NEGOTIATION STRATEGY IN JOINT VENTURES
By
Emanuel V. Soriano* _~

All nssessments of future long-term prospects (worldwide, region-

. or national) indicate an irreversible process of interdependence
mong nations of the world; interdependence among nations of a
silon; and interdependence among organizations and institutions
ithin a country. The on-going energy situation, as well as the
urld-wide scarcity of raw materials, illustrate the critical pheno-
snon of interdependence that is now shaping up at a faster clip and
hich will profoundly influence the shape of future world affairs.

Joint ventures (that is, new companies with local and foreign
Inancial and other inputs) among local companies and their foreign
minterparts have been a response to this phenomenon of inter-
pondence. A number of these experiences have been successful but
number have also been failures. Such failures, needless to say,
iould be avoided. As the. pressure for interdependence gradually
Mlds up, the need to forge desirable interdependence through
Witually beneficial joint ventures also builds up. Thus, our country
\ght to develop the capability to negotiate maturely in order to
volop useful and sustained joint ventures.! This brief article on
sgotiation strategy in joint ventures is a discussion of this important
poect of Philippine industrial growth and development.

he Points of View in Joint Ventures?

It Is important to realize that with respect to joint ventures there
io three basic points of view that must be considered. These are:

# The point of view of the local company
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¢ The point of view of the foreign company and

® The points of view of the host government and the governm
of the foreign partner.

These are interacting points of view as illustrated by Figure 1 bel

B viewpoint of local company <

viewpoint of foreign > viewpoint of both
company governments

Figure 1. Interacting Points of View

These three points of view have to be considered in their entin
when going through a negotiation process with the end-view
establishing a joint venture.

The point of view of the local company is multi-faceted. It usuz
includes the following components:
Access to patent or manufacturing rights
Use of trademark
Additional management expertise if and when necessary

Advice on trends in styles as well as on product developmes

Access to foreign marketing channels
® Additional capital and
e Vital technical services when necessary.

Technical services that become available to the local company 48
result of the new relationship can include such items as architectu
and engineering design and construction of the plant; training for |
company’s skilled workers and other personnel (e.g., technicia
engineers, and managers); product re-design (if and when neede



Wil quality as well as productivity improvement.

T'he point of view of the foreign company has its own important
Wwin. Basically, the nature of a foreign company’s interest consists
{ lu desire to:

# P'onetrate the local market or retain and protect its already
sutablished share of the local or regional (i.e., among countries)
murket and

# listablish a manufacturing base which provides certain advan-
lages (e.g., labor and/or raw materials availability and/or cost
nidvantages).

this connection, it needs to be pointed out that the nature of a
Welgn company’s interest must be seen in the light of certain basic
Miniderations. First, the foreign company must never be looked
pn ns a “big brother”, much less as a charitable institution.
tond, unless it cannot be helped, the foreign company usually
fors a majority equity position in the joint venture. Third, the
Welgn company, like any other organization, places a premium on

viluation, and arrangements that would enable the foreign
snpany to contribute more in terms of patents, trademarks, and
iw-how rather than direct investments.

Ihere is another aspect of the foreign company’s point of view
Wl heeds to be discussed briefly. This refers to the fact that in some
Wlable political situations, a joint venture does offer some kind of
tlection from contingencies such as sudden nationalization moves
i the part of a host government. While a joint venture is not a
intee against nationalization measures, it does provide some lead
# for alternative moves on the part of the parties involved in the
Il venture.

The point of view of both governments is no less critical than the
8l two points of view discussed earlier. Usually, the host
Wwirnment looks for implications of a potential joint venture on
# broad areas of concern. These are:

# A concern for the balance of payment effects and
# A concern for the economic development effects.



Generally, a favorable balance of payment effect would be lo
upon favorably by the host government. With respect to
economic development implications of the joint venture, the
government would usually want assurance that new jobs wou
created significantly; that training for local manpower woul
available; that the product would have a substantial content of
raw material immediately or in the not-too-distant future; that
suppliers would be developed in order to spread opportur
around; and that the joint venture is consistent with reg
cooperative efforts being forged among nations in the regio
which the host country is a part. Governments of foreign par
generally promote profitable transfer of technology and accet
raw materials and markets.

These are the points of view that must be effectively linkedqi
developing a viable joint venture. In most cases, it is safe to ass
that during the process of negotiation, the points of view of I
governments would be relatively fixed over a certain period of ¢
Therefore, flexibility in negotiation would have to come from
willingness of the potential partners in a joint venture to mo
within tolerable limits their respective points of view. It is to
process of influencing each other’s point of view that the rest of
paper will address itself. ‘

The Basic Elements of a Tie-up |

A viable joint venture or tie-up between a local company and
foreign counterpart must have two basic elements without whic
Joint venture cannot be established on a long-term basis. First,
parties involved in the joint venture must have a sense of net g
Second, the tie-up must provide a system of countervailing contr]

Negotiating and setting up a joint venture is not a “zero-su
game (i.e., gaining at the expense of the other). This means that
joint venture should not be set up in such a way that one p
thinks that the arrangements are mainly for the benefit of one at
expense of the other. A relationship that starts out on this basis
work out in the short run but will be untenable in the long run.
party may agree temporarily simply because he is forced into
relationship. A lasting relationship can be forged only if the parti
the tie-up have a continuing sense of net gain from the relations]

A working system of countervailing controls is what m



pomible the continuing sense of net gain. When the concept of
sntrol in joint ventures is mentioned, what is thought of usually is
sl ownership control. But ownership control is just a part of the
#ond range of control possibilities in any joint venture. This broad
mige of control possibilities includes marketing control, manufac-
Wiring control, control of technology and research, key people,
piuing, quality, control of suppliers, hiring and firing of staff,
dscisions on new investments, decisions on dividends, and the
Manner of financial packaging. Thus, even if one party has
100 ownership of the joint venture, countervailing control is said to
#alal ns long as the other party has 100% control over export
mmrketing activities. Similarly, one party may be in control of
Wunlity specifications as well as new technology and research. Thus,
e party controls a set of elements and the other party controls the
fimaining set of elements. A countervailing control system in a joint
vwinlure may, therefore, look like what is shown in Table 1. A
fitintervailing control arrangement is what the parties negotiate over
when a relationship is being forged. Subsequently, the parties strive
{0 vither modify or strengthen the arrangement in order to preserve
hal sense of net gain that must be present if a joint venture is to
femain viable,

Hut how should the parties engage in mature negotiations?

Approaches to Negotiation®

Al the outset, it should be stated that negotiations will not bear
goud fruit unless the parties participate with a certain degree of
maturity which comes with familiarity and experience with the
fisgoliation process.

T'he first important approach to negotiation concerns the negotia-
llon posture. The parties to a negotiation must adopt one or a
#umbination of five possible postures. These postures are:

* (ooperation

& Conflict

* Containment

* Power relationship

* Accommodation

Ideally, the cooperative posture is the most desirable for both
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. parties to adopt. Under the cooperative posture, both parties shar
mutual areas of concern and are willing to work together toward
giving effective attention to these areas of mutual concern. Negot
tion under the conflict posture is the most undesirable. It is carrie
out under conditions where one party is forced to accept
relationship because of circumstances that are temporarily out
control and thus looks forward to the time when the joint vent
will no longer be necessary. Negotiation under the containmen
posture is a situation where one party tries to get into a dominati
situation while the other strives to counter this by keeping
former within certain boundaries. A negotiation under the pow
posture develops a relationship whereby one has effective power
influence the other party’s position. Negotiation under an accon
modation posture develops a relationship whereby one gives in wi
respect to minor considerations but holds firm with respect
certain organizational priorities (which one party desires to
relatively inflexible).

Table 1
COUNTERVAILING CONTROL PROFILE IN A JOINT VENTURI
Elements of Control* Local Foreign
Company Company
Ownership *
Domestic marketing i
Export marketing *
Manufacturing *
Technology and research *
Key people (except treasurer) *
Domestic pricing L
Export pricing * |
Quality control * o
Suppliers (imported raw material) * .
Hiring and firing of staff % |
New investments (within host country) i
Dividends * |
Various credit lines (foreign) *

*Refers to party in substantial control.
>




An important precaution in the negotiation process is to avoid
ll-or-nothing situations. Mature negotiators are experts at avoiding
ull-or-nothing situations. As a matter of fact, this orientation must be
maintained by both parties from the negotiating table to the joint
ynture operation itself.

I'he second important approach to negotiation is to respect certain
unwritten rules of negotiation. These rules may be summarized as ~
fullows:

The initiation rule

The demand rule

The agenda rule

The tentative agreement rule
The deadline rule and

The termination rule.

I'he initiation rule suggests that as much as possible the negotia-
{lon be started or triggered off by some neutral signal or party. This
I necessary in order that one party will not be forced prematurely to
“show his hand.” Starting negotiations is both a threat and a source
ul opportunities to both parties and, therefore, should be started off
liy n mutually safe signal.

'I'he demand rule suggests that the party that makes the first offer
s oxpected to offer a package that gives it maximum advantage but
provides a lot of room in which to fall back on if and when
necessary. It also suggests that the party that receives the former’s
firt offer is expected to give a counter-offer that is relatively
unnttractive (but not ridiculously unrealistic). The rationale for this
nile is to provide both parties enough elbow room for bargaining and
{hus avoid the all-or-nothing situation described earlier.

The agenda rule suggests that the very optimistic first offer and
{he relatively pessimistic counter-offer sets the agenda for negotia-
llon in the sense that the limits and boundaries of the various
slements to be negotiated on have been set by the first round of
uffers and counter-offers. This suggests further that no new elements
mny be introduced into the negotiation agenda.

The tentative agreement rule suggests that during the course of the
nogotiation all agreements are tentative until agreement on all
wlements is reached. This rule preserves the flexibility of both parties
und helps avoid the all-or-nothing situation.



In order that there is a built-in signal for the negotiating parties
put pressure on themselves relative to certain commitments that
to be made as a result of the negotiation, a negotiation deadline
preset. The fact that one party drags along in spite of the presence
a negotiation deadline may suggest a certain degree of inflexibili
with respect to certain elements being negotiated on.

The termination rule suggests that negotiations end when a
ment on all elements has been reached. Therefore, no new items
be brought up after the agenda has been covered.

efforts. It would be extremely helpful, however, if the negotia i
parties keep these rules in mind in order to inject maturity
rationality in the negotiation process. Oftentimes, negotiations

Influencing Each Other’s Point of View*

A rich menu of tactics is available in terms of influencing t
other’s point of view. The process of influencing the other’s point
view is graphically described in Figure 2.

_1A’s ideal position 1 B’s ideal positi
/m
8
<
3
3
G
> C
Minimum position of agreement
with sense of net gain to both
parties
——> Time <—
Figure 2. Influencing Process
“¢f. Kehoe.



Figure 2 shows the positions of A (the local company) and B (the
foreign company) before negotiations take place. Both companies,
however, have certain minimum positions unknown to the other. The
process of negotiation is a process whereby A influences B to reduce
|ls aspirations and vice versa. Through this mutually influencing
process, the parties hopefully reach a minimum point agreeable to
hoth parties which, at the same time, gives both parties a sense of net
gain. It prevents a premature break off in negotiations at points
ubove the minimum position that a mature negotiation addresses
lwelf to. This is where a judicious coherence to negotiation rules
hecomes very important.

How does one party influence the other’s point of view? This
londs us to the next point which touches on negotiating tactics.

Certain negotiating tactics may be used by both parties provided
{hey are employed within the context of the negotiation rules
discussed earlier. If used effectively, tactics described briefly below
would enable both parties to influence each other’s point of view:

Sharing information

Persuasion and rationalization

Coercion (i.e., limiting possible outcomes)
Use of sign language

Use of ““trading horses” and

Gradual commitment.

Sharing information is a tactic used to express one’s own
preferences as well as discover the other’s preferences without
actually making an offer or a commitment. New information tends
to affect one’s assessment of the situation. Persuasion and rationali-
sution is a tactic used to actively change the other’s preferences as
well as affect the other’s level of expectations. Using Figure 2,
persuasion and rationalization is an active effort to make A travel
from A to C and B travel from B to C. Coercion is a tactic whereby
one party limits the possible alternatives without creating an
all-or-nothing situation. This is done by taking certain moves and in
some cases resorting to bluffs. The tactic of using sign language is
used when one party wants to offer a concession but at the same
{ime wants to protect itself against a possible rejection. It also
onables the party offering the concession to indicate areas of
concession and, at the same time, protect its negotiating strength. An
oxample of the use of sign language is when B is requested by A to
agree on a point B had been vigorously objecting to in earlier sessions



and then all of a sudden, instead of objecting, B just says “Let’
discuss some other matter first and get back to that later.” Withou
actually saying so, B has in fact given a concession — that it is willi
to discuss the possibility later. A should be sensitive to such cues
The tactic of trading horses can be useful at times. This means that

should be ready to trade some bargaining element in exchange for
concession from B. The tactic of gradual commitment is an effectiv
way of influencing the other’s point of view and serves as ar
indicator of how inflexible one wants to be regarding a certain poin
being negotiated. Essentially, this tactic means that one party, say A
takes certain irrevocable incremental steps which may lead to 4
certain irrevocable final result in order to show B (gradually) that i

O O —0

Position 1 Position 2 Position 3 Position 4
(Start of (A starts nego- (A makes ten- (Break off
negotiation) tiation with tative agree- negotiations)
another com- ment with
pany) another company)

Figure 3. Gradual Commitment

As shown in Figure 3 above, Position 1 represents the start of
negotiations between A and B. At Position 2, some partial impasse is
reached and to show A’s firmness with respect to the point where
there is a partial impasse, A starts negotiations with a company other
than B. This should be taken by B as a signal of A’s intentions and,
therefore, if the point is not crucial to B’s position, it should
consider giving in to A at this point. If B wants to probe further
(risking, of course, a possible break-off in negotiations with A), it
may make some modest effort to insist, at which point A may move
to Position 3, making a certain tentative agreement with another
company. As can be seen, therefore, the process of gradual
commitment is a signal of interest on a certain point under
negotiation without immediately creating an all-or-nothing situation.

The Man on the Spot
One final point is particularly important with respect to the role
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uf the negotiators (i.e., the man representing the local company and
{he man representing the foreign company). As they face each other
Muring negotiations, they should constantly remember that each of
hem represents a set of constituents (key people who may have the
final say: stockholders, etc.). In this sense, therefore, each negotiator
goos Lo the negotiation table as a delegate of his constituents. This is
the first phase of the negotiation process. The negotiator remains a
iolognte of his constituents until such time that a zone of agreement
I tenched. When this is reached, they move to the next phase which
I Lo sell to their respective constituents what they have tentatively
sgrood upon. In this phase, the negotiators cooperate as much as
possible (without weakening each other’s positions) in selling the
spreoment to their constituents.

Hummary

Interdependence is an irreversible phenomenon manifesting itself
more and more in today’s world. The need to establish joint ventures
I nn Indication of this phenomenon in the business world. As the
josiure of interdependence builds up, the pressure for more viable
Jolnt ventures will correspondingly build up. Hence, there will be a
weed for a country such as the Philippines to develop the capability
among managers and entrepreneurs to involve themselves in mature
Wegolintions with foreign companies. Mature negotiations involve an
awaroness of certain rules of negotiation as well as certain negotiating
Witlen  which, if used effectively, can help avoid unintended
lonk-offs in negotiating efforts to forge joint ventures.
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