local as well

as foreign parent may want better access to local market and moreover choose the
partner to satisfy their need.

•

Opportunities to access foreign market
Beamish (1994) found that local partner placed this as an important variable

compared to foreign partner. Looking for opportunities to access foreign market is
one of the reasons to form a venture.

•

Local political advantage
A parent company that has a government contacts to gain political advantage is

likely to be selected as a partner. This is one of the important contributions made by
local partner found by Beamish (1994).

•

Satisfy expected government requirements for local ownership/avoid
political intervention
Poynter' s (1982) research has highlighted the domestication or localization

tendencies of many LDC governments. Using joint venture as a means of reducing the
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political risk of intervention represents a logical decision for many compames
operating in strategic sector of a local economy.

•

Knowledge of local economy, politics and culture
Stopford and wells (1972) had found tlris the most important partner

contribution at the time of entry into a joint venture. The implication here is that the
multinationals can ultimately learn for themselves about the local economy, politics
and culture. However, one has a strong need for the partners' knowledge of the local
market in the developing countries since it would take multinationals several years to
learn how to manage in it. The locals have the mentality or mental outlook as to what
is acceptable or unacceptable in the country.

•

Knowledge of foreign economy, politics and culture
Similar to knowledge of local economy, politics and culture, the local partner

can gain knowledge themselves about the foreign economy, politics and culture. It
would be helpful if they have a foreign partner in this regard as multinationals have
experience in foreign arena.

•

Local business knowledge
Knowledge here concerns operating conditions, labor laws, company

regulations, customers and marketing methods. This might be the important need for
the foreign investor. This was found highly ranked from the findings of Geringer
(1988).
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•

Favorable past association with partner

This means the successful past association between the parents are more likely
to form an alliance like joint venture.

•

Reputation of partner

Tatoglu (2000) found this to be very important for partner selection. Each of
the parent would see the others goodwill/reputation before forming the venture.

Negotiation
•

Equity Structure/Share Valuation

This is one of the vital aspects during negotiation as found by Miller et al.
(1997). Shares can be distributed according to contributions of the partners. There
may be problems arising during the time of share valuation in the joint venture
business. Both partners may want to become major shareholders. The foreign partner
may like to increase his share not only because of his financial contribution but also
due to the bringing in of technical know-how and other factors. Even though the
foreign partner's financial contribution may be less than that of the local partner, he
might insist on majority share due to the bringing in of technological know-how. This
may lead to conflict among the partners.

•

Government Interventions and Constraints

During the negotiations, the government may place some constraints in the
joint venture contract such as: relaxation of credit reserve ratio (CRR) from time to
time resulting thereby in excess liquidity in the banking sector; ultimately, this led to
further reduction in the rates of interest in inter-bank lending and treasury bills;

44

utilizing more local manpower; minimum capital requirements; loan loss Provisioning;
single obligor limit; accounting policies; insider lending; risk management policies;
maintaining liquidity; priority and deprived sector lending and reinsurance pool. This
type of government intervention and constraints may create problems during the
negotiation process. This factor was found one of the difficulties as well as important
in negotiation by Lasserre (1983).

•

Marketing Aspects
Marketing is so critical to the joint venture's success. According to Lasserre

(1983), marketing aspects will include details such as: how the finished product will
be distributed to different places and market; the price; and the brand name to be used.
It also covers how the market share will be protected and how pricing decision will be

made. There could be problems occurring during negotiation regarding marketing
aspects since both partners may not agree on these issues.

•

Board Representation
The Board of Directors has a particular important role to play in all joint

ventures. Because of the multiplicity of parent's headquarters and because of their
frequently conflicting objectives, the board may at times tend to take over various
managerial functions. Thus, during the negotiation process, board representation
would figure permanently. There might be problems in selecting the chairman and
other members of the board of the company during the negotiation between partners.
This factor according to Berlew (1984) was important during negotiation process.
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•

Wages and Salaries
In the joint venture company, equally qualified and capable local expert and

foreign expert might not get the same wages and salaries. The foreign partner could
insist on higher salaries to foreign experts than local experts. The local experts may be
dissatisfied with this wage differential. This could•. create conflicts between the two
parties. Golden (1988) found this factor as an important one during negotiation.

•

Selection of Key Personnel
According to Berlew (1984) the selection of key personnel refers to the

selection of the personnel for key positions. Conflicts may arise regarding the
selection of the key personnel because both partners may like to fill key posts with
their people. Thus, conflicts may arise during the selection of the key personnel.

•

Valuation Problem
Each partner brings financial and other assets to the joint venture, and it is

often not easy to determine what these assets are worth. One side may bring a going
business, which may have equity shares traded on a secondary market. Or technology
may already be incorporated into a product that is to be produced and sold by the
venture. What is such assets worth? Such problems are most difficult to sort through
in negotiation. This factor was found important by Lasserre (1983).

•

Authority to Control Financial Transaction
Authority to control financial transaction is a major item during the

negotiation. Both partners may like to control financial transactions. Therefore,
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conflicts may arise between the partners during the negotiation as how to share this
authority. However, Lasserre (1983) found this factor less important.

•

Changes in Ownership Shares

How should the ownership structure be changed as a joint venture matures?
Although most partners agree that they should address this issue early on, rather than
waiting for a crisis to occur, it remains a sensitive one. Developing country partners,
can especially be leery of such provision, which they see as potential death warrantsthat is, as vehicles that industrial country partners may, for one reason or another, use
to take full control. This factor was found important by Miller et al. (1997).

•

Dividend Policy and Other Financial Matters

According to Miller et al. (1997) dividend policy goes to the heart of why
companies enter into joint ventures, with some companies hoping to expand and gain
market share rapidly while others are striving to achieve quick increases in cash flows
that they can use to support other operations. Potential conflicts between these
differing objectives are best handled when the joint venture agreement is being
negotiated.

•

Duration of Contract

Duration of contracts refers to the period for runnmg the business in a
particular area. This will be approved by a suitable government agency of the host
country and shall remain in force and binding upon the parties for a certain period of
time. This contract may be renewed for further periods as mutually agreed upon by
the partners. Here one of the partners may want the contract for a long period whereas
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the other partner may want a shorter period. Thus problems may arise during the
negotiation related to the duration. Importance of this factor was found by Lasserre
(1983) during negotiation.

•

Technical Aspects

During the negotiation process, technical aspects are often very critical for the
partners. The foreign partner may want to bring obsolete technology which his parent
company wants to sell off. This may make it increasingly difficult to obtain spare
parts and offend the local partner who wants modern technology. Sometime the
foreign partner may insist on too advanced technology, which may reduce the scope
for using cheap labor. Moreover, due to the lack of local trained manpower, the
foreign investor may want to bring expert from his country to operate the machinery
instead of providing training to local people. Such issues could lead to conflicts
between the partners during the negotiations. Lasserre (1983) found this factor less
important during negotiation process.

•

Technology Transfer

Important aspects include defining precisely what technologies are to be
covered in the agreement and the terms under which they are to be made available to
the venture. Both sides are aware that payments for technology are an important
means of transferring benefits from the venture and of indirectly maintaining control,
which inevitably leads to prolonged discussion of technology transfer. Technology
providers are interested in protecting their intellectual property and, therefore, want to
set limits on where and how the technology can be used by the joint venture and to
place restrictions on who controls derivative technologies, no matter where
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developed. The developing country partners hope to set bounds on the royalties and
fees they will have to pay providers, especially as the technology becomes older, and
to broaden the joint venture's control over its use. Lasserre (1983), Berlew (1984) and
Miller et al. (1997) have found this issue more important during negotiation.

3.4

Research Hypothesis
On the basis of the theoretical framework and conceptual framework, it is

appropriate to see whether the differences between local and foreign partners'
perceptions that have been theorized do in fact hold true. In this section the hypothesis
can be defined as a logically conjectured relationship between two or more variables
expressed in the form of testable statements. These relationships are conjectured on
the basis of the network of associations established in the theoretical framework
(Sekaran, 2000). The following hypothesis has represented the research framework.

3.4.1

Statements of Hypothesis

Hypothesis 1
Ho1: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of capital.
Hai: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of capital.

Hypothesis 2
Ho2: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of technology/equipment.
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Hai: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of technology/equipment.

Hypothesis 3
Hm: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of inexpensive labor.
Hm: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of inexpensive labor.

Hypothesis 4
Ho4: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of quality of partner's management
team.
Ha4: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of quality of partner's management
team.

Hypothesis 5
Hos: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of relatedness of partner's business.
Has: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of relatedness of partner's business.
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Hypothesis 6

Ho6: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of favorable past association with
partner.
Ha6: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of favorable past association with
partner.

Hypothesis 7

Ho7: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of reputation of partner.
Ha1: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of reputation of partner.

Hypothesis 8

Ho8: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of better access to local market.
Has: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of better access to local market.

Hypothesis 9

Ho9: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of opportunities to access foreign
market through branch offices.
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Ha9: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of opportunities to access foreign
market through branch offices.

Hypothesis 10

Ho10: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of satisfy expected government
requirements/avoid political intervention.
Ha10: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of satisfy expected government
requirements/avoid political intervention.

Hypothesis 11

Ho 11: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of local political advantages.
Hai 1: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of local political advantages.

Hypothesis 12

Ho12: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of knowledge of local economy,
politics and culture.
Ha12: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of knowledge of local economy,
politics and culture.
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Hypothesis 13

HoB: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of knowledge of foreign economy,
politics and culture.
HaB: There is a difference in perceived impedance of partner selection criteria
between local and foreign partners in terms of knowledge of foreign economy,
politics and culture.

Hypothesis 14

Ho14: There is no difference in perceived importance of partner selection criteria
between local and foreign partners in terms of local business knowledge.
Ho14: There is a difference in perceived importance of partner selection criteria
between local and foreign partners in terms of local business knowledge.

Hypothesis 15

Ho1s: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of equity structure.
Ha1s: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of equity structure.

Hypothesis 16

Ho16: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of government
intervention and constraints.
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Ha16: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of government
intervention and constraints.

Hypothesis 17
Ho11: There 1s no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of marketing
aspects.
Ha11: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of marketing
aspects.

Hypothesis 18
Ho1s: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of board
representation.
Hais: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of board
representation.

Hypothesis 19
Ho19: There 1s no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of wages and
salaries.
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Ha19: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of wages and
salaries.

Hypothesis 20

Ho20: There

IS

no difference in perceived importance of issues included under

negotiation process between local and foreign partners in terms of technology
transfer.
Ha20: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of technology
transfer.

Hypothesis 21

Ho21: There

IS

no difference in perceived importance of issues included under

negotiation process between local and foreign partners in terms of valuation of
contribution.
Ho21: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of valuation of
contribution.

Hypothesis 22

Ho22: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of authority to
control financial transactions.
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H<m: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of authority to
control financial transactions.

Hypothesis 23
Ho23: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of changes in
ownership shares.
Ha23: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of changes in
ownership shares.

Hypothesis 24
Ho24: There 1s no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of dividend policy
and other financial matters.
Hai4: There is a difference m perceived importance of issues included under
negotiation process between local and foreign partners in terms of dividend policy
and other financial matters.

Hypothesis 25
Ho2s: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of duration of
contract.
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Hil25: There is a difference in perceived importance of issues included under

negotiation process between local and foreign partners in terms of duration of
contract.

Hypothesis 26
Ho26: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of selection of key
personnel.
Hai6: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of selection of key
personnel.

Hypothesis 27
Ho21: There is no difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of technical
aspects.
Hai1: There is a difference in perceived importance of issues included under
negotiation process between local and foreign partners in terms of technical
aspects.

3.5

Operationalization of variables
The concepts can be made operational in order to be measured. Operational

definition states in terms of specific testing criteria or operations. Table 3.1 has
operationalized the variables that would matter in partner's selection and negotiation
process of a joint venture.
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Table3.1
Concept

Operationalization of variables
Conceptual
Definition

Operational
Components

Types of
Measurement

Questions in
Questionnaire

Interval

Part II
Q. 1

Interval

Part II
Q.2

...

Partner
Selection
Criteria

Negotiation

Issues

Criteria which helps
in the process of
selecting a partner
according to the
need, expected
contribution and
capability of a
partner.

An important point
or matter of
discussion
regarding the joint
venture.

Capital
TechnologyI equipment
Quality of partner's
management team
Relatedness of partner's
business
Inexpensive labor
Better access to local market
Opportunities to access
foreign market through
branch offices
Local political advantages
Satisfy expected government
requirements/avoid political
intervention
Knowledge of local
economy, politics and
culture
Knowledge of foreign
economy, politics and
culture
Local business knowledge
Favorable past association
with partner
Reputation of partner

Equity structure
Government intervention
and constraints
Marketing aspects:
distribution, brand, pricing
Board representation
Wages and salaries
Technology transfer
Valuation problem
Authority to control financial
transactions
Changes in ownership shares
Dividend policy and other
financial matters
Duration of contract
Selection of key personnel
Technical aspects
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3.6

Expected outcome
The outcome expected by the researcher on this study is dependent on

previous researches.

For partner selection criteria Beamish

•·

(19~4)

found that MNE partner marked

local business knowledge; knowledge of local economy, politics and customs; local
political advantages; and avoid political intervention as the importance according to
need. Whereas unimportant needs were inexpensive labors and technology or
equipment. Similarly, local partner's important needs were better export opportunities
and technology or equipment; and unimportant needs were local political advantages,
inexpensive labors and knowledge of local economy, politics and customs.

Tatoglu (2000) found that the MNE partner considered reputation of partner,
favorable past association and relatedness of partner's business as the important
factors. Geringer (1988) also ranked reputation of the partner as highly important.

The study of Lasserre (1983) found the important elements during the
negotiation were financial terms of agreement, marketing aspects, technical elements
and legal characteristics such as ownership, control and duration of contract. Miller et
al (1997) found that the important points/ issues of negotiation in joint venture
agreements are equity structure; technology transfer; marketing issues; staffing issues;
and dividend policy.
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CHAPTER4
RESEARCH METHODOLOGY

This chapter describes the methodology that is used to test the hypothesis
developed in Chapter 3. Section one states the research's method, followed by section
two which defines the sampling procedures. Section three highlights research
instrument of the study. Section four is the data collection procedures. Section five
states how the data have been analyzed in the study. A further section of the chapter
explains, Pre test, Statistical treatment of data, and hypothesis testing and statistical
interpretation of data.

4.1

Research Methods- Descriptive Research
Descriptive research or statistical research provides data about the population

or universe being studied. But it can only describe the "who, what, when, where and
how" of a situation, not what caused it. Therefore, descriptive research is used when
the objective is to provide a systematic description that is as factual and accurate as
possible. A mere description of a situation may provide important information and
that in many situations descriptive information is all that is needed to solve problems,
even though the answer to why is not given.

4.2

Census Survey
The population was less, so the whole population was taken for the study. A

census is an investigation of all the individual elements that make up the population: a
total enumeration rather than a sample (Zikmund, 2000). The number of financial
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institutions and Insurance companies that are operating as joint ventures in Nepal are
13. So, for the accuracy of the result total population was taken.

4.3

Respondents and Sampling Procedures

4.3.1 Target population
This study examines the partner selection criteria and negotiation issues
of joint venture which are established and operating in Nepal in the form of financial
institutions and Insurance business. The entire group of people, events or things of
interest that researcher wishes to investigate is called population (Sekran, 1992) and
the target population is the specific complete group relevant to this project (Zikmund,
2000).

Thus, the total number of joint ventures operating as financial institutions and
insurance companies are known as population and the target population of this
research are the MNEs and Host country executives. The MNE partner and local
partner of joint venture are selected as the respondents. The attempt to solicit
information from both partners for each venture represents a major point of departure
from many previous works on joint venture. This is important because it provides a
more balanced picture of the actual operation of the joint venture and increased
confidence in the research findings (Beamish. 1988).

4.3.2 Sampling Frame
The sampling frame used to select respondents for this research was obtained
from the data of Federation of Nepalese Chamber of Commerce and Industry (Nepal).
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List of joint ventures operating as financial institution and insurance companies are
illustrated in appendix A.
Total population of 13 joint ventures operating in Nepal was considered for the
research.

4.3.3 Sampling Element
A sampling element is the object or person from which the information is desired.
Sampling element for this research are both MNEs and Host country executives of
joint ventures operating as financial institutions and insurance companies in Nepal.

4.3.4 Sampling Unit
A sampling unit may be an element itself, or it may be more readily available
entity containing the element. It is a place where researcher finds and contacts the
respondents. Here, in this research, the sampling unit will be foreign-and-host-country
executives' respective offices.

4.4

Research Instruments/Questionnaire
In regard to gather accurate information from samples, the research uses self-

administered questionnaire as research instrument. Questionnaire is used to present
questions and record answers in quantitative field research surveys. The reason to
choose self-administered questionnaire was to encourage correct answers from
respondents.

In order to provide more valid test of the conceptual model, data were
collected so that model could be tested between two partners (local and foreign)
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simultaneously. An identical questionnaire was constructed for both the partners in
order to know their perception about the partner selection criteria and issues for the
negotiation.

The research instrument/questionnaire was "designed based on the works of
previous researchers in the current topic of joint venture (partner selection criteria and
negotiation issues of joint venture), namely Beamish (1994), Lasserre (1983), Miller
et al. (1997), killing 1983, Geringer (1990), Stopford and wells (1972) and Tatoglu
(2000).
The questionnaire contained questions about the joint venture firm in the first
part which included name and address of the form, ownership (respective shares of
partners), type of business, paid up capital, number of employees and turn over of the
firm for the current year. Second part of the questionnaire included specific questions
to measure importance of each variable of partner selection and negotiation. All the
variables were measured in interval scale using five point Likert scale (summated
rating method) in order to measure the attitude. The questionnaire is attached in
appendix B.

4.5

Data Collection

Data for this research is obtained from the following sources:
Primary data is essential for this research as all the published literature and
secondary data would not be enough to fulfill the need and requirement of this study.
Primary data was collected in the following ways.
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Since the desired information was specialized in nature, participants had to be
the executive, most knowledgeable about the topic. A survey questionnaire, based on
the framework of the study was sent by mail attachment to the researcher's
correspondent. The correspondent after receiving the questionnaire printed 26 copies
and sent to all the 13 joint ventures for both partners in Nepal. First, the executives
were contacted by placing an appointment and the questionnaires were given to them.
The given questionnaires were collected only on the following day as the partners
would have ample of time to think and provide the actual information. The
questionnaire was distributed from

2nd

of July during the office hours (9 am to 5 pm).

The correspondent after collecting the entire questionnaire sends it along with the
third party from Kathmandu.

Secondary

data were

obtained

from

var10us

Nepalese

government

organizations, namely Nepal Investment Commission, Federation of Nepal Chambers
of Commerce and Industry, Nepal Rastra Bank, Central Bureau of Statistics.

4.5.1 Data Source
Fonner researchers in this topic of joint ventures performance have based their
study on survey techniques. This research also follows the incorporated survey
techniques for the data, which is based on the works of Beamish (1988), Tatoglu
(2000), Killing ( 1982), Geringer 1990, Lasserre 1983 and Miller et al. (1997).

4.6

Data Analysis
The data collected were encoded usmg the Statistical Package for Social

Science (SPSS) version 11.5 for analysis. This computer package is necessary for
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accuracy in the descriptive statistics which normally, "describe" data that have been
collected. Commonly used descriptive statistics include frequency counts, ranges
(high and low scores or values), means, modes, median scores, and standard
deviations and representation of data in chart form and percentages.

Inferential statistics allow us to make inferences about a population on the
basis of data collected. Inferential statistics was used to draw conclusions and make
predictions based on the descriptions of data. Independent sample T-test was used to
analyze the collected data on joint venture's partner selection and negotiation issues.

4.6.1 T-Test Analysis
T-Test would be used in this research to compare the two population means of
parties, Nepalese and foreigner, to assess the difference in their view about the partner
selection criteria and negotiation issues of joint ventures in Nepal. It is reasonable to
use T-Test to find out the differences in their perception about the critical factors for
partner selection and negotiation issues at the time of setting up a joint venture in
Nepal.

4.7

Decision Rule for Hypothesis Testing
Hypothesis testing is done to determine whether the hypothesis is a reasonable

statement. The hypothesis statements shown in page 47 are Null hypotheses. Null
hypothesis (Ho) is a statement about the value of population parameter. Alternative
hypothesis (Hl) is a statement that is accepted if the sample data provide enough
evidence that the null hypothesis is false. Level of significance is the probability of
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rejecting the null hypothesis when it is true. Test statistic is a value derived from
sample information and determines whether or not to reject the null hypothesis.

For hypothesis testing in this research, the level of significance is stated at a=
0.05, with 95% confidence. When the test statistic

(~alue

of sample information from

computer output) is more than the significance level of 0.05, then null hypothesis is
accepted. Acceptance of null hypothesis is the indication of no difference between
local and foreign partner's perception about partner selection criteria and negotiation
issues and vice versa.

4.8

Statistical Interpretation

To conduct this test, three assumptions are required:
•

The sampled populations are normally or approximately normally distributed.

•

The two populations are independent.

•

The standard deviations of the two populations are equal.

According to Mason, Lind & Marchal (1999), when each sample has fewer than 30
observations, the population standard deviations are not known. So we calculates, the
sample standard deviation, and substitute it for

a, the population standard deviation.

The following formula is used to pool the sample variances.

Pooled Variance

n1 + n2 - 2
Where:
S2 1

is the first sample variance.

s 2 2 is the second sample variance.
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The value oft is:

Two- sample test of means t =

Where:

X1

is the mean of the first sample.

Xi

is the mean of the second sample.

n1

is the number in the first sample.

n2

is the number in the second sample.

S2 p

is the pooled estimate of the population variance.

The number of degree of freedom in the test is equal to the number of items sampled
minus the number of samples. Because there are two samples, there are n1 + n2 - 2
degree of freedom.
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CHAPTERS
PRESENTATION OF DATA AND CRITICAL DISSCUSSION OF
RESULTS

This chapter is presented in three sections. The first section refers to the descriptive
analysis and inferential analysis. Under the inferential analysis, the tests of hypotheses
results are presented. Every hypothesis has been tested individually using SPSS
version 11.5. The results are presented in the form of tables with the SPSS output
values.
The second section presents a summary of results of hypotheses. And the last
section of the chapter is explanation of the results. The results are explained critically
in sequence with the hypotheses, research question and objectives.

5.1. Description of the Firms Surveyed
In this study, 13 firms in financial sector were surveyed. Four of the firms are
Indian-Nepalese joint ventures. The remaining firms are joint ventures with Irish,
Australian, Korean, Malaysian, Pakistani, Bangladeshi, Sri-Lankan and English.
Among the firms surveyed, foreign partners in two firms were not found to be
involved. Foreign partners were from their respective countries except for Standard
Chartered bank whose foreign partner representative was from India.

Tables 5.1 and 5.2 represents the characteristics and distribution by type of
business of the surveyed joint-venture firms respectively. Most of the firms surveyed
were established before five years except for two companies which were established
in 2001. According to the department of industry classification, three out of thirteen
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companies fall under medium scale category. The classification of large firms refers
to firms with a capital investment of more than N. Rs. 50 million and medium scale
refers to those between N. Rs. 10-50 million. All the firms surveyed are located in
Kathmandu valley. Only two out of thirteen companies didn't have foreign
employees.
Table 5.1

Description of Firms Surveyed

Foreign
Partner

1

2

NB (International)
Limited, Ireland
Standard
Chartered
Grindlays Bank
Ltd., Sydney,
Australia

Equity
Ratio%
L:F

N.Rs. (M)

Size

50:50

491

L

735.00

1984

Bank

50:50

339.50

L

705.00

1986

Bank

Investment

Operating Date of
Profit (02-03) Establishment
N.Rs.

Type of
Business

3

Habib Bank,
Pakistan

80:20

390

L

641 .00

1992

Bank

4

State Bank of
India, India

50:50

424.98

L

150.56

1993

Bank

5

IFIC Bank,
Bangladesh

50:50

375.25

L

502.77

1994

Bank

6

Punjab National
Bank, India

80:20

399.32

L

215.23

1994

Bank

KBC Capital
Corporation
Ltd., Korea

70:30

120

L

13.00

1995

8

Alpic Finance
Ltd., India

65:35

20

M

35.65

1994

Finance

9

Young Lian
Reality SDN
BHD, Malaysia

85:15

100

L

30.24

1996

Finance

7
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Foreign
Partner

10

11

International
Finance Investment
& Commercial
Bank Ltd.,
Bangladesh
Ceylinco Insurance
Co. Ltd., Sri Lanka

Equity
Ratio%
L:F

Investment
N.Rs. (M)

70:30

30

M

5.8

1999

Finance

80:20

50.1

L

16.12

1996

Insurance

15.5

1987

Insurance

2001

Insurance

Turnover

Alexander Howden
Group, UK

90:10

30

M

13

Life Insurance
Corporation, India

45:55

250

L

Table 5.2

17.71

Distribution of surveyed firms by type

Type of Business

No. of Companies

Bank

6

Large

Finance

4

2- Large
2-Medium

Insurance

3

Size

2- Large
I-Medium

($1= baht 41.36= Rs. 74.64) Retrieved August 31 5\ 2004, from
http://www.nepalnews.com
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Type of
Business

N.Rs.

Size

12

Date of
Establishment

Table 5.3

Criteria for partner selection

Partner selection criteria

Local partners
Mean

Capital

3.85

Technology/equipment

Foreign partner

Std. Deviation Mean

Std. Deviation

.801

3.27

.786

4.00

.816

2.91

.539

Inexpensive labor

2.62

.650

3.27

.905

Quality of management team

4.15

.689

4.27

.786

Relatedness of partners business

3.92

.641

3.00

.632

Favorable past association with
partner

3.15

.376

2.73

.647

Reputation of partner

4.08

.760

3.82

.603

Better access to local market

4.23

.599

4.27

.467

Opportunities to access foreign
market through branches/
representative offices

2.69

1.032

2.27

.467

A void political intervention

3.62

.650

3.18

.603

Local political advantage

2.31

.480

4.00

.447

Knowledge of local economy,
politics, and culture

2.38

.506

3.82

.405

Knowledge of foreign economy,
politics, and culture

3.08

1.038

2.73

.467

Local business knowledge

2.23

.439

4.09

.539
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Table 5.4

Top Five Criteria for Partner Selection

Local Partner's Perception

Mean

Better access to local market

4.23

Better access to local market

4.27

Quality of management team

4.15

Quality
... of management team

4.27

Reputation of partner

4.08

Local business knowledge

4.09

Technology/equipment

4.00

Local political advantage

4.00

Relatedness of partner's business

3.92

Knowledge of local economy,
politics and culture

3.82

5.2

Foreign Partner's Perception

Mean

Explanation of top 5 criteria for partner selection
T-test was used to compare the two sample means of both parties, Nepalese

and foreign, to assess the difference in their view about the selection of partner. The
personal opinions from representative of both local and foreign partners help in
explaining the reasons of differences in perceptions. According to the result shown in
table 5.4, better access to local market and quality of management team were
perceived to be most important by both Nepalese and foreign partners. The market is
developing with the impact of recent liberalization hence, Nepalese business houses
do not have competency in managerial resources. Therefore, local partners seek
quality of management team as an important factor. On the other hand, foreign partner
also seek for quality of management team before selecting a partner because whole
operation depends upon the management and thus to avoid the risk of poor
performance by the joint venture quality of management team has been given one of
the most important factors for partner selection. Whereas the three factors out of five
were significantly different in both parties' perceptions.
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Nepalese

partners

had

emphasized

on

reputation

of

partners,

technology/equipment and relatedness of partner's business. Local partners believe
that with the name and reputation of its foreign partner, they will be able to gain the
trust among the customers, so that they can capture quick market share. The
technology/equipment from foreign partner is another very important factor for local
partner. To gain a quick experience, local partner prefers the relatedness of partner's
business for forming joint venture and hence it's another important factor for selection
criteria perceived by local partners.

Apart from the first two criteria, foreign partners had emphasized on local
business knowledge, local political advantage and knowledge of local economy,
politics and culture as another most important factors. Foreign partners lack
knowledge on political and legal fronts and also on the local business environment;
therefore they have rated these factors as important while selecting a partner.

Table 5.5

Bottom 5 criteria for Partner Selection

Mean

Foreign Partner's Perception

Mean

Local Business Knowledge

2.23

Opportunities to access foreign
market through branch offices

2.27

Local political advantage

2.31

Knowledge of foreign
economy, politics and culture

2.73

Knowledge of local economy,
politics and culture

2.38

Favorable past association with
partners

2.73

Inexpensive labor

2.62

Technology/equipment

2.91

Opportunities to access foreign
market through branch offices

2.69

Relatedness of partner's
business

3.00

Local Partner's Perception
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5.3

Explanation of least important factors considered by local and

foreign partners for partner selection
In Nepal's context Nepalese partners give least importance to capabilities of
foreign partner in terms of local business knowledge; local political advantage;
knowledge of local economy, politics and culture;)nexpensive labor and opportunities
to access foreign market through branch offices. In all these factors local partners
believe that they have competency and access to complement in the new venture.
Most of the surveyed ventures are focusing on the local market rather than trying to
operate in foreign markets through branch offices or representative offices. Therefore,
an opportunity to access foreign market has been given less importance in partner
selection criteria.

Similarly, foreign partners are also well aware of the local partners'
capabilities in providing technology/equipment, knowledge of foreign economy,
politics and culture, and creating an opportunities to access foreign market. Foreign
partners also had listed favorable past association and relatedness of partner's
business as less important. According to foreign partners favorable past association
does not guarantee success in joint venture, therefore it is not given importance in
partner selection criteria. Relatedness of partner's business was placed last out of five
lowest criteria perceived by foreign partners; as for them, quality of management
team matters most, and they are willing to make an alliance with those with better
management capability rather than with a company related to theirs.
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Table 5.6

Criteria for Negotiation Process

Negotiation issues

Local partners

Foreign partner

Mean

Std. Deviation

Equity structure

3.69

"630

4.09

.831

Government intervention and
constrains

3.54

.776

3.27

1.009

Marketing aspects

3.46

.519

3.45

.522

Board representation

3.92

1.038

3.45

.688

Wages and salaries

2.31

.630

2.45

.820

Technology transfer

4.00

.577

4.00

.447

Valuation of contribution

4.23

.927

4.00

.632

Authority to control financial
transaction

2.54

.776

2.64

.674

Changes in ownership share

3.15

.555

4.00

.000

Dividend policies and other
financial

3.77

.439

3.36

.674

Duration of contract

3.77

9.27

3.27

.467

Selection of key personnel

2.26

.650

2.73

.786

Technical aspects

2.92

.641

2.82

.874
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Mean Std. Deviation

Table 5.7

Top 5 Issues for Negotiation

Local Partner's Perception

Mean

Foreign Partner's Perception

Mean

Valuation of contribution

4.23

Equity structure

4.09

Technology transfer

4.00

•·
Tec~ology

4.00

Board representation

3.92

Valuation of contribution

4.00

Duration of contract

3.77

Changes in ownership share

4.00

3.77

Marketing aspects/
Board representation

3.45

Dividend policies and other
financial matters

5.4

transfer

Explanation of Top Five Issues in Negotiation
From the above table, similarity and dissimilarity of perceptions of both the

parties could be easily understood. For local partner valuation of contribution is the
most important issues included in negotiation because the foreign partners were not
much satisfied over valuation of land and buildings. The next important issue is about
the technology transfer for local partners because this includes what technology
coverage whose terms are made available to the venture. Board representation,
duration of contract, and dividend policies and other financial matters were the most
important issues included under negotiation before setting up the venture. Choosing
board of directors would be very difficult as both parties might be interested in filling
the board with their representatives. Local partners want to have a longer duration of
contract because, if the contract is finished within shorter time and foreign partner
does not recontract, there might be possible rumors about the failure of a firm in the
local market. Local partners also want to retain its earnings and expand its operation
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by reinvesting it, whereas foreign partners' motive might not be those of locals'.
Therefore, conflict is possible and early negotiation for these important issues
according to local partners' perceptions is a must.

Foreign partners also view technology trans&r, valuation of contribution, and
board representation as the critical issues during negotiation. They also had similar
perceptions as the local partners'. Equity structure, changes in ownership share and
marketing aspects are also perceived as another major factor in negotiation process.
Both partners want to become the major shareholders and this might invite problem in
negotiation. Foreign partners also address the question of how the ownership structure
tum into as a joint venture matures, as they might be interested to buy more stakes in
the company or take full control of the venture. Therefore, this might be a problem for
both partners after the establishment of a venture and this should be made clear during
negotiation process. Foreign partners also feel that marketing aspects should be
negotiated as both parties may not agree on those aspects.
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Table 5.8

Bottom 5 Criteria for Negotiation

Local Partner's Perception

Mean

Foreign Partner's Perception

Mean

Wages and salaries

2.31

Wages and salaries

2.45

Authority to control financial
transaction

2.54

Authority to control financial
transaction

2.64

Selection of key personnel

2.62

Selection of key personnel

2.73

Technical aspects

2.92

Technical aspects

2.82

Changes in ownership share

3.15

Duration of contract/
Government intervention and
constrains

3.27

5.5

Explanation of the Bottom 5 Issues for Negotiation
It is surprising to find that both partners had similar perception over wages and

salaries. This is due to the increase in unemployment rate in Nepal. The Nepalese
partners are satisfied with the salary as long as it is reasonable range in the Nepalese
context. Both partners have listed authority to control financial transaction, selection
of key personnel and technical aspects less important for the negotiation process.
However, both parties differ in the fifth lowest among the five lowest rated factors for
negotiation. Foreign partners have rated changes in ownership shares as the important
issue whereas local partners have rated it somewhat important. Similarly, duration of
contract was considered most important according to local partners but foreign
partners have rated it as somewhat important. Duration of contract can be easily
sustained by mutual agreement between partners if required. Therefore, they have
rated this factor as somewhat important in comparison with local partners.
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5.6

Inferential Analysis
Inferential analysis is a systematic procedure for determining whether the

results of an experiment provide support for a particular theory or practical
innovation. It also provides a model for making inferences about the performance of
•·

participants in this research sample. It helps reseai:cher to decide whether the observed
data might merely have occurred by chance or whether the data are likely to represent
a systematic change.

5.6.1

Hypothesis Testing
Independent sample t-test is used for comparing the two sample means of

local partners and foreign partners. The statistically t-value was computed using
SPSS. The test value below the confidence level of 95% means the rejection of the
null hypothesis.

Decision Rule:
If t-value > 0.05; failed to reject null hypothesis.
If t-value < 0.05; reject null hypothesis.

5.2.1.1 Criteria for Partner Selection and Negotiation Issues

Hypothesis 1There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of capital.

79

St. Gabriel's Lfbrarv
.. ' Au
Table 5.9

Capital
Group Statistics

capital

PARTNER
local partner

13

Mean
3.85

Std. Deviation
.801

Std. Error
Mean
.222

11

3.27

.786

.237

N

foreign partner

Independent Samples Test
Levene's Test for
Eoualitv of Variances

F
capital Equal variances assu

.147

Equal variances not
assumed

Sig.
.706

t-test for Equality of Means

t
1.763
1.765

df

Mean
Std. Error
i:>ig. (2-tailed' Difference Difference
22
.092
.57
.325

21.472

.092

.57

.325

95% Confidence
Interval of the
Difference
Lower
-.101

Uooer
1.248

-.101

1.248

Significant level:

T-test output with a significant value of 0.092 was greater than 0.05.
Therefore, null hypothesis failed to reject, indicating there was no difference between
local and foreign partner's need for capital while selecting a partner.

Explanation of result

Both the partners, local and foreign, have a mean of 3.85 and 3.27 respectively
for capital, which indicates somewhat important. Foreign partners are likely to be
considered as bigger than local partners in terms of their firm's size and foreign
partner knows that they cannot expect much capital from locals. Therefore, they give
somewhat importance for capital while selecting partner. Local partners were found to
have sufficient capital to start venture and therefore, they have placed capital as
somewhat important while forming joint-venture for further growth. Local partners
were much interested in gaining local market access with the help of their foreign
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partners and hence, gave importance to reputation, quality management than capital.
This result is contrasted with Roulac (1980), the researcher found that the capital was
one of the only two reasons for which partners are needed (the other was expertise).

Hypothesis 2There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of technology/equipment.

Table 5.10

Technology/equipment

Group Statistics

technology/equipment

PARTNER
local partner
foreign partner

N

Mean
4.00
2.91

13
11

Std. Deviation
.816
.539

Std. Error
Mean
.226
.163

Independent Samples Test
Levene's Test for
aualitv of VariancE

F

technology/equip Equal variances a
Equal variances n
assumed

2.223

Sig.
.150

t-test for Eaualitv of Means

t
3.782

95% Confidence
Interval of the
Difference
Mean Std. Error
ig. (2-tailec )ifference )ifference Lower Uooer
df
1.09
22
.001
.288
.493
1.689

3.913 20.899

.001

1.09

.279

.511

Significant level:
T-test output with a significant value of 0.001 was smaller than 0.05.
Therefore, null hypothesis was rejected, indicating there was difference between local
and foreign partner's need for technology/equipment.
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1.671

Explanation of the Result
Here, the means of local and foreign partners are 4.00 and 2.91 respectively. It
means that, for a local partner technology is one of the most important factors for
selecting a partner. The previous empirical studies have confirmed the findings
(Geringer, 1990) that local partners looked for the•foreign partner to form a joint
venture to get resources, technology, and experience in its applications. Foreign
partners, on the other hand, are well aware of the fact that they cannot expect
technology from Nepalese partner; therefore they have placed the technology as less
important while selecting partner. This finding was confirmed by the findings of
Tatoglu (2000), Beamish (1988) and Li and Shenkar (1997).

Hypothesis 3There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of inexpensive labor.

Table 5.11

Inexpensive labor
Group Statistics

inexpensive labor

PARTNER
local partner
foreign partner

N

Mean
2.62
3.27

13
11

Std. Error
Mean
.180
.273

Std. Deviation
.650
.90S

Independent Samples Test

Levene's Test for
toualitv of Variances

F
, inexpensive lab Equal variances assu
I
Equal variances not
I
assumed

.267

Siq.
.610

t-test for Equality of Means

Mean
Std. Error
:>iq. (2-tailed Difference Difference
-.66
22
.051
.318

t
-2.067

df

-2.010

17.822
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.060

-.66

.327

95% Confidence
Interval of the
Difference
Upper
Lower
-1.317
.002
-1.345

.030

Significant level:
T-test output with a significant value of 0.051 was greater than 0.05. Hence,
null hypothesis was failed to rejected, indicating there was no difference between
local and foreign partner's need for inexpensive labor.

Explanation of the Result
Local and foreign partners have different means toward inexpensive labor. They are
2.62 and 3.27 respectively, which means that the local partners know that their foreign
partners would not be able to provide them with inexpensive labor. Hence, they have
rated it as less important factor for partner selection. On the other hand, foreign
partners have rated it as somewhat important. Local partners may be more readily able
to provide such a labor force than the multinational could if operating a wholly-owned
subsidiary. Therefore, they have rated it as somewhat important for selecting partner.
Tatoglu's (2000) finding also confirms this result.

Hypothesis 4There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of quality of partner's management team.

Table 5.12

Quality of management team

Group Statistics

quality of
management team

PARTNER
local partner

N

Mean

13

foreign partner

11

83

4.15
4.27

Std. Deviation

.689
.786

Std. Error
Mean

.191
.237

Independent Samples Test
Levene's Test for
:aualitv of Variance~

quality of
Equal variances assu
management tea1 Equal variances not
assumed

F
.730

Sig.
.402

t-test for Eaualitv of Means

Mean
Std. Error
>iQ. (2-tailed Difference Difference
22
.697
·.12
.301

t
·.39S

df

-.390

20.130

..

.700

·.12

.304

9S% Confidence
Interval of the
Difference
Upper
Lower
·.743
.sos
·.7S4

Significant level:
T-test output with a significant value of 0.697 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need for quality of management team.

Explanation of the Results
Since the performance of joint venture depends upon the quality of
management team, both the parties have high means for need of quality of
management team. The means are 4.15 and 4.27 respectively for local and foreign
partners. This indicates that both parties need quality of management and are rated as
main important factor for forming joint venture. Quality of management team was
found relatively important by Tatoglu (2000).

Hypothesis 5There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of relatedness of partner's business.
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Table 5.13

Relatedness of partner's business
Group Statistics

relatedness of
partner's business

PARTNER
local partner
foreign partner

Mean
3.92
3.00

N

13
11

Std. Error
Mean
.178
.191

Std. Deviation
.641
.632

Independent Samples Test
Levene's Test for
:aualitv of Variance5

relatedness of Equal variances assL
partner's busine Equal variances not
assumed

F
.100

Sia.
.755

t-test for Eaualitv of Means

Mean
Std. Error
>ia. (2-tailed Difference Difference
22
.002
.92
.261

t
3.538

df

3.542

21.435

.002

.92

.261

95% Confidence
Interval of the
Difference
Lower
Uooer
.382
1.464
.382

Significant level:
T-test output with a significant value of 0.002 was less than 0.05. Hence, null
hypothesis was rejected, indicating there was a difference between local and foreign
partner's need for relatedness of partner's business.

Explanation of The result
The result shows that there is a significant difference between local and foreign
partners' perceptions about relatedness of partners business. Mean (3.92) of local
partner indicates that relatedness of partner's business is important for local partners,
as they would be able to get the goodwill and expertise of their partner for the joint
venture whereas foreign partner's mean (3.00) indicates somewhat important of the
factor for selecting a partner. This finding is similar to that of Tatoglu (2000).
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1.464

Hypothesis 6There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of favorable past association with partner.

Table 5.14

Favorable past association with partner
Group Statistics

favorable past
association with partner

PARTNER
local partner
foreign partner

N

13
11

Mean
3.15
2.73

Std. Error
Mean
.104
.195

Std. Deviation
.376
.647

Independent Samples Test
Levene's Test for
:aualitv of Variance

Equal variances ass
favorable past
association with par Equal variances not
assumed

F
4.936

Siq.
.037

t-test for Eaualitv of Means

t
2.015
1.930

95% Confidence
Interval of the
Difference
Mean Std. Error
iq. (2-tailed Difference Difference Lower
Upper
df
.212
-.012
22
.056
.43
.866
15.471

.072

.43

.221

-.043

Significant level:
T-test output with a significant value of 0.056 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need for favorable past association with partner.

Explanation of the Result
Local partners' ranked somewhat important for favorable of past association whereas
foreign partners have given comparatively less important than the local partners as
their means are 3.15 and 2.73 respectively. This finding is similar to the study of
Tatoglu (2000).
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Hypothesis 7There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of reputation of partner.

Table 5.15

Reputation of partner
Group Statistics

reputation of partner

PARTNER
local partner

13

Mean
4.08

Std. Deviation
.760

Std. Error
Mean
.211

11

3.82

.603

.182

N

foreign partner

Independent Samples Test
Levene's Test for
faualitv of Variance~

F
reputation of part Equal variances ass

.466

Equal variances not
assumed

Sig.
.502

t-test for Eaualitv of Means

Mean
Std. Error
ia. (2-tailed Difference Difference
.284
22
.372
.26

t
.912

df

.930

21.932

.363

.26

.278

95% Confidence
Interval of the
Difference
Upper
Lower
-.330
.847
-.318

Significant level:
T-test output with a significant value of 0.372 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need for reputation of partner.

Explanation of the Result
The means, 4.08 and 3.82, of local and foreign partners indicate that they rated
reputation of the partner as an important factor for selecting a partner. Local partners
want to have goodwill of their foreign partner's name and reputation for better access
to local market; therefore they have rated it as an important factor for selecting a
partner. Foreign partner, who has investment in the local market also rated the
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reputation as an important factor because to gain local access. This finding is similar
to that of Geringer (1990) and Tatoglu (2000).

Hypothesis 8There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of better access to local market.

Table 5.16

Better access to local market

Group Statistics

better access
to local market

N

PARTNER
local partner
foreign partner

Mean
4.23
4.27

13
11

Std. Error
Mean
.166
.141

Std. Deviation
.599
.467

Independent Samples Test
Levene's Test for
:oualitv of Variance~

F

better access Equal variances assu
to local mark1 Equal variances not
assumed

.418

Siq.
.525

t-test for Eoualitv of Means

Mean
Std. Error
>io. (2-tailed Difference Difference
-.04
22
.852
.223

t
-.189

df

-.193

21.882

.849

-.04

.218

95% Confidence
Interval of the
Difference
Upper
Lower
-.503
.419
-.494

Significant level:
T-test output with a significant value of 0.852 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need for better access to local market.
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.410

Explanation of the Results
The means of local and foreign partners which are 4.23 and 4.27 respectively shows
that they both have greater need for better access to local market and hence select
partner accordingly. The result was confirmed by the findings of Beamish (1988).

Hypothesis 9There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of opportunities to access foreign market through
branch offices.

Table 5.17

Opportunities to access foreign market through branch offices
Group Statistics

opportunities to
access foreign market
through branch offices

PARTNER
local partner

Mean

N

foreign partner

Std. Error
Mean

Std. Deviation

13

2.69

1.032

.286

11

2.27

.467

.141

Independent Samples Test
Levene's Test for
:aualitv of Variances

F
Equal variances assL
opportunities to
access foreign mar~ Equal variances not
through branch offi assumed

12.252

Sig.
.002

t-test for Eaualitv of Means

Mean
Std. Error
)iq. (2-tailed Difference Difference
22
.227
.338
.42

t
1.242

df

1.316

17.301

.205

.42

.319

95% Confidence
Interval of the
Difference
Lower
-.281
-.252

Significant level:
T-test output with a significant value of 0.227 was greater than 0.05. Hence,
null hypothesis failed to rejected, indicating there was no difference between local
and foreign partner's need for opportunities to access foreign market through branch
offices.
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Upper
1.120
1.091

Explanation of the Result
Both parties, for selecting partner, rated access to foreign market as less
important, the mean of local and foreign partners' were 2.69 and 2.27 respectively.
However, local partners of banks in comparison with finance and insurance gave
importance to this factor. Overall result shows that both parties are first interested to
gain local market rather than accessing foreign market through branch offices or
representative offices. This result was contrasted with the findings of Beamish (1988)
and Tatoglu (2000).

Hypothesis 10There is no difference in perceived importance of partner selection criteria between
local

and

foreign

partners

m

terms

of satisfying

expected

government

Mean
3.62

Std. Deviation

Std. Error
Mean

.650

.180

3.18

.603

.182

requirements/avoid political intervention.

Table 5.18

Avoid political intervention
Group Statistics

avoid political intervention

PARTNER
local partner

N

13
11

foreign partner

Independent Samples Test
Levene's Test for
oualitv of Variance

F
avoid political intervE Equal variances ass
Equal variances not
assumed

.835

Sia.
.371

t-test for Eoualitv of Means

t
1.682
1.693

90

95% Confidence
Interval of the
Difference
Mean Std. Error
df
io. (2-tailed Difference Difference Lower
Uooer
22
.107
.258
-.101
.43
.968
21.786

.105

.43

.256

-.098

.965

Significant level:
T-test output with a significant value of 0.107 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need to satisfy expected government requirements/avoid political
intervention.

Explanation of the Results
Both the partners have the same perception toward need to satisfy expected
government requirements/ avoid political intervention. Their means are 3.62 and 3.18
respectively which show that it is somewhat important factor for selecting a partner.
Foreign partners are interested to form a joint-venture in less developed countries for
a variety of government-related reasons. Even for Nepalese investors, this factor was
found to be somewhat important; government provides license easily to those firms
who are forming joint-ventures with foreign firms. This finding has been similar to
that of Beamish (1994).

Hypothesis 11There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of local political advantages.

Table 5.19

Local political advantages
Group Statistics

local political advantage

PARTNER
local partner
foreign partner

N

13
11

91

Mean
2.31
4.00

Std. Deviation
.480
.447

Std. Error
Mean
.133
.135

Independent Samples Test
Levene's Test for
lUalitv of Variance

F
local political advi Equal variances a'
Equal variances rn
assumed

3.821

Sig.
.063

t-test for Eoualitv of Means

t
-8.872
-8.928

95% Confidence
Interval of the
Difference
Mean Std. Error
ig. (2-tailec )ifference )ifference Lower Uooer
df
22
.000
-1.69
.191 -2.088 -1.297
21.768

•·

.000

-1.69

.190

-2.086

Significant level:

T-test output with a significant value of 0.000 was smaller than 0.05.
Therefore, null hypothesis was rejected, indicating there was difference between local
and foreign partner's need for local political advantage.

Explanation of the Results

Here both local and foreign partners seem to differ in their selection criteria as their
means are 2.31 and 4.00. The result shows that they are significantly different in their
perception about local political advantage. Local partners cannot expect from their
foreign partners in this contribution but foreign partners have rated this factor as an
important factor, and they would select a partner who is able to provide them local
political advantage. This result is similar to Beamish (1994)

Hypothesis 12-

There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of knowledge of local economy, politics and
culture.
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Table 5.20

Knowledge of local economy, politics and culture

Group Statistics

knowledge of local
economy, politics
and culture

PARTNER
local partner

Mean

N

foreign partner

Std. Error
Mean

Std. Deviation

13

2.38

.506

.140

11

•· 3.82

.405

.122

Independent Samples Test

Levene's Test for
1aualitv of Variance

knowledge of le Equal variances as•
economy, politi Equal variances no
and culture
assumed

F
4.904

Siq.
.037

t-test for Eaualitv of Means

t
-7.560

-7.707

95% Confidence
Interval of the
Difference
Mean Std. Error
ig. (2-tailed Difference Difference Lower
Upper
df
-1.43
22
.000
.190 -1.827 -1.040
21.946

.000

-1.43

.186

-1.819

Significant level:
T-test output with a significant value of 0.000 was smaller than 0.05.
Therefore, null hypothesis was rejected, indicating there was difference between local
and foreign partner's need for knowledge oflocal economy, politics and culture.

Explanation of the Results
The means (2.38 and 3.82) of local partners and foreign partners show the
difference in their perceptions. Foreign partners lack knowledge of local economy,
politics, and culture and therefore select a partner who has a better knowledge. Hence,
they have rated this factor as important in comparison with local partners. Local
partners have better knowledge in this regard, so they have rated it as less important
for partner selection criteria. This is confirmed by Beamish's (1988) findings.
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Hypothesis 13There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of knowledge of foreign economy, politics and
culture.

Table 5.21

Knowledge of foreign economy, Politics and culture
Group Statistics

knowledge of
foreign economy,
politics and culture

PARTNER
local partner

N

foreign partner

Mean

Std. Error
Mean

Std. Deviation

13

3.08

1.038

.288

11

2.73

.467

.141

Independent Samples Test
Levene's Test for
:aualitv of Variance~

t-test for Eaualitv of Means

95% Confidence

Equal variances asst
knowledge of
foreign econom1 Equal variances not
politics and cultl assumed

F
2.101

Sia.

.161

t

Mean
Std. Error
ia. (2-tailed Difference Difference

df

Interval of the
Difference
Upper
Lower

1.030

22

.314

.35

.339

-.354

1.054

1.091

17.248

.290

.35

.320

-.326

1.025

Significant level:
T-test output with a significant value of 0.314 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need for knowledge of foreign economy, politics and culture.

Explanation of the Results
Local partner has given somewhat important to this factor, as their mean is
3.08. They hope to get useful information about foreign economy, politics and culture
through their foreign partner. On the other hand, foreign partner has rated it as less
important factor while selecting a partner. This result was similar to Beamish (1988).
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Hypothesis 14There is no difference in perceived importance of partner selection criteria between
local and foreign partners in terms of local business knowledge.

Table 5.22

Local business knowledge
Group Statistia

local business knowledge

PARTNER
local partner

N

13
11

foreign partner

Mean
2.23

Std. Deviation
.439

Std. Error
Mean
.122

4.09

.539

.163

Independent Samples Test
Levene's Test for
laualitv of Variance

F
local business knowl Equal variances ass

.033

Equal variances nol
assumed

Sia.
.858

t-test for Eaualitv of Means

t
-9.324
-9.160

95% Confidence
Interval of the
Difference
Mean
Std. Error
df
ia. (2-tailed Difference Difference Lower
Uooer
22
-1.86
-2.274
-1.446
.199
.000
19.287

.000

-1.86

.203

-2.285

Significant level:
T-test output with a significant value of 0.000 was smaller than 0.05.
Therefore, null hypothesis was rejected, indicating there was difference between local
and foreign partner's need for local business knowledge.

Explanation of the Results
Local business knowledge was rated one of the important selection criteria
from the foreign partners' perceptions, as their mean is 4.09. Since they lack
knowledge about the local business, therefore, they select partner who could help
them in this regard. For local partners, this factor has a less importance in selecting
partners as they are ware of local business. This finding is similar to that of Beamish
(1994)
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Hypothesis 15There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of equity structure.

Table 5.23

Equity structure
Group Statistic5

equity structure

PARTNER
local partner

Mean

N

13

foreign partner

3.69
4.09

11

Std. Error
Mean

Std. Deviation

.630
.831

.175
.251

Independent Samples Test
Levene's Test for
~qualitv of Variance5

t-test for Eaualitv of Means

95% Confidence

equity structur Equal variances assL

F
.681

Equal variances not
assumed

Siq.

.418

t

Mean
Std. Error
>iQ. (2-tailed Difference Difference

df

Interval of the
Difference
Lower
Uooer

-1.335

22

.195

-.40

.298

-1.018

.220

-1.304

18.459

.208

-.40

.306

-1.039

.242

Significant level:
T-test output with a significant value of 0.195 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for equity structure to be included in negotiation issues.

Explanation of the Results
The result shows that there is no difference between both the parties'
perceptions about equity structure to be included in negotiation process. The means of
3.69 and 4.09 of local and foreign partners indicate that both parties had rated equity
structure as an important issue. This finding matched with the finding of Miller et al.
(1997).
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Hypothesis 16There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of government intervention and
constraints.

Table 5.24

Government interventions and constrains
Group Statistics

government intervention
and constrains

PARTNER
local partner

N

Mean
3.54

13
11

foreign partner

Std. Error
Mean
.215

Std. Deviation

.776
1.009

3.27

.304

Independent Samples Test
Levene's Test for
:aualitv of Variance!

government interven Equal variances ass1
and constrains
Equal variances not
assumed

F
1.183

Sia.
.289

t-test for Eaualitv of Means

Mean
Std. Error
oia. (2-tailed Difference Difference
22
.474
.27
.364

t
.729

df

.713

18.630

.485

.27

.373

95% Confidence
Interval of the
Difference
Upper
Lower
-.490
1.022
-.515

Significant level:
T-test output with a significant value of 0.474 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for government intervention and constrains to be included
in negotiation issues.

Explanation of the Result
Both the partners have similar perceptions regarding government interventions
and constrain, as they have rated this issue somewhat important. Local and foreign
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partners' means are 3.54 and 3.27 respectively. Lasserre (1983) found this issue to be
difficult while negotiating, and hence important during negotiation process.

Hypothesis 17There is no difference in perceived importance of issues included under negotiation
process between local and foreign Partners in terms of marketing aspects.

Table 5.25

Marketing aspects
Group Statistics

marketing aspects

13

Mean
3.46

Std. Deviation
.519

Std. Error
Mean
.144

11

3.45

.522

.157

N

PARTNER
local partner
foreign partner

Independent Samples Test
Levene's Test for
:aualitv of Variance<

F
marketing aspe1 Equal variances asst

.004

Equal variances not
assumed

Sia.
.948

t-test for Eaualitv of Means

Mean
Std. Error
1>ia. (2-tailed Difference Difference
.01
.213
22
.974

t
.033

df

.033

21.299

.974

.01

.213

95% Confidence
Interval of the
Difference
Upper
Lower
-.435
.449
-.436

Significant level:
T-test output with a significant value of 0.974 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for marketing aspects to be included in negotiation issues.

Explanation of the Result
Both the local and foreign partners also rated marketing aspects somewhat
important. Their means are 3.46 and 3.45 respectively. There might be problems
occurring during the negotiation regarding marketing aspects since both partners may

98

.450

not agree on these issues. Lasserre (1983) found this issue most important during
negotiation.

Hypothesis 18There is no difference in perceived importance of i'ssues included under negotiation
process between local and foreign partners in terms of board representation.

Table 5.26

Board representation
Group Statistics

board representation

PARTNER
local partner

N

13
11

foreign partner

Mean
3.92

Std. Deviation
1.038

Std. Error
Mean
.288

3.45

.688

.207

Independent Samples Test
Levene's Test for
of Variance5

~quality

F
board representati Equal variances assL
Equal variances not
assumed

2.338

Sig.
.141

t-test for Eaualitv of Means

Mean
Std. Error
>ia. (2-tailed Difference Difference
22
.215
.47
.367

t
1.277

df

1.321

20.923

.201

.47

.355

95% Confidence
Interval of the
Difference
Upper
Lower
-.292
1.230
-.269

Significant level:
T-test output with a significant value of 0.215 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for board representation to be included in negotiation
issues.
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Explanation of the Result
It was shown from the result that local and foreign partners had the same

perception about board representation. Local partners have a slightly higher mean
than those of foreign partners. The means were 3.92 and 3.45 respectively. There
might be a problem in selecting the chairman and other members of the board of the
company as both partners might be willing to place their respective person. Therefore,
they have rated it as an important issue to be discussed while negotiating. Miller et al.,
(1997) found this issue important during negotiation process.

Hypothesis 19There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of wages and salaries.

Table 5.27

Wages and salaries
Group Statistics

wages and salaries

PARTNER
local partner

13

Mean
2.31

Std. Deviation
.630

Std. Error
Mean
.175

11

2.45

.820

.247

N

foreign partner

Independent Samples Test
Levene's Test for
taualitv of Variance~

F
wages and sala Equal variances ass
Equal variances not
assumed

1.001

Sig.
.328

t-test for Eaualitv of Means

~ig.

t
-.496

df

-.485

18.619

100

22

Mean
Std. Error
(2-tailed Difference Difference
.625
-.15
.296
.633

-.15

.303

95% Confidence
Interval of the
Difference
Lower
-.761

Uooer
.467

-.782

.488

Explanation of the Result
It was shown from the result that local and foreign partners had the same
perception about board representation. Local partners have a slightly higher mean
than those of foreign partners. The means were 3.92 and 3.45 respectively. There
might be a problem in selecting the chairman and other members of the board of the
company as both partners might be willing to place their respective person. Therefore,
they have rated it as an important issue to be discussed while negotiating. Miller et al.,
(1997) found this issue important during negotiation process.

Hypothesis 19There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of wages and salaries.

Table 5.27

Wages and salaries
Group Statistics

wages and salaries

PARTNER
local partner

N

13
11

foreign partner

Mean
2.31

Std. Deviation
.630

Std. Error
Mean
.175

2.45

.820

.247

Independent Samples Test
Levene's Test for
:aualitv of Variance•

F
wages and sala Equal variances ass
Equal variances not
assumed

1.001

Sig.
.328

t-test for Eaualitv of Means

~ig.

t
-.496

df

-.485

18.619

100

22

Mean
Std. Error
(2-tailed Difference Difference
-.15
.625
.296
.633

-.15

.303

95% Confidence
Interval of the
Difference
Lower
-.761

Uooer
.467

-.782

.488

Significant level:
T-test output with a significant value of 0.625 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for wages and salaries to be included in negotiation issues.

Explanation of the results
Both partners perceived wages and salaries as less important during
negotiation. Their means are 2.31 and 2.45, which indicates that they both feel this
issue is less important while negotiating. This was found contradictory with the
findings of Golden (1988).

Hypothesis 20There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of technology transfer.

Table 5.28

Technology transfer
Group Statistics

technology transfer

PARTNER
local partner

N

foreign partner

13

Mean
4.00

11

4.00

.577

Std. Error
Mean
.160

.447

.135

Std. Deviation

Independent Samples Test
Levene's Test for
:aualitv of Variance~

technology trans Equal variances assL
Equal variances not
assumed

F
.471

Sia.
.500

t-test for Eaualitv of Means

Mean
Std. Error
piq. (2-tailed Difference Difference
22
.214
.00
1.000

t
.000

df

.000

21.861
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1.000

.00

.209

95% Confidence
Interval of the
Difference
Uooer
Lower
-.444
.444
-.434

.434

Significant level:
T-test output with a significant value of 1.00 was greater than 0.05. Hence, null
hypothesis was failed to reject, indicating there was no difference between local and
foreign partner's need for technology transfer to be included in negotiation issues.

Explanation of the Result
Local and foreign partners' perceptions toward technology transfer are exactly
same, as their means were 4.00. Both partners found this issue critical during
negotiation. Lasserre (1983),Berlew (1984) and Miller et al., (1997) have found this
issue more important during negotiation.

Hypothesis 21There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of valuation of contribution.

Table 5.29

Valuation of contribution
Group Statistics

valuation problem

PARTNER
local partner

13

Mean
4.23

Std. Deviation
.927

Std. Error
Mean
.257

11

4.00

.632

.191

N

foreign partner

Independent Samples Test
Levene's Test for
aualitv of Variance

F
valuation prob Equal variances as
Equal variances no
assumed

2.498

Sig.
.128

t-test for Eaualitv of Means

t
.699
.721
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95% Confidence
Interval of the
Difference
Mean Std. Error
df
ia. (2-tailed Difference Difference Lower
Uooer
22
.492
.23
.330
-.454
.916
21.154

.479

.23

.320

-.435

.896

Significant level:
T-test output with a significant value of 0.492 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for valuation to be included in negotiation issues.

Explanation of the Result
Valuation of the contribution was found the most difficult issue during
negotiating. Local and foreign partners have rated this issue as an important issue to
be included in negotiation criteria. There means are 4.23 and 4.00 respectively. This
finding matched with the finding of Lasserre (1983) and Miller et al (1997).

Hypothesis 22There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of authority to control financial
transactions.

Table 5.30

Authority to control fmancial transactions
Group Statistics

authority to control
financial transactions

PARTNER
local partner

N

Mean

13
11

foreign partner

Std. Error
Mean

Std. Deviation

2.54
2.64

.776
.674

.215
.203

Independent Samples Test
Levene's Test for
:aualitv of Variance

t-test for Eaualitv of Means

95% Confidence

authority to cont1 Equal variances ass
financial transact Equal variances not
assumed

F
.265

Sia.

.612

t

Interval of the
Difference
Mean
Std. Error
Upper
ia. (2-tailed Difference Difference Lower

df

-.327

22

.747

-.10

.300

-.720

.524

-.331

21.975

.744

-.10

.296

-.712

.516

103

Significant level:
T-test output with a significant value of 0.747 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for authority to control financial transactions to be included
in negotiation issues.

Explanation of the Result
Since the means of both partners are 2.54 and 2.64, it shows that this issue is
less important during negotiation. As for financial institution, authority to control
financial transaction would be given according to the responsibility of an individual.
Therefore, no individual will have all the control. Hence, there would not be any
conflict regarding this issue. This issue was found less important by Lasserre (1983).

Hypothesis 23There is no difference in perceived importance of issues included under negotiation
process between local and foreign Partners in terms of Changes in ownership shares.

Table 5.31

Changes in ownership shares
Group Statistics

changes in
ownership shares

PARTNER
local partner
foreign partner

N

Mean

13
11
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3.lS
4.00

Std. Deviation

.SSS
.000

Std. Error
Mean

.1S4
.000

Independent Samples Test
Levene's Test for
of Variance

~ualitv

F
Equal variances a 11.694
changes in
ownership sh; Equal variances n
assumed

Sig.
.002

t-test for Eaualitv of Means

t
-5.042
-5.500

95% Confidence
Interval of the
Difference
Mean Std. Error
df
ig. (2-tailed Difference )ifferencE Lower Uooer
-.85
-.498
22
.000
.168 -1.194
12.000

•·

.000

-.85

.154

-1.181

Significant level:

T-test output with a significant value of 0.000 was less than 0.05. Hence, null
hypothesis was rejected, indicating there was difference between local and foreign
partner's need for changes in ownership share to be included in negotiation issues.

Explanation of the Result

The result shows the difference of perceptions between local and foreign
partners regarding the issue of changes in ownership share. Foreign partners have
rated one of the important issues, whereas local partners have rated it somewhat
important. Their means are 3.15 and 4.00, which shows the difference in their
perceptions. Foreign partners might be willing to increase their stakes after
monitoring the joint-ventures performance whereas local partners might not be willing
to sell their stakes. Conflict may occur when negotiating. This issue was found
important by Miller et al., (1997).

Hypothesis 24-

There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of dividend policy and other
financial matters.
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Table 5.32

Dividend policies and other fmancial matters

Group Statistics

dividend policies and
other financial matters

PARTNER
local partner

13

Mean
3.77

Std. Deviation
.439

Std. Error
Mean
.122

11

3.36

.674

.203

N

foreign partner

Independent Samples Test
Levene's Test for
walitv of VariancE

F
dividend policies Equal variances a~
other financial m Equal variances nc
assumed

1.855

Sio.
.187

t-test for Eaualitv of Means

t
1.774
1.712

95% Confidence
Interval of the
Difference
Mean IStd. Error
io. (2-tailed Difference Difference Lower Upper
df
-.069
.880
22
.090
.41
.229
16.662

.105

.41

.237

-.095

Significant level:
T-test output with a significant value of 0.09 was greater than 0.05. Hence, null
hypothesis was failed to reject, indicating there was no difference between local and
foreign partner's need for dividend policies and financial matters to be included in
negotiation issues.

Explanation of the Result
Dividend policies and other financial matters is considered somewhat
important by both the parties as their means are 3.77 and 3.36 respectively. Nepalese
partners have rated it as important because their foreign partners might not be
interested in expanding business and might be interested in collecting the invested
amount. Therefore, there might be a conflict. This seems to be an important issue for
both parties and the result is confirmed by tp.e research of Miller et al (1997).
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Hypothesis 25There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of duration of contract.

Table 5.33

Duration of contract

Group Statistics

duration of contract

PARTNER
local partner

N

Mean

3.77
3.27

13

foreign partner

Std. Deviation

11

Std. Error
Mean

.927
.467

.257
.141

Independent Samples Test
Levene's Test for
of Variance

~ualitv

duration of con Equal variances a•
Equal variances n
assumed

F
.414

Sig.
.S27

t-test for Eaualitv of Means

t
1.609

9S% Confidence
Interval of the
Difference
Mean Std. Error
iq. (2-taileo Difference )ifference Lower Upper
df
22
-.144 1.137
.122
.so
.309

1.694 18.306

.107

.so

.293

-.119

Significant level:
T-test output with a significant value of 0.122 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for duration of contract to be included in negotiation
issues.

Explanation of the Result
It is confirmed from the above result that there is no difference in partners'

perceptions regarding duration of contract to be included in negotiation issue. Local
partners perceived it slightly more important than that of foreign partners. Their
means are 3.77 and 3.27 respectively. This result is similar to that of Lasserre (1983).
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Hypothesis 26-

There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners of selection of key personnel.

Table 5.34

Selection of key personnel
Group Statistics ·

selection of
key personnel

13

Mean
2.62

Std. Deviation
.650

Std. Error
Mean
.180

11

2.73

.786

.237

N

PARTNER
local partner
foreign partner

Independent Samples Test
Levene's Test for
:aualitv of Variance'

F
selection of Equal variances assL
key personn• Equal variances not
assumed

.504

Sia.
.485

t-test for Eaualitv of Means

~ia.

t
-.382

df

-.376

19.489

22

Std. Error
Mean
(2-tailed Difference Difference
-.11
.293
.706
.711

-.11

.298

95% Confidence
Interval of the
Difference
Unner
Lower
-.720
.496
-.734

Significant level:

T-test output with a significant value of 0.706 was greater than 0.05. Hence,
null hypothesis was failed to reject, indicating there was no difference between local
and foreign partner's need for selection of key personnel to be included in negotiation
issues.
Explanation of the Result

Both parties perceived that selection of key personnel is less important during
negotiation as both local and foreign partners means are 2.64 and 2.73 respectively.
Where as, Berlew (1984) mentioned its importance during the negotiation.
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Hypothesis 27There is no difference in perceived importance of issues included under negotiation
process between local and foreign partners in terms of technical aspects.

Table 5.35

Technical aspects
Group Statistics

technical aspects

PARTNER
local partner
foreign partner

N

13
11

Mean
2.92
2.82

Std. Deviation
.641
.874

Std. Error
Mean
.178
.263

Independent Samples Test

Levene's Test for
:aualitv of Variance!

technical aspe1 Equal variances ass1
Equal variances not
assumed

F
.594

Sia.
.449

t-test for Eaualitv of Means

t
.339

.330

95% Confidence
Interval of the
Difference
Std. Error
Mean
io. (2-tailed Difference Difference Lower
df
Uooer
22
.738
-.537
.747
.310
.10
18.050

.745

.10

.318

-.563

Significant level:
T-test output with a significant value of 0.738 was greater than 0.05. Hence,
null hypothesis failed to reject, indicating there was no difference between local and
foreign partner's need for technical aspects to be included in negotiation issues.

Explanation of the Result
Technical aspects are perceived less important by local and foreign partners.
Their means are 2.92 and 2.82, indicating that both parties have similar perception
regarding this issue. Lasserre's (1983) findings have confirmed the result.
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5. 7

Summary of results from Hypothesis Testing

Table 5.36 Partner Selection Criteria and Negotiation Issues

Hypothesis

Test Statistics

H10: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of capital.
H20: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of
technology/equipment.
H3o: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of
inexpensive labor.

Hso: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of
relatedness of partner's business.
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Result

T-test

0.092

Failed to
reject null
hypothesis

T-test

0.001

Reject null
hypothesis

0.051

Failed to
reject null
hypothesis

T-test

0.697

Failed to
reject null
hypothesis

T-test

0.002

Reject null
hypothesis

T-test

H4o: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of quality of
partner's management team.

Level of
Significance

Hypothesis
H6o: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of
favorable past association with
partner.
H10: There is no difference in perceived
importance of partner selection criteria
between local and foreign partners in
terms ofreputation of partner.

Test
Statistics

Level of
Significance

Result

T-test

0.056

Failed to
reject null
hypothesis

T-test

0.372

Failed to
reject null
hypothesis

T-test

0.852

Failed to
reject null
hypothesis

•·

Hso: There is no difference in perceived
importance of partner selection criteria
between local and foreign partners in
terms of better access to local market.
H9o: There is no difference in perceived
importance of partner selection criteria
between local and foreign partners in
terms of opportunities to access foreign
market through branch offices.

T-test

0.227

Failed to
reject null
hypothesis

H100: There is no difference in perceived
importance of partner selection criteria
between local and foreign partners in
terms of satisfying expected government
requirements/avoid political intervention.

T-test

0.107

Failed to
reject null
hypothesis

T-test

0.000

Reject null
hypothesis

H110: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of local
political advantages.
H120: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of knowledge
of local economy, politics and culture.
HBo: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of knowledge
of foreign economy, politics and
culture.

T-test

T-test
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0.000

0.314

Reject null
hypothesis

Failed to
reject null
hypothesis

Hypothesis

H140: There is no difference in
perceived importance of partner
selection criteria between local and
foreign partners in terms of local
business knowledge.
H1so: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of equity structure.
H160: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of government intervention
and constraints.
H110: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners in
terms of marketirnz asnects.
H1so: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners in
terms of board representation.

H190: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of waQes and salaries.
H200: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of technology transfer.
H210: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners in
terms of valuation of contribution.

Test Statistics

Level of
Significance

Result

T-test

0.000

Reject null
hypothesis

0.195

Failed to
reject null
hypothesis

0.474

Failed to
reject null
hypothesis

•·

T-test

T-test

T-test

0.974

Failed to
reject null
hypothesis

T-test

0.215

Failed to
reject null
hypothesis

T-test

0.625

Failed to
reject null
hypothesis

1.00

Failed to
reject null
hypothesis

0.492

Failed to
reject null
hypothesis

T-test

T-test
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Hypothesis
H220: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of authority to control
financial transactions.
H230: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners in
terms of changes in ownership shares.
H240: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners in
terms of dividend policy and other
financial matters.
H2so: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of duration of contract.
H260: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners in
terms of selection of key personnel.
H210: There is no difference in
perceived importance of issues
included under negotiation process
between local and foreign partners
in terms of technical aspects.

Test Statistics

T-test

Level of
Significance

0.747

Result
Failed to
reject null
hypothesis

•·

0.000

Reject null
hypothesis

T-test

0.090

Failed to
reject null
hypothesis

T-test

0.122

Failed to
reject null
hypothesis

0.706

Failed to
reject null
hypothesis

0.7738

Failed to
reject null
hypothesis

T-test

T-test

T-test
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CHAPTER6
SUMMARY OF FINDINGS, CONCLUSION AND
RECOMMENDATIONS

The study is an attempt to analyze and itlentify the key factors for partner's
selection criteria and negotiation process. This study provides foreign and local
investors an overall picture of an investment environment of Nepal, with the help of
different perceptions of local and foreign partners regarding these processes.

This chapter is presented into four parts. The first part presents summary
findings of the study. This section provides brief answers to the question of the
research, objectives and hypotheses. Important findings of the study and conclusion
statements drawn from the entire chapters are discussed in the second part. The third
section provides recommendation based on the result of the study. Finally, the last
section gives suggestions for further research.

6.1

Summary of Findings
This research studies critical factors according to the need for partner's

selection criteria and issues included in negotiation process from the perceptions of
local and foreign partners. The similarity or dissimilarity between local partners' need
and foreign partners' need for these important factors were also prime motives behind
this research.
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The main research question of this study is as the following:
What are the important factors for partner selection criteria and negotiation process
from the perception of local and foreign partners in financial institution and insurance
business as a joint venture in Nepal?

The specific objectives of this study are shown as follows:
•

To identify the perceived importance and ranking of factors by local and
foreign partners for selecting a partner for joint ventures in Nepal.

•

To identify the perceived importance and ranking of critical issues by local
and foreign partners for negotiation process before setting a joint venture in
Nepal.

•

To propose some guidelines for creating a favorable investment climate for the
establishment of joint ventures in Nepal.

The following summary of findings provides answers to objectives and hypotheses.

Partner's Selection Criteria

Capital:
There was no difference found for the need of capital while selecting partners
between local and foreign partners' perceptions. Though both of them had rated
somewhat important, local partners have rated slightly more important than the
foreign ones.
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Technology/equipment:
Both partners have different perceptions regarding the need for technology or
equipment. Local partners regarded this factor as an important factor for selection of
partners whereas foreign partners perceived less need for this factor.

Inexpensive labor:
Local and foreign partners had almost the same perceptions regarding the
importance for contribution of inexpensive labor. Foreign partners viewed somewhat
importance of the contribution for inexpensive labor while selecting local partners,
but local partners expressed nearly somewhat importance of the contribution for
inexpensive labor by foreign ones.

Quality of management team:
There was no difference between local and foreign partners' need for
contribution regarding quality of management team. Both of them had ranked it as an
important factor while selecting partners.

Relatedness of partner's business:
The difference was found between local and foreign partners' perceptions
regarding the need of relatedness of partner's business. Local partner perceives
relatedness of partner's business as important factor, whereas foreign partner
perceived it as somewhat important while selecting partner.
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Favorable past association between partners:
There was no difference between local and foreign partners' perceptions for
favorable past association while selecting partner. Both partners had rated this factor
somewhat important.

Reputation of partner:
Reputation of the partner was rated as an important factor to be considered
while selecting a partner from the perceptions of both local and foreign partners.
Therefore, there was no difference in the need for reputation of partner between both
parties.

Better access to local market:
There was no difference found between local and foreign partners' perception
about the need for better access to local market. They have rated this factor as an
important one during selection of partner.

Opportunities to access foreign market:
Not much difference between local and foreign partners' perceptions for the
need of opportunities to access foreign market was found. Foreign partners have rated
this factor less important, and local partners have rated less important or somewhat
important during partner selection.
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Satisfy existing government requirements/avoid political intervention:
There was no difference found for this factor between local and foreign
partners' perceptions. Both of them had rated this factor somewhat important for
partner selection.

Local political advantage:
This factor was found to be significantly different between the perceptions of
local and foreign partners. Local partners have rated this factor to be less important,
where as foreign partners have rated it to be important during selection of partner.

Knowledge of local economy. politics and culture:
There was significantly different in need of knowledge of local economy,
politics, and culture between local and foreign partners. Local partners perceived this
factor to be less important for partner selection criteria, where as foreign partners'
perceived it to be an important factor for selecting partner.

Knowledge of foreign economy, politics, and culture:
There was not much difference for the need of knowledge of foreign economy,
politics, and culture between local and foreign partner. Both partners perceived it as
somewhat important factor for partner selection.

Local business knowledge:
Here, the perceptions of both the parties are different in need for the local
business knowledge. Local partners have listed it as less important factor. Foreign
partners on the other hand have rated as an important factor for selecting partner.
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Negotiation Issues

Equity structure:
The perceptions of local and foreign partners were not different regarding the
issue of equity structure. Both partners have perceived it as an important factor
included in negotiation process.

Government intervention and constrains:
There was no difference for the need of government intervention and
constrains to be included in negotiation process between local and foreign partners.
They both have perceived it as somewhat important in negotiation.

Marketing aspects:
There was no difference between local and foreign partner's need for
marketing aspects to be included in negotiation issues. This factor was also rated
somewhat important during negotiation.

Board representation:
Local and foreign partners had no difference in issues included under
negotiation process in terms of board representation. Foreign partner rated this factor
somewhat important and local partner showed slightly more important of this issue
than the foreign partner.
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Wages and salaries:
Here, local and foreign partners' perceptions were not different regarding
wages and salaries included in negotiation. Both partners perceived this factor less
important.

Technology transfer:
There was no difference between local and foreign partner's need for the issue
of technology transfer included in negotiation process. Both local and foreign partners
have perceived this issue as an important one.

Valuation of contributions:
Both the partners viewed this issue as an important for discussion during the
negotiation process.

Authority to control financial transactions:
Survey found that there was no difference between local and foreign partners'
need for this issue included in negotiation process. Both partners viewed this issue to
be less important.

Changes in ownership share:
This issue was perceived differently by both local and foreign partners. Local
partners perceived this factor somewhat important, whereas foreign partners viewed
this issue as important during negotiation.
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Dividend policies and other financial matters:
Both the local and foreign partners perceived this issue somewhat important in
negotiation process.

Duration of contract:
Though there was no significant difference between local and foreign partners
perceptions about this issue. Local partners' mean was slightly above than that of
foreign partners'. However, they both perceived this issue as somewhat important.

Selection of key personnel:
No differences in the perceptions of local and foreign partners were found for
the inclusion of selection of key personnel in negotiation process. Both of the partners
viewed this issue as less important.

Technical aspects:
Local and foreign partners were not different in their perceptions about the
inclusion of technical aspects for negotiation process. This issue was perceived as less
or somewhat important.

6.2

Conclusion
Foreign investment laws have been implemented since 1981 in Nepal. The

expected outcome was very low; therefore they were amended in 1992. The latest
government policy toward foreign investment has many positive features. According
to the department of industry, there are indications of a possible flow of a substantial
volume of foreign investment in Nepal. Although the Government of Nepal (GON) is
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open to foreign direct investment, implementation of its policies is often distorted by
bureaucratic delays and inefficiency. At present, there are 762 foreign investment
projects in Nepal, worth a total of approximately USD 1.5 billion according to official
GON statistics. Indian ventures lead the list with more than 35 percent of the projects.
The U.S. ranks second with 82 ventures. Japan, China, Germany and South Korea are
also prominent.

Government policy changes have signaled to foreign investors that Nepal is
open for business. Progress has been made in allowing private operations in some
sectors that were previously government monopolies, such as telecommunications and
civil aviation. Licensing and regulations have been simplified, and 100 percent
foreign ownership is allowed. New banking institutions and a nascent stock exchange
provide alternative sources of investment capital.

Partner selection is one of the most crucial factors which influence the
performance of joint venture. Understanding partner selection criteria helps both local
and foreign partners. However, commitment is inevitable from both the partners for
the successful performance. The results of the study are mostly compatible with the
review of literature.

The results of hypotheses shows that there is no difference in partner selection
criteria between local and foreign partner in terms of capital, inexpensive labor,
quality of partners management team, favorable past association, reputation of
partner, better access to local market, opportunities to access foreign market, avoid
political intervention, knowledge of foreign economy and politics and culture.
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However, there is difference in partner selection criteria between local and foreign
partner in terms of Technology/equipment, relatedness of partner's business, local
political advantages, knowledge of local economy, politics and culture and local
business knowledge.

Nepal is a developing country. Most of the human resources available are
unskilled and therefore, lacks in quality management team and technology. This is the
reason Nepalese partner should find the foreign partners who can provide quality
manpower resources, reputation and technology.

Similarly, foreign parties who are willing to invest in Nepal should select
partners who can assist them in getting political advantage through contacts, better
market access, knowledge of local economy, politics, culture and business. These
findings were confirmed by Beamish (1988) and Tatoglu (2000).

Key factors in Nepalese perception for selection of foreign partner
Tatoglu (2000) found better access to local market, reputation of partner as the
highest degree of importance for selection criteria and quality of management team as
relatively important. Beamish (1988) found technology as an important factor for
selection criteria. The followings were the key factors identified by the local
executives during the partner selection process in Nepal. The factors were rated most
important among 14 criterions:
•

Better access to local market

•

Quality of management team

•

Reputation
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•

Technology

Key factors in foreign perception for selection of Nepalese partners
Foreign executives perceived the following factors were most important for
selecting partners in Nepal. Except for the first two criterions they have a different
perception compared to the local executives:
•

Better access to local market

•

Quality of management

•

Local business knowledge

•

Local political advantages

These findings were confirmed by the findings of Beamish (1988) and Tatoglu
(2000).

Results from the tests showed that there is no difference in issues included
under negotiation process between local and foreign partner in terms of equity
structure, government intervention and constraints, marketing aspects, board
representation, wages and salaries, technology transfer, valuation of contribution,
authority to control financial transactions, dividend policy and other financial matters,
duration of contract, selection of key personnel and technical aspects. However, it was
found that there was a difference in changes in ownership shares included under
negotiation process between local and foreign partner.

The analysis of findings in chapter five implies that in joint venture context in
Nepal, issues such as valuation of contribution, technology transfer, equity structure
and changes in ownership share have dominated the negotiation process. The
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valuation of contribution consists of two sub-issues including valuation of
technologies technology contributed by foreign parties and land plus existing facilities
valuation contributed by local partners. Both parties feel that the other partner is
charging more, and hence focus to balance on these issues. The success of jointventure formation will much depend on balancing attitude and understanding on these
issues. The third party involvement with valuation expertise might help mitigate this
problem.

The key issues in which partners seem to have different interest are changes in
ownership share. Local partners believe that they have other issues more important
than this one; hence they mainly focus on technology transfer and board
representation. Foreign partners' question, "How should the ownership structure
change as a joint venture matures?" They seem to be interested in increasing stake
after the establishment of the company. They try to convince local partners to take
some responsibility regarding this issue and ask to specify some range within which
the changes could take place. Nevertheless, successful negotiation would very much
depend on cooperation by parties from both sides in these issues. The successful few
ventures indicated that joint responsibility with local partner's minor relaxation and
initiation to solve these problems has led to successful agreement on joint venture
formation.

The key issues that Nepalese partners found to be important for successful negotiation
The factors listed bellow was found to be important to be included under
negotiation process by the local executives:
•

Valuation of contribution
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•

Technology transfer

•

Board representation

The key issues that foreign partners found to be important for successful negotiation
Foreign and local executives' perceptions tOward the following factors were
similar as they have rated exact factors as important except for fewest.
•

Equity structure

•

Technology transfer

•

Valuation of contribution

•

Changes in ownership share

The above listed factors were also found important by Miller et al. ( 1997),
Lasserre (1983) and Golden (1988).

6.3

Recommendations

6.3.1

Recommendation for Local Partners
The author would like to recommend some crucial factors to local investors

who are willing to form a joint venture with foreign partners. The recommendations
are based on the perceptions of foreign partners and local partners surveyed.

Foreign partners regard the existing capability of local partners in branch
networking within the various cities or towns for better access to country's market.
Hence integration of such strengths during the joint venture proposal by local partners
will enhance the chances of making a bright alliance with competent foreign partners.
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From the finding it is clear that foreign partner have perceived better access to local
market as the most important criterion for the partner selection.

Local partners should attempt to make alliance with the reputed foreign
venture, so that it would be easier to gain local market by their goodwill. It is found
that local partners have perceived reputation of partner as one of the important
criterion for selecting a foreign partner.

Technology/equipment was found as an important factor perceived by local
partners for selecting a foreign partner. Since Nepal is on the verge of developing, it
lacks in terms of technology and equipment.

Therefore, commitment on

technology/equipment should be made with the foreign partner before setting up the
joint venture. Local partner should choose foreign partners who can contribute the
venture in terms of technology and equipment.

Joint venture's performance depends on the management team; local partners
should choose foreign partner who can provide those managerial resources and local
partner should also select the partner according to the relatedness of business. This
helps in enhancing managerial skills. Quality of management team and relatedness of
business were perceived as important factors by local partner for selecting foreign
partner.

Foreign partner consider valuation of land and existing facilities as the key
factor in negotiation process. It is recommended that local parties should prepare
convincing plan on such valuation with third party valuation and supporting
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justification. The more rationale the valuation is the more likely the negotiation
process will be successful as both local and foreign partners had perceived this issue
as important for negotiation process.

Local partners are recommended to prepare everything about technology
transfer such as what technologies are to be covered, under which terms they are to be
made available, payments for the technology and maintenance of technology before
negotiating technology transfer. This will prevent the possible conflict regarding
technology/equipment with foreign partners in the future.

Foreign partners perceive that equity structure is one of the critical factors in
negotiation process as both wants to become major shareholder. It is recommended to
local partner to prepare on this issue. Such preparation should include alternative
proposals for distributing shares. One could be according to the contribution.

6.3.2 Recommendation for Foreign Partner
The researcher wishes to recommend the followings to foreign investors
willing to

form joint venture

with Nepalese companies in Nepal.

The

recommendations are based on the perceptions of both surveyed local and foreign
partners.

The foreign investors are advised to get a copy of Nepalese partner's ranking in
terms of size, reputation or economic efficiency as recognized by the industry in
Nepal. Reputation in terms of strong brand names and trademarks are vital factors for
Nepalese counterparts, it is recommended that foreign investor should have a proposal
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with reputed brand names. Local partner have perceived this factor as an important
one for selecting foreign partner.

It is found that foreign partners have given importance to knowledge of local

business, economy, politics and culture as one of the criteria for selecting a local
partner. Foreign investor should choose local partners, who can provide knowledge of
local business, economy, politics and culture, as foreign investors lack in these areas.
The social and cultural behaviors of Nepalese differ from foreign partners. Nepalese
people place more value on relationship in working environment. It is necessary to
understand and adopt the cultural value of Nepalese people for a long-term joint
venture's success.

Local partner's market power is a key asset for the foreign partner. Therefore,
foreign investors who are willing to invest in Nepal should select partners according
to the capability of local partners for the contribution of better market access.

Foreign partners are recommended to choose a partner with a quality
management team. Since performance of JV depends on the quality of management
team and joint venture is managed by more than one party, they should select a local
partner after screening thoroughly. This factor was also perceived as an important
factor by foreign partner.

Foreign partners have perceived local political advantage as an important issue
to include in the negotiation process. Therefore, while selecting a local partner, a
foreign partner should consider who could provide political advantage. Nepal's
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political policies are unstable; and to cope up with the bureaucratic hassles and
satisfying the government requirements, foreign partner should choose that partner
who is able to provide the venture with local political advantage.

It is found that local partner have perceived-valuation as an important issue to

include in the process of negotiation. Nepalese partners consider technology pricing
and existing assets valuation as key issues in negotiation. Foreign partner should
prepare themselves on these issues. Such preparation should include alternative
proposals for technology valuation, justification analysis and getting enough
information on valuation procedures in Nepal.

Foreign investors should make clear about the technology transfer. Limitation
on where and how the technology can be used by the venture and restriction on
control over the derivative technologies should be made clear in the negotiation with
local parties. This issue was perceived important by both partners.

Equity structure could be decided through the proper valuation of contribution.
For valuation purpose third party that is expert in valuation could be included. This
will prevent the conflict which might arise during negotiation. Equity structure was
perceived as the most important issue by foreign partner.

If a foreign investor wants to increase his share after operating a venture for

quite a long time then it is recommended that he should negotiate in the beginning
about the changes in ownership share. The possible conflict with the local partner that
may arise after the establishment of a venture could be checked out. It is found that
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foreign partners have perceived changes in ownership share as an important issue
during negotiation.

6.4

Suggestions for Further Research
Joint venture is relatively new phenomenon in Nepal; not many partnerships

have been established. In this research, majorities of ventures were successful so far
as contract signing was concerned. Therefore, in future studies some failure cases will
also have to be incorporated so as to have a more clear distinction between a
successful and unsuccessful venture. This would provide a more comparative picture.
The top five and bottom five criteria for partner selection and negotiation issues were
derived from the means of t-test. It would be more meaningful to use ANOV A on
variables to distinguish most important and less important factors for partner selection
and negotiation issues. This would rule out the chances of missing another important
variable which has insignificant difference to the

5th

important one. Therefore, in the

further study on the similar topic it is wise to use ANOV A for more meaningful
separation between most important, important, somewhat important factors and less
important factors.

Although statistical methods were utilized, more samples are needed to
enhance external validity of the research. This research is only limited up to financial
institutions and insurance business operating in Nepal. It is feasible to study the joint
ventures engaged in manufacturing or other service based industry rather than
financial institution and insurance.
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Including some more variables, further researches could be done. For
example, motives to form a joint venture, operation and management related factors
for successful operation, and host country related factors.
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Appendix (A)
List ofjoint venture banks, finance and insurance
companies

List of Joint Venture Commercial Banks
Mid January 2003
s.
No

Bank

Share Capital
(Rs. In Million}
Issued
Paid DJ!

Foreign
Share
(%)

Foreign Bank

1.

Nepal Arab Bank Ltd.

491.73

491.73 •·

50

National Bank
Ltd.,Bangladesh

2.

Standard Chartered Bank
Nepal Ltd.

339.50

339.50

50

Standard Chartered Grindlays
Bank Ltd., Sydney, Australia

3.

Himalayan Bank Ltd

390.00

390.00

20

Habib Bank, Pakistan

4.

Nepal SBI Bank Ltd

424.98

424.98

50

State Bank of India, India

5.

Nepal Bangladesh Bank Ltd

357.25

357.25

50

IFIC Bank, Bangladesh

6.

Everest Bank Ltd

399.32

399.32

20

Punjab National Bank, India

List of Joint Venture Finance Companies
Mid January 2003
S.
No.

Finance Company

Share Capital
(Rs. in Million)
Issued
Paid

ue

Foreign
Share
%

Foreign Company

1.

International Leasing &
Finance Co. Ltd.

120.00

120.00

27.78

2.

Alpic Everest Finance Ltd.

20.00

20.00

35

Alpic Finance Ltd., India

3.

Nepal Merchant Banking &
Finance Ltd.

200.00

100.00

15

Young Lian Reality SDN
BHD, Malaysia

4.

Nepal Bangladesh Finance and
Leasing Company Ltd.

30.00

30.00

30

International Finance
Investment & Commercial
Bank Ltd., Bangladesh

KBC Capital Corporation Ltd.,
Korea

List of Joint Venture Insurance Companies
June 2003
SN

Insurance Company

Issued
Capital
(NRs.)

Paid Up
Capital
(Rs. in
Min

Foreign
Share
(in%)

Foreign Company

1.

Sagarmatha Insurance
Company Ltd.

51

50.1

20

Ceylinco Insurance Co.
Ltd., Sri Lanka

2.

National Life and
General Insurance Co.
Ltd.

30

30

10

Alexander Howden
Group, UK

3.

Life Insurance
Corporation (Nepal)

250

250

55

Life Insurance
Corporation, India

Compiled by Research and Information Division of FNCC from Insurance Board, Nepal.

Appendix (B)
Questionnaire

Questionnaire for Conducting a Research on Partner selection and Negotiation Issues for
Establishing Joint Ventures

Dear Sir/Madam,
This questionnaire has been prepared with the aim to study the important factors that are involved
in a joint venture's partner selection and negotiation process.
This study is being conducted in partial fulfillment of the requirements of MBA in international
business program of the Graduate School of Business at Assumption University, Bangkok.
The information collected through this questionnaire will only be used for research purpose.
Anonymity and confidentiality shall be strictly maintained.
Your participation in this research is greatly appreciated. Thanking you for your cooperation.
Sincerely Yours,

Rudeep Shrestha
MBA Candidate,
Graduate School of Business,
Assumption University,
Ramkhamhaeng, Hua mak, 10240
Bangkok, Thailand.

Part I General Information Regarding the Company

1)

Name and address of the joint venture company.

2)

Ownership (respective share of the partners)

Local:

%

Foreign:

%

Date of establishment:
Day/month/year
3)

Type of business
Bank

(

)

Finance

(

)

Insurance

(

)

4)

Paid up capital:

5)

Total number of employees:
Number of Nepalese employees
Number of foreign employees

6)

Turnover in current year
Total revenue

Part II Factors related to the establishment of a joint venture
Specific Information
(Please rate the following factors according to the level of imp<utance I= Not important, 2 Less important, 3
Somewhat important, 4 Important, 5 Extremely important) Please tick the following box from 1- 5 that best
describe the way you feel about each factor.

1)

Partner selection

1) How much importance did your company place on selecting a partner with the following variables at the time of
joint venture formation?

Not important

1
I.

Capital

2.

Technology/equipment

3.

Inexpensive labor

4.

Quality of partner's management team

5. Relatedness of partner's business
6.

Favorable past association with partner

7.

Reputation of partner

8.

Better access to local market

9.

Opportunities to access foreign market through
a branch offices

10. Satisfy expected government requirements for local
ownership/avoid political intervention
11.

Local political advantages

12.

knowledge of local economy, politics and culture

13.

knowledge of foreign economy, politics and culture

14.

local business knowledge

Extremely important

2

3

4

s

2) Negotiation

How important are the following issues to be included under negotiation before setting up joint venture?
Not important

Extremely important
1

1.

Equity structure

2.

Government intervention and constraints

3.

Marketing aspects: distribution, brand, pricing

4.

Board representation

5.

Wages and salaries

6.

Technology transfer

7.

Valuation of contribution

8.

Authority to control financial transactions

9.

Changes in ownership shares

•

·-

2

3

4

s

10. Dividend policy and other financial matters
11. Duration of contract
12. Selection of key personnel
13. Technical aspects (foreign or local technicians,
Latest or obsolete technologies etc.)

5)

Beside above factors, which other factors do you think are important to the partner selection and negotiation
for establishment of a joint venture?

Partner selection:

Negotiation:

Respondent details:
Position:

Length of service:

Responsibility:--------------

Nationality:

Appendix (C)
Background on Nepal

Background on Nepal

Topography
Nepal is a landlocked country with a total land area of 147,181 sq. km. She
lies between 26° 22' N - 30° 27' N latitudes and 80° 4'E - 88° 12'E longitudes. Roughly
rectangular in shape, the land extends approximately 885 km. east-west and 145 km.
at its narrowest to 241 km. at its broadest, north-south. The country is bordered by
China in the north and by India in the south, west and east.

The land-mass is divided into three geographical zones, the snow capped high
Himalayas, the mountainous region with long terraced slopes leading to fertile valleys
and the flat sub-tropical Terai region. The high Himalayan region extends in the north
from west to east at an altitude of 4,000 m. to 8,848 m. The world famous peaks of
Mt. Everest (8848 m.), Kanchanjunga (8586m), Makalu (8463m.), Dhaulagiri
(8167m.) Annapurna (8091m.), and many others dominate the formidable range of
eternal snows. The mountainous region consists of mountain ranges of Mahabharat
varying in height from 1525 m. to 4877m. Below these ranges lies the Churia range at
610 m. to 1524 m. Fertile valleys of various widths and altitudes lie between these
mountain and hill ranges. The southern belt stretches east-west with a width of 26 to
32 km. and a maximum elevation of about 305m.

Several major rivers, tributaries and streams flow south originating from the
glaciers, snow fed lakes and high Himalayan mountains of the north. The major rivers
are the Mahakali, Seti, Karnali, Gandaki, Koshi and Mechi.

Climate
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Nepal experiences 4 seasons - spnng (Mar.-May), summer (Jun.-Aug.),
autumn (Sept.-Nov.) and winter (Dec.-Feb.).

The climate is varied ranging from the sub-tropical Terai to the cool dry
temperate and alpine climates in the northern Himalayan ranges. In the Terai, the
hottest part of the country, summer temperatures may rise as high as 40°c. The climate
is hot and humid. In the mid-mountain regions, the summer climate is mild with
temperatures around 25°-27°c. The winter temperatures range from 7°c to 23°c in the
Terai and sub-zero to 12°c in the mountain regions and valleys. The northern
Himalayan region has an alpine climate. The valley of Kathmandu has a pleasant
equable climate with average summer and winter temperatures of 19°-27°c and 2°120c respectively.

Social And Cultural Environment

The unique feature of the NepaJese society is its ethnic, linguistic, religious
and cultural diversity. From ancient times, migrant tribes from the east, the north and
the south entered the land, met the natives and settled there. They are the Nepalese
people. The Brahmins, Kshetriyas, Thakuris, Tharus, Yadavs, Dhimals, Newars,
Gurungs, Magars, Limbus, Rais, Sherpas, Tamangs and others are all ethnically
members of the Indo-Aryan and Tibeto-Burman families.
The people are religious and the practice of religious worship is a part of
everyday life. Hinduism is the state religion of Nepal. 86.5 percent of the people are
Hindus, 7.8 percent Buddhists, 3.5 percent Muslims and 2.2 percent Jains, Christians
and others. There is a unique blend of Hinduism and Buddhism. The two religions

have overlapped and harmonized to the extent that Hindus and Buddhists worship the
same gods.

Nepali is the lingua-franca of the country and is written in Devanagari script.
Other languages are Maithili, Bhojapuri, Newari, Gurung, Tamang, Tharu, Magar,
Limbu, Rai, Kirati, Bhote and so on. English is spoken and understood by people in
most urban centres.
Nepal has maintained one of the world's oldest and richest continuous cultures. Her
culture finds exquisite expression in the fields of religion, art, music, dance, social
and socio-religious festivals. There are literally thousands of temples, shrines,
pagodas, intricate wood carvings and bronze and stone images of great beauty.

Festivals are a prominent aspect of Nepalese life, in which all people

.

participate enthusiastically. Dashain (Durga Puja), Tihar (festival of lights), Shiva
Ratri (in honor of lord Shiva), Indra Jatra (festival of Indra, the rain god), Baishakh
Pumima (to pay homage to lord Buddha), Gai Jatra (cow festival) and a host of other
festivals are celebrated throughout the year.

Political Systems

The major feature of the new constitution is the adoption of a parliamentary
system of government based on multi-party democracy with a constitutional
monarchy. The concept of the rule of law is enshrined within an independent judicial
system. The constitution also guarantees the safeguard of the basic human rights,
freedoms and equality. The constitution affirms that Nepal is a multi-ethnic, multi-

lingual, democratic, independent, indivisible, sovereign, Hindu and constitutional
monarchical kingdom.

The constitution provides for a bicameral parliamentary system of government
with two houses, the House of Representatives, where members are elected directly
from adult franchise and the National Council, an upper house with elected seniors
and nominees. The leader of the parliamentary board of the party which commands a
majority in the House of Representatives will be appointed Prime Minister.

Foreign Investment

Nepal has opened the doors to foreign investment in comparatively recent
time. Within a short period, however, 399 foreign investment projects with the total
project cost of Rs. 53.3 billion have been registered.

The foreign investment in these projects amounts Rs. 11.6 billion. These
foreign investment projects are mainly in hydro power, mineral exploitation,
chemicals, tourist hotels and restaurants, specialized services and in food and
beverage industries. These investments have come mainly from India, Japan, USA,
China, S. Korea, Germany, France, Hong Kong, UK, Switzerland, Thailand, Pakistan,
Austria, Singapore, Bermuda, Netherlands and Taiwan.

Role of Foreign Investment

Nepal has only recently opened the doors to foreign investment. The Foreign
Investment and Technology Transfer Act 1992 lays down the law governing foreign
investment and the applicable rules and regulations. The Foreign Investment and

Technology Transfer Act has undergone its first amendment in 1996 aimmg at
making the environment of industrial investment more congenial straightforward
encouraging and transparent. The Industrial Policy of 1992 identifies foreign
investment promotion as an important strategy in achieving the objectives of
increasing industrial production to meet the baste needs of the people, create
maximum employment opportunities and pave the way for the improvement in the
balance of payments. Foreign investment is expected to supplement domestic private
investment through foreign capital flows, transfer of technology, improvement in
management skills and productivity and providing access to international markets. In
this context, HMG is encouraging foreign investment in Nepal by providing attractive
incentives and facilities within a liberal and open policy. The importance attached to
foreign investment is clearly reflected in the constitution of the kingdom of Nepal. In
the directive principles of the Constitution, it is stated that a policy of attracting
foreign capital and technology shall be adopted.

Forms of Foreign Investment

Foreign Investment is welcome in the form of share (equity). Reinvestment of
earnings derived from foreign investment also constitutes foreign investment. In
addition to this, investment made in the form of loan or loan facilities also constitutes
foreign investment.

Areas Open for Investment

Foreign investment is allowed in Nepal in every sector of economic activities
with the exception of the following:•

Cottage Industries.

•

Personal Service Business (Business such as Hair Cutting, Beauty Parlour,
Tailoring, Driving Training, etc.).

•

Arms &Ammunition Industries.

•

Explosives, Gunpowder.

•

Industries related to Radio-Active Materials. •·

•

Real Estate Business (excluding Construction Industries).

•

Motion Pictures Business (Produced in national languages and the language of
the nation).

•

Security Printing.

•

Currencies &Coinage Business.

•

Retail Business.

•

Travel Agency.

•

Trekking Agency.

•

Water Rafting.

•

Pony Trekking.

•

Horse Riding.

•

Cigarette, Bidi (Tobacco), Alcohol (excluding those exporting more than
90%).

•

Internal Courier Service.

•

Atomic Energy .

•

Tourist Lodging .

•

Poultry Farming .

•

Fisheries .

•

Bee-keeping .

Consultancy Services such as Management, Accounting, Engineering and
Legal Services. With the exception of cigarette, bidi, cigar, chewing tobacco. khaini
industries and industries producing other goods of a similar nature utilizing tobacco as
the basic raw material alcohol and beer producing industries, Handloom, Pedalloom,
Semiautomatic loom, Warping, Dyeing and Printing, Tailoring (Other than
Readymade Garments), Knitting, Handknitted Woolen Mat and Blanket (Radi,
Pakhi), Woollen Carpet, Pashmina, Woollen Garments, Carpentry, Wooden Artistic,
Product, Cane and Bamboo Works, Natural Fibre Products, Hand Made Paper and
Goods made up thereof, Gold, Philigiree Products including Silver, Brass, Copper,
Precious and Semi-Precious Stones, Ornaments, Sculptures and Pottery, Leather
Cutting and Tanning, Rural Tanning and Leather Goods producing Works, Jute, Sabai
Grass, Babio, Choya, Cotton Thread Products, Artistic Products made up of Bones
and Homs, Stone Carving, Ceramic Fine Arts, Pauwa, Boutique, Incense Stick
(Dhup), Dolls and Toys Industries and cottage industries with the fixed asset of up to
two hundred thousand rupees.

However, no restriction is made for the transfer of technology in industries
specified above. Nepal encourages foreign investment as joint venture operations with
Nepalese investors or as 100% foreign owned enterprises. The broad areas open for
foreign investment include manufacturing industries, energy based industries, tourism
industries, mineral resource based industries, agro-based industries and service
industries.

Joint ventures

Nepal encourages foreign investment as joint venture operations with
Nepalese investors or as 100 percent foreign owned enterprises. Foreign investments
are permitted up to 100 percent equity share holding in medium and large scale
industries. A medium industry is defined as an industry with fixed capital investment
between Rs. 10 million and Rs 50 million. In large scale industries fixed capital
investment will be in excess of Rs. 50 million. In cottage and small industries,
permission may be granted to use foreign technology in the form of investment.

Technology Transfer

The Foreign Investment and Technology Transfer Act 1992 defines
"Technology Transfer" as any transfer of technology to be made under an agreement
between an industry and a foreign investor on the following matters:
•

Use of any technological right, specialization, formula, process, patent or
technical know h()w of foreign origin.

•

Use of any trademark of foreign ownership.

•

Acquiring any foreign technical, consultancy, management and marketing
service

Criteria for Approval

In the granting of approval for foreign investment involving new investment,
modernization, diversification or expansion, the projects will be assessed taking into
account the following criteria :
•

Priority will be granted to investments in industry prescribed by HMG;

•

Financial and technical viability;

•

Contribution to employment generation;

•

Foreign exchange earnings or savings;

•

Competitiveness of products in international markets;

•

Appropriateness of technology;

•

Terms and conditions of investment and technology transfer;

•

Participation of Nepalese nationals in investment and management.

Repatriation of Dividends and Capital

Foreign investors who have received permission to invest in convertible foreign
currency are permitted to repatriate the following outside Nepal at the prevailing rate
of exchange :
•

The amount received by sale of the whole or any part of the equity investment;

•

Amounts received as profits or dividends in lieu of foreign investment;

•

Amounts received as payment of principal and interest on foreign loans;

•

Amounts received' under an agreement for the transfer of technology;

Foreign Technical Personnel

The employment of foreign technical personnel in industries is permitted with
the approval of the Department of Labour. In such cases, arrangements should be
made to train counterpart staff in the technical/ managerial operations within a time
bound program. Foreign experts are permitted to remit up to 75% of their earnings in
convertible currency.

Security of Investment

Nepal has been a member of Multilateral Investment Guarantee Agency
(MIGA) since 1994. MIGA provides guarantees to foreign investors against non
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commercial risks like currency transfer, expropriation, breach of contract and war and
civil disturbance in the host country. Besides this, the statutory provision of Nepal
itself sufficiently guarantees the security of investments. No Industries will be
nationalized.

Investment Protection Agreements

Nepal has signed Reciprocal Encouragement and Protection of Investment
Agreements with France, the Federal Republic of Germany and the United Kingdom.
Nepal is underway to conclude such agreements with other countries. Under these
Agreements, investments enjoy full protection and security. This agreement
guarantees equitable and non-discriminatory treatment, free transfer of payments such
as capital, profits and loans, and free access to the court. In case of investment
disputes, provision exists for its settlement through arbitration under the International
Center for the Settlement of Investment Disputes.

Arbitration
If the foreign investor, national investor or the concerned industry fail to settle

among themselves any dispute concerning foreign investment in the presence of the
Department of Industries, it will be settled through arbitration. Arbitration will be held
according to the prevailing arbitration rules of the United Nations Commission for
International Trade Law (UNCITRAL). The place of arbitration will be Kathmandu.
Investment disputes, in case of industries with fixed assets more than five hundred
million rupees, may be settled as mentioned in the foreign investment agreement.

Incentives and Facilities

Industries are entitled to the following incentives and facilities :Industries, other than cigarette, bidi, cigar, khainy, tobacco, alcohol, or beer, will not
be imposed mre than 20 percent income tax on their industrial income.

Industries, other than cigarette, bidi, cigar, khainy, tobacco, alcohol or beer,
saw mill or catechu, utilizing 80 percent or more domestic raw materials for their
production and employing all manpower from Nepalese citizens are entitled to 10
percent income tax exemption on their taxable income.

National Priority Industries such as construction & operation of Road, Trolley
Bus & Tram are entitled to enjoy 50 percent rebate on their income tax for a period of
10 years from the date of operation. Likewise, specific other National Priority
Industries such as agro and forest based industries, industry producing fuel saving or
pollution control devices, solid waste processing industry etc. are entitled to enjoy 50
percent rebate on their income tax for a period of 7 years from the date of operation.

Industries other than cigarette, bidi, cigar, khainy, tobacco, alcohol or beer
established in remote, undeveloped and underdeveloped areas will be granted a rebate
of 30, 25, and 20 percent of income tax and 35, 25, and 15 percent of excise duty for a
period of 10 years from the date of operation. Industries are entitled to add one-third
tot he rate of depreciation allowed under the existing income tax.

Industries in operation which diversify production through reinvestments or
expand installed capacity by 25 percent or more or modernize technology or develop

ancillary industries are entitled to a deduction of 40% of new additional fixed assets
from their taxable income. Such remission may be deducted on a lumpsum or on an
installment basis within a period of 3 years.

Industries are entitled to a reduction of UJ'- to 50 percent from the taxable
income for the investment on process or equipment, which has the objective of
controlling pollution or which may have a minimum effect on the environment. Such
remission may be deducted on a lumpsum or on an installment basis within a period
of three years.

Pre-operating expenses incurred in connection with skill development and
training will be allowed to be capitalized. 10 percent of the gross profit is allowed as
deduction against net income on account of expenses connected with technology or
•

product development and skill enhancement. An industry donating an amount of up to
5 percent of its gross income to any school, college, university, hospital, religious
place and in social activities is entitled to a deduction of such donated amount in
course of assessing the taxable income.

Up to 5 percent of the gross income spent for the advertisement of the
products or promotion services, hospitality and any other similar expenses shall be
allowed to be deducted while assessing the taxable income. If an industry provides
direct employment to 600 or more Nepalese citizens in a year such industry besides
other facilities, is conferred additional 10 percent rebate on income tax for that year.

If any other industry utilizes locally available raw materials, chemicals and

packing materials, etc., on which excise duty or sales tax or both are already imposed,
the excise duty, sales tax or both shall be reimbursed to the industry utilizing such raw
materials, chemicals and packing materials. The amount to be so reimbursed shall be
refunded within sixty days after an application to that effect has been duly submitted.

The customs duty, sales tax, excise duty and premium levied on raw materials
and auxiliary raw materials, etc. utilized by any industry in connection with its
product during its production shall be reimbursed on the basis of the quantity of the
export. Such reimbursement shall be made to the exporter within sixty days after an
application to that effect has been duly submitted.

If an industry sells its product within the Kingdom in any foreign currency, the

excise duty, sales tax and premium levied on such product and customs duty, excise
duty and sales tax levied on the raw materials, auxiliary raw materials, etc., utilized in
such product shall be reimbursed. The revenue to be so reimbursed shall be refunded
to such industry within sixty days after an application to that effect has been duly
submitted.

If an industry sells its products to the Export Promotion House, the customs

duty imposed on the raw materials, sales tax and the sales tax imposed on the finished
products and excise duty will be reimbursed.

If an industry sells its product within the Kingdom in any foreign currency, the

excise duty, sales tax and premium levied on such product and customs duty, excise
duty and sales tax levied on the raw materials, auxiliary raw materials, etc., utilized in
such product shall be reimbursed. The revenue to be so reimbursed shall be refunded
to such industry within sixty days after an application to that effect has been duly
submitted.

The customs duty, sales tax, excise duty and premium levied on the production
materials of intermediate goods to be utilized for the production of exportable goods
and the sales tax and excise duty paid on the.production shall be reimbursed to the
industry manufacturing the intermediate goods on the basis of the quantity of export
within 60 days from the date of export.

No tax, duty or fee shall be levied on the products, machinery, equipment,
tools and raw materials utilized by an export promotion industry. No royalty shall be
imposed if any industry generates electricity for its use.

Double sales tax shall not be levied on the raw materials and products of any
industry. A foreign investor shall be levied income tax at a rate of 15% only on the
income earned from foreign technical as well as management service fees and royalty.

Visa Arrangements

A foreign investor will be granted a non-tourist visa for a period of six months
to undertake study with the objective of making investment in Nepal. A foreign
investor and or his dependents or authorized representative and his dependents will be

r

granted a business visa until his investment is retained. A foreign investor who makes
a lump sum investment of US$ One hundred thousand or its equivalent in convertible
currency will be granted a residential visa for himself and his dependents so long as
he maintains his investment in the industry.

Procedural Arrangements

Foreign investors wishing to invest in Nepal as 100% foreign owned
enterprises or as joint venture investments are required to make an application to the
Department of Industry on a prescribed form along with a detailed feasibility report.
The application form calls for information on project highlights, total capital
investment, sources of finance, plant capacity, location of project, machinery,
equipment and raw material requirements and the specific contributions to be made by
the foreign investor and the local investor.

The Department of Industry evaluates the project proposal and grants
permission for the industries with fixed assets up to five hundred million rupees
within thirty days from the date of application. In case of industries with fixed assets
in excess of this limit the department submits its recommendations to the Industrial
Promotion Board for approval. The Industrial Promotion Board consists of the
following:
Minister or State Minister for Industry - Chairman
Assistant Minister for Industry - Member
Member, National Planning Commission - Member
Governor, Nepal Rastra Bank- Member
Secretary, Ministry of Industry - Member

Secretary, Ministry of Finance - Member
Secretary, Ministry of Commerce - Member
Secretary, Ministry of Tourism - Member
Director General, Department of Cottage & Small Industries - Member
Representative, Federation of Nepalese Chamber of Commerce & Industries Member
Two reputed persons from industrial, commercial and tourism sectors Members
Director General, Department of Industry - Member Secretary

The Board may invite other related persons as invitees for meetings. This
Board is the highest government body responsible for the approval of projects. The
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Department of Industry notifies the applicant about the decision of the Industrial
Promotion Board within 30 days from the receipt of the application. In granting
permission for investment, the Department of Industry specifies the facilities and
concessions the investor is entitled to.

After the issuance of the license, the applicant is required to apply for
registration of his company with the Company Registrar's Office within 35 days from
the date of the receipt of permission. Thereafter, the company will be registered
within 21 days.

Formation of Company

The registration of a project in the Company Registrar's Office involves the
incorporation of a company under the Company Act. This would entail the filing of a

Memorandum and the Articles of Association of the company specifying the name
and address of the company, objectives of the company, amount of authorized capital,
appointment of directors, convening of annual general meeting of shareholders,
procedures of the company and so on. A company may be incorporated as a private
limited company or a public limited company. A "Private company is limited to 50
share holders and its incorporation needs subscription of capital by at least 3
investors. In the case of public company, at least 7 investors should subscribe to its
capital. After a public company is incorporated, it must publish prospectus, with the
approval of the Company Registrar's Office, before the issue of shares to the public.

One Window Service

His Majesty's Government has constituted a One Window Committee with a
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view to provide all facilities and concessions entitled by Industrial Enterprises Act
under one roof. Accordingly, the Department of Industry is made responsible for
granting licenses, facilities and other administrative services to industries including
those established with foreign investment and/or technology transfer arrangements.

The One Window Committee comprising the following is formed to provide
quick and efficient service on infrastructure and other matters of primary concern to
industrialists:
The Director General, Department of Industries - Co-ordinator
The Director General, Department of Customs - Member
The Director General, Department of Tax - Member
The Director General, Department of Value Added Tax - Member
The Director General, Department of Commerce - Member

The Chief Controller, Nepal Rastra Bank - Member
Representative, Federation of Nepal Chambers of Commerce and Industries - Member
One expert in the field of industry and commerce as designated by His
Majesty's
Government or one representative from the Federation - Member

This committee attends to the needs of investors on supply of water, electricity
and telecommunication facilities, imports of machinery, raw materials and spare parts,
issue of import licenses, release of foreign currency and all other facilities required by
investors. The Committee has the authority to make binding decisions on these
matters.

Overview of National Economy and Banking:

With a view to provide the general economic and banking scenario of the
country for the fiscal year 2059/60 ( 2002/2003) , the data have been extracted here
from some relevant information from the Economic Survey for the year published by
His Majesty's Government of Nepal. The related data for the year as well as
corresponding past year is based on the first eight months.

Economic growth rate:
The law and order situation of the country did not improve in this year too.
However, some improvement in certain economic indicators has been pointed out in
the economic survey. In the review period, the economic growth rate of the country is
expected to be 2.4 percent.

Per capita income:
The total GDP is estimated to reach at Rs. 468.92 billion which was Rs.
439.71 billion in the last year. Considering the population growth rate of 2.2, the per
capita income is estimated to be Rs. 19,384 which was Rs. 18,577 in the last year.

Utilization of Resources:
The ratio of total consumption to GDP is expected to be 88.7 percent against
88.2 percent in the last year. The ratio of total investments to GDP is expected to be
26.1 percent against 24.6 percent in the last year. Similarly, the ratio of total Gross
Domestic Savings (GDS) to GDP is expected to be 11.3 percent as against 11.8
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percent in the last year. The decrease in the ratio of GDS/GDP and increase in
investments has widened the saving- Investment Gap to 14.8 percent (previous year
11.8 percent).

Capital formation:
The total fixed capital formation is expected to increase by 5.2 percent as
against 4.1 percent in the last year. The fixed capital formation of public sector
decreased by 1.8 percent against an increase of 2.5 percent in the previous year.
However, it increased by 9.8 percent as against 4.1 percent in the previous in private
sector.

Foreign Trade:
The total volume of foreign trade reached to Rs. 113. 71 billion from Rs.
104. 77 billion showing an increase of 8.5 percent over the previous year. The share of

total foreign trade with India and other countries stand at 47.4 percent and 52.6
percent respectively (previous year 48.5 percent and 51.5 percent). Total export
decreased by 4 percent and stood at Rs. 34.93 billion of which export to India was Rs.
18.83 billion (decreased by 14.6 percent over last year) and Rs. 14.72 billion to other
countries (increased by 14.3 percent over the

las~·year).

Total import increased by

14.8 percent reaching a level of Rs. 80.16 billion. Import from India increased by 21.7
percent ( reached a level of Rs. 35.02 billion) and from other countries increased by
10 percent (reached a level of Rs. 45.14 billion).

Banking:
Nepal's formal financial system began in 1937 with the establishment of the Nepal
Bank Limited, which was the first commercial bank in the country. The Nepal Rastra
•

Bank, the country's central bank, was established in 1956 and the Rastriya Banijya
Bank, another commercial bank, was set up in 1966. The Agricultural Development
Bank of Nepal opened in 1968 to address the needs of the agricultural sector.

Until the mid-l 980s Nepal's financial sector was closed to foreign banks
effectively controlled by the two state-owned banking institutions, NBL and
RBB. After 1984 the Government gradually liberalized and opened up the sector,
resulting in the rapid entry of three new foreign banks: Nabil Bank Limited in 1984,
Nepal Indo Suez Bank in 1985, and Nepal Gindlays Bank in 1987.

Over time, other institutions, banks as well as non-banks, were set up to develop a
substantive formal financial system. In the late 1980s, liberalization of interest rates,
creation of a regulatory framework that included prudential regulations on capital

adequacy, and the establishment of a separate supervision department at the NRB,
were also undertaken. This trend continued in the 1990s with the setting up of
regional rural development banks in 1992. This marked an important turning point in
terms of recognition being accorded to the task of providing financial services to the
poor.
Total deposits of commercial banks increased by 6 percent and reached to Rs.
1947.49 billion. Total loans and advances of the commercial banks increased by 12.2
percent and reached to Rs. 1913 .25 billion. Loans to private sector increased by 11
percent in the fiscal year 2002/03.
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