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I. INTRODUCTION

As with all Working Papers, this one 1is also intended to stimulate
discussion and critical comment. In addition, however, this particular
Working Paper is being published for two other reasons. First of all, it will
serve to make available the results of a large-scale inquiry into the impact
on subcontracting of multinational investments which up until now have only
been available in German.* Given the paucity of concrete information on this
subject and the absence of recent empirical research, it is deemed relevant to
make this information available to a wider audience. Secondly, it is hoped to
generate interest in the subject and, depending on the response shown, to
eventually undertake a follow-up survey which could either trace developments
in some of the same enterprises over time, or permit an in-depth study of a
particular sector or region which might either take a more concrete look at
employment questions or examine the totality of indirect effects (other than
just backward linkages). [Editor's note.]

II. OBJECTIVE, METHODOLOGY AND STRUCTURE OF THE STUDY

This Working Paper thus provides a brief summary of the findings of a
study which attempted to analyse the structural impact on the subcontracting
industry of investments by multinational enterprises in developing countries.
It sets out to obtain a clearer picture of the relationship between the two
business partners involved in this process, i.e. the multinational enterprise
and the subcontractor. The study deliberately omitted the analysis of purely
income-induced consequences of an investment (multiplier, accelerator effects,
etc.) and focused exclusively on the nature and extent of the inter-industrial
linkages caused by the original decision to invest, and analyses at the same
time the reasons for this process. The main problems encountered within this
framework and the ways of overcoming them were also looked at.

Although subcontracting has occasionally been touched upon and examined
by the relevant literature, there has not yet been a systematic treatnent of
the data available, nor a complementary analysis of the evolution of
inter-industrial subcontracting relationships in the Third World designed to
back up and supplement existing research findings.

To carry out the study, it was originally intended to personally
interview only a dozen large enterprises and to contact another 20, as well as
a few subcontractors by mail-out questionnaire. However, it soon became clear
that this methodological approach would have been highly inadequate. With
such a limited number of individual cases, the target requirement of including
enterprises of various national origin, with different production lines
(branches) in at least four separate host countries would have made it
impossible to claim any universal validity for the results. For this reason,
we opted at an early stage for a substantial increase in the number of firms
to be contacted both personally and by mail-out questionnaire. In the end,
112 subsidiaries of foreign multinational enterprises, two large national
enterprises and 30 local subcontractors were included in the survey. The
regional and sectoral break-down of these firms is presented in table 1.

* Axel J. Halbach: Multinationsle Unternehmen und Zulieferindustrien in
der Dritten Welt: Ihr Beitrag zum Aufbau einer interdependenten
Industriestruktur (Frankfurt, Campus/IRM, 1985).
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Table 1: Number of multinational affiliates
questioned in regard to branches,
home country and host country

Branch . Total Home country/region Host region of. the TNCs

of the TNCs
i J.Europe US Japan Asia Latin Africa/

America = Europe

Motor vehicle'industry 30 N 6 - ‘f wl7 - 20 7 S ;a
Electrical industry | 41 22 c 12 6 27° 9 ; 5;
Machinery and precision ’ ! E{ |

instruments 24 18 4 1 - 13° 9 2°
Food processing industryﬁl RS 3;@;'lf1 - 8 - -
Textile industry 4 2 1 1 4 - -
Pharmaceutical industry 5. 5 . . - <. 5 = .o
Total ﬂ!?h Hf;i12 577 97 26 11 25 10

e Africa. .f:Includingu\ ai _large.ﬁynationalf 'thtafe, . f? Eﬁfopél

¢ S1ngapore.

]

In order to fac111tate and standard1se the evaluat1on of research results
at a later stage, separate questlonnalres were compiled for the. 1nterv1ews
with the multinational enterprises and with the subcontractors. Naturally,
personal interviews with the enterprises. went into greater depth than the
written quest10nna1res The questionnaires used are..attached in ‘Appendix C
to thlS report (o . coo ; .

There was some conS1derab1e dlfflculty w1th regard to the selectlon of
the companies interviewed. Despite the extensive contact1ng of several
hundred parent companies as well. as, their subsidiaries throughout.the world in
wr1t1ng, .only. a relatively small number showed their w1111ngness, to
co—operate. The. home country of the majorlty' of these companies. was the
Federal Republlc of Germany, wh1ch thus predomlnated among the- companles of
European or1g1n.; . There were part1cular difficulties with. regard to the
inclusion of, Japanese mult1nat10na1 enterprlses (MNEs) due both to . language
problems and company strategy : It was only pOSSlble to overcome at least some
of these problems with the help of a research institute in Ibkyo and after the
quest10nna1re .had ., been translated into Japanese (see . Appendlx C) The
personal - 1nterv1ews attempted to 1ron out any unbalanced structures resu1t1ng
from the flndlngs of the wr1tten rep11es to :the quest10nna1re. However, this
was not poss1b1e 1n all. cases, since the- degree of willingness: to co—operate
shown by the . sub51d1ar1es var1ed cons1derab1y too. The empirical survey
results were supplemented by an extensive and detailed analysis of the
literature on the subject (which have not been repeated here but are found in
the German or1g1na1)

The 1nterV1ews were 11m1ted exc1u51vely to the east and south—east As1anp
countries (Republic of Korea, Talwan (Chlna) the Ph111pp1nes, Indones1a and
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Malaysia). The mail-out survey, on the other hand, was not limited to this
region and included in particular the newly industrialising countries in Latin
America as well. There were, however, only a few African countries among the
host countries.

In sectoral terms, the analysis focused on the motor vehicle industry,
the electrical and electronics industry, the machinery and precision
instruments sector and the food processing industry, even though the latter
was not directly comparable with the other branches of industry under review
on account of its special character. The textile and clothing industry, which
was originally planned as a further sector for in-depth analysis, turned out
to be less suitable for the questions relevant to this study due to the weak
intensity of 1its subcontracting relations; the same applies to the
pharmaceuticals industry, as revealed by sample surveys in the Republic of
Korea. It can, therefore, be asssumed that the sectors of industry selected
for this analysis represent all those fields which have a comparatively strong
spillover impact on other, upstream industries; the positive structural
effect of all other investments in the industrial sector can be regarded as
much more limited.

As opposed to the multinational enterprises, which were both interviewed
and contacted in writing, the subcontractors could only be contacted via
personal interviews in the case study countries in east and south-east Asia.
As the emphasis here was on small and medium-sized firms of local origin, it
was not possible beforehand to also establish contacts in writing. The
surveying of subcontractors was primarily designed to establish the most
important problem areas and the resultant need for assistance and, in this
context, to clearly outline possible differences in assessing the situation
compared with their major multinational business partners. Additional
information derived from the literature made it possible to present a complete
picture for this group of companies.

The full study was structured in such a way (cf. on this point, the
detailed table of contents of the original German study which is appended)
that an introductory chapter begins by defining relevant concepts, presenting
general statements on the advantages and disadvantages of subcontracting from
the point of view of the firms involved, providing a general problem-oriented
rundown of subcontracting, and, finally, discussing the most important
economic policy measures taken by developing countries to extend their
domestic subcontracting capacities. The next section gives an account of
country-specific research conducted up to now on subcontracting, in so far as
this does not relate to the branches of industry dealt with empirically in
this analysis (automobiles, electrical and machinery industries). The results
of research on these branches has been summarised as an analysis of the
literature, and placed before the main section which presents the findings of
the enterprise survey. In this central part of the analysis, the empirical
research findings are initially discussed on a branch-specific basis before a
final cross-section analysis once again compares the individual industrial
sectors to uncover common or distinguishing features.

The summary presented here has been primarily drawn from the final
chapter of the more detailed German report and supplemented with additional
information as necessary. The tables in Appendix B, A-1 to A-11 (automobile
industry), E-1 to E-11 (electrical industry), M-1 to M-10 (machinery and
precision instruments) and F-1 to F-9 (food processing industry), contain the
statistical results of the individual survey findings.

The study's major objective was to gain an insight into the indirect
effects multinational enterprises have on their host countries in the Third
World. The starting point for the analysis is not the direct and indirect
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income effects of investment and- production in the developing country; but the
branch-specific linkage potential with the local -economy especially. in,the
field of manufacturing together with the degree .of .integration. actually
achieved with reference to the line of productlon, the target market, company
policies, the level of economic development and the economic policy pursued by
the host country. Of- key importance for.-this analysis are -the relations
between the contractual; parties .- the multinationals (MNEs) - and the
subcontractor. Finally, the problems and shortcomings which emerge at various
levels allow suggestions .to be made .on. which measures could: .be -taken . to
improve . the positive structural effect of activities by multinational
enterprises in the .Third World and how this effect can be optimised. . The
reader -is, of course, referred to the original book for full detailsron:all
points. ‘ A . o T —_— T

‘ ' ’ i et nev s
III. DEFINITION AND IMPOREANCE OF SUBCONTRACTING

oty

T T e

When defining subcontracting and distinguishing this f1e1d from other

forms of business. relationships:: between two industrial " units,.most of the

literature -dealing with development  policy (UNCTAD .and ¢ UNIDO) refers to the
follow1ng conceptual def1n1t10n, 'which-also served as' a basis: for our: study

Subcontractlng is. an arrangement between two manufacturlng un1ts, under

. which .one of the units -(the subcontractor) -provides. the .other: (the

principal), on agreed terms and condltlons, with products:: (components or

final goods) that are used .or marketed by. the principal- under his sole

Tesponsibility. Subcontracting . orders -may. include .the : processingsy

transformation or finishing of materials or parts:by the subcontractor at

the request of the contractor. Subcontracting can.be domestic, when both

units work in the same country 0therw1se it is international. (UNCTAD,

1975.) ; : : e : ; : .

The only subcontractlng f1e1d relevant to our, study is the domestlc onei.
Such a relationship, therefore, is .said to exist if an enterprise requests
another firm to produce parts of its product or réquests -that firm to carry
out, - processing; transformation: or finishing stages of production on its
behalf. The nature  ;of . the product . manufactured distinguishes ..the
subcontractor from, other suppllers The subeontractor does‘notaproduceffinal
products, but merely parts and.components, which can only meanifgfully fulfil
their function in connection::with the .main product. In many . cases; the
subcontracted product or the . processing, .transformation . or ..finishing
activities carried out by the -subcontractor are-. exclusively -geared: to
utilisation for the main or final product of the ‘contractor. The  most
important characteristic of ra subcontracting: relationship, therefore; is-that:
certain organlsatlonal business functions no longer need be carrieéd.out by the
subcontractors themselves (e. g. marketlng, product de81gn) ; C

In practice, however, such clearly def1ned contours rarely ex1st On the
one. hand, it is- almost impessible. to, draw  a . dividing line between
semi—finished products and subcontracted —components; - and in fact, w.no
consistent ‘conceptual; definition.-could :be- found" either  in. - the literature
consulted or . among the ' firms- surveyed.:. Many studies: ‘go beyond the
above-mentioned -more -narrow  definition: of' subcontracting -and relate their:
definition to the entire procurement  process of intermediate productsy
including raw materials. The replies given by the firms we interviewed also
frequently revealed a much broader 1nterpretat10n of the 'term subcontracting
than outllned in. our, def1n1t10n. X : vepl o LI TR RIS RERRTS

il 4 o ,:v , L - ER ° ; LA Ve
s : o o a oo PR T
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Controversial discussions concerning the activities of multinational
enterprises in Third World countries frequently argue that large foreign
companies displace national firms from the market or impair their
development. On the other hand, the activities of large enterprises can
induce industrial development wvia the stimuli created in the field of
subcontracting. This study deals with this second aspect.

The intensity of inter-industrial 1linkages not only reflects the
individual 1level of development of a given economy, but can also serve as an
indicator for the ability of a certain sector of the economy to generate
growth incentives for other sectors. This applies both for the individual
sectors of the economy and for individual enterprises.

A network of inter-industrially linked firms cannot evolve from one day
to the next but can only develop over the course of time. The impetus for
this development must be provided by one side or the other. As a rule, this
impetus is the demanl for a certain product and, more specifically, the
activities of the firm behind this demand. In the 1less developed and
undercapitalised economies of developing countries it is fair to assume that
the autonomous creation of such demand via domestic enterprises or the public
sector is only possible to a limited degree. Presumably, at least this is our
hypothesis, the financially powerful enterprises of foreign origin are more
likely to produce the kind of extensive demand stimuli which can lead to a
more broadly based industrial sector more rapidly, interlinked via a network
of subcontractors and final consumers.

Since subcontracting involves voluntary wvertical co-operation between
legally and economically independent industrial units, both sides can
generally expect to benefit from such a co-operation. However, this type of
business relationship is a kind of inter-company division of labour, a
situation which always implies a certain loss of independence for the

. enterprise involved. This can above all have serious effects if co-operation

takes place between economically strong and economically weak partners. The
characteristic problems of subcontracting relationships arise within this
sphere of conflict. Although these problems <can be found in both
industrialised and developing countries alike, they will probably tend to be
more pronounced in the Third World, where rather inexperienced and small
national firms are faced by large, technologically advanced and
internationally operating enterprises.

The institution of subcontracting makes it easier for smaller firms to
establish themselves in the industrial sector. The positive contribution of
subcontracting for the economy as a whole lies in the structural effect of an
industrial sector which complements itself in an optimal manner in terms of
size, in the dissemination of technology and technological skills resulting
from the inter-industrial linkages, and in the more economical utilisation of
labour and capital. Since, in many cases, subcontractors, are usually small-
or medium-sized, there is an additional advantage in terms of development

policy. Part of the production process can be carried out on a more
labour-intensive basis than would have been the case without such
subcontracting. This in turn counteracts any increase in uneven income

distribution. The possible disadvantages for the economy as a whole are above
all to be seen in the reduction of competition, a phenomenon which virtually
accompanies any relationship in which there 1is some form of economic
interdependence.

For the contractor (the large enterprise) the decisive criterion for
subcontracting is the price advantage; in-plant production, 1if at all
possible, is associated with much greater costs. The disadvantages accepted
in return are generally connected with the technological and organisational

84474



-6 -

backwardness .of small subcontractors together with the resulting problems.
The main advantages for subcontractors are the greater uniformity of capacity
utilisation, the (usually) improved regularity of payments, the possibilities
of longer-term commitments and specialisation, and the fact that the
subcontractors no longer require their own marketing. -The major disadvantages
are the frequently considerable dependence on the 1arge buyer, the associated
weak negotlatlng position, and the often cut-throat competition in thlS field,
especially in times of recession.

All studles conducted so far on the subgect of subcontractlng have, shown
that the existing autonomous trend -towards, the evolution of subcontractlng
relatlonshlps can be markedly accelerated by appropriate. economic .policy
measures of the host country. In this context, the most important measure for
increasing , local value-added 1is . the .. prescription of - local content
percentages. Such provisions, however, cannot be viewed 1in ;isolation, but
must be, seen as a part of a consistent economic pollcy The dec151ve feature
of such an economic policy is. the creation, of precondltlons ;senabling the
attalnment .of the prescrlbed local content within a. given period and on
acceptable terms,: JIn, pract1ce,ttherefore, a whole .set. of ~measures will , be
needed, the 1nd1v1dua1 ‘elements of which may, -on account 'of their dlffexlhg
development pollcy obJectlves, even be mutually incongruent.  As.a result,
single economic, pol1cy can be aimed at promoting 1nter—1ndustr1al 11nkages
alone. Varylng measures..are required, depending. on the branch of industry
involved, the manufacturxng technology and - - the  .sales' market
(domestlc/overseas) if the desired objectives . are: to be ach1eved. -Exact.
knowledge of the overall situation together with an optlmal orientation of
measures -towards the industrial sector to be, promoted, -and  a continual
adaptation to a changing economic setting are consequently wvital prerequisites
for an economic and development policy designed to support and promote - the
f1e1d of subcontract1ng. :

IV. EXISTING RESEARCH FINDINGS: AN OVERVIEW =

Aspects of inter-industrial linkages in the Third World have occasionally;
been the topic of scientific studies. The nature . of  the extremely,
heterogeneous studies range from comprehensive, country-specific comparisons
of different branches of industry on the basis of input-output tables (the
findings of which are much too:general for the questions dealt with here) to
single firm studies, the results of wh1ch in. their turn can:rarely be
generallsed due to their very .individual character. The varying approaches of.
these analyses and case studies do not, in most cases, ;permit generalisations
about many of the problems they have addressed. None the, less,.certain basic.
characteristics do emerge which are .relevant for the overall results of this
study which can be summarised as follows: : , ‘ .

The overall economic and specific industrial level of development in any-
one country would appear.to be. a decisive factor for its inter-industrial
. linkage capacity. The respective intensity of subcontracting relations.
attained within a given period of time, therefore, reveals con51derab1e
treglonal differences.. The most advanced countries in this. respect have
.up ,to. now been the large K newly -industrialising countries in Latin
Amer1ca, followed by south-east Asian countries, which have closed the
gap appreciably during recent years and even surpassed Latin American
levels with regard to certain export-oriented lines of production.  These
two groups ‘are followed by the south Asian States, and, finally, by,
Afr1ca, where industrial subcontractlng generally plays a very mlnorj
“role., Many of the branches of 1ndustry which have formed the basis for;
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growing inter-industrial linkages in Latin America and Asia are virtually
non-existent in Africa, or reveal a strongly insular character with only
weak links to the remaining industrial environment. ‘

Since 1individual branches of industry depend to varying degrees on
intermediate supplies, it is probable, if other factors are disregarded,
that there will be clear branch- and product-specific differences in the
intensity of subcontracting relations. Studies so far have revealed the
decisive plant-level determinants for the nature and intensity of the
evolving subcontracting relations are company size, the degree of
technological specialisation and product quality.

A target-oriented economic policy by the host country is of paramount
importance for the develoment of subcontracting relations and,
consequently, for growing inter-industrial linkages. The major starting
points in this context are trade policy measures (local content
provisions, customs barriers, import quotas and bans) together with
specific promotional measures by the government with regard to
subcontracting activities. Large-scale projects of the State with clear
domestically oriented procurement structures could serve as a further
starting point. Of vital importance for the success of economic policy
measures are, on the one hand, the binding nature of such measures and,
on the other hand, the ability of the host country to respond with
corresponding domestic production. If a local content policy which is in
principle correct is taken too far, the result is often excessive costs,
poor quality and a long-term lack of competitiveness on international
markets.

Another undoubtedly decisive factor is the autonomous time factor.
Favoured or handicapped by the respective industrialisation policies
pursued and the level of economic development already reached, autonomous
market forces can also automatically 1lead to growing local
inter-industrial linkages over time. Additional impulses are, however,
required after a certain level of autonomously induced integration has
been achieved.

All studies to date indicate that investments aimed at import
substitution take less time to lead to much more intensive local linkages
than if production is mainly or totally export-oriented. Leaving aside
product-specific influences, the major reason for this phenomenon lies in
the fact that export productions must be internationally competitive, a
necessity which finds its expression in economic policy provisions and
measures by the government in the host country which differ from those
aimed at import substitution.

Enterprises of foreign origin are usually in the beginning less inclined
to purchase locally than domestic firms; this fact, however, would
appear to become less important as the foreign company becomes more and
more familiar with the host country. There was no evidence to support
the claim often forwarded that foreign enterprises always show a greater
inclination to import. The speed with which subcontracting evolves would
also seem to be strongly influenced by the importance a company attaches
to a more or less development-oriented general policy of its own.

Although indirect "employment' effects were not the topic of the original
study, a few examples of such effects wers discussed in order to present
an overall picture. The examples show that indirect employment effects
vary substantially from one country to the next and from one branch to
another. Although it is impossible to generalise in view of the limited
number of examples considered, the following assertions can, with
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reservations, be made: ignoring the extreme values, the indirect effect

" on employment attributable to backward linkages of foreign investments

reaches a level of between 25 and 75 per cent of the jobs directly
created, depending on the respective branch of industry. The
relationship between the extent of direct and indirect employment in any
one branch of industry would seem to correlate in such a way that a high
level of direct :job creation compares with .a relatively low level of
indirect employment effects, and vice versa. The automobile and food
processing industries would appear. to belong to the branches marked by
comparatively high ‘indirect effects’® on employment, whereas the textile
and cloth1ng industry; .the - electronics industry and  the mechanical
eng1neer1ng 1ndustry show below—average effects.
. wovef

The most important forms of ass1stance extended to subcontractors by

: their. ‘contractors are technical consultation and:- product- .design, the
provision of technical. equipment, production/process/quality :control.

However, only a minority.of subcontractors evidently took -advantage of
technical ;‘assistance... The primary reason seems :to be the fear of
becoming ~economically ‘dependent. There. are hardly any cases.-of:bilateral
financial equity investments and direct financial support. . 'Other forms

of assistance such as procurement of materials, provision of machinery

and tools as well as bus1ness—management or administrative support -would
appear to be rare. :

The. problem for . the MNEs resultlng from local subcontract1ng above all
relatée to quality and cost aspects, and difficulties, on the part. of the
subcontractors, to meet agreed delivery dates also play a part. In
addition, there is a partial dependence on monopolistic or ollgopollst1c
structured procurement markets in the host country. ‘ .

Three main problems became apparént . among the subcontractors.f the
subcontractors' own. firm-specific problems relate - to ' technical
(production process, quality), financial (equity capital, 1liquidity) and
management aspects. Complaints made to respective governments ‘relate to
the frequently inadequate tariff protection and the 1lack of - direct
support measures. With regard to the MNEs most of the criticism is
related to pricing pressure, delayed payments and excessively tough

quality standards in regard to the subcontracted products.

With regard to three of the branches of industry under review ‘in our

study, the automobile, the electrical and the machinery and preC151on
instruments industry, the following can briefly be summarised:

The automobile industry belongs to the most internationalised branch of
industry. In addition, as an assembly industry, it has very favourable
prerequisites for the evolution of local subcontracting on account of its

. highly - divisible :process: of productlon In all branches, yet in’

particular in this specific industry, Jjumps in quality with increasing
degrees of difficulty. are necessary to successively achieve higher local
content levels.  Local shares in production of up to 10 per. cent

. generally result during the course of time without .special government

8447d

support. - The next jumps - 10 to 25 per cent (lst stage), 30 to 40 per
cent (2nd stage), "and 50 per cent and above (3rd: stage) - require a’
markedly higher level of technology in each case, levels which can only
be achieved via specific economic. policy measures in connection with the
additional technological know-how required. . The size, of the market
(domestic and overseas) is also important in that it helps determine the
feasible level ,of . domestic subcontracting . via the technology-based
economies. of scale. U T ' o
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- Since the production process in the electrical and in particular the
electronics industry is also based to a large degree on assembly work,
this branch is particularly appealing for international subcontracting
due to wage differentials. The possible extent of local subcontracting
primarily depends on the nature of the product manufactured and/or the
production stages transferred to a developing country within a wide range
of simple to high complex technology. Due to the heterogeneous
production programme in this branch, the subcontracting potential differs
according to each product group. At the lower end of the scale we find
the high-technology electronics sector with levels of only 10 to 20 per
cent; consumer electronics in the broader sense take a mid-field
position (20 to 40 per cent), whereas household electrical appliances and
related areas take the lead with 50 to 80 per cent.

— The machinery and precision instruments industry is also very
heterogeneous in structure and, in addition, primarily oriented to the
domestic market of the host countries. The generally still limited scope
of the domestic market, the multitude of different products and the great
demands made on accuracy and precision often lead to very small
production runs and to frequently changing specifications. These special
characteristics often result in technical production problems for the
subcontractors and act as an incentive for multinational enterprises to
produce a higher degree themselves. The single-stage subcontracting of
technologically relatively simple raw and semi-finished products still
prevails even in the more advanced newly industrialising countries. Due
to very product-specific manufacturing programmes and small production
runs, subcontractors appear to be more dependent on just one (or only a
few) contractors than is the case for the other branches under review.

V. INTER-INDUSTRIAL COMPARISON OF INTERVIEW RESULTS

Whereas the survey findings are also discussed branch by branch in the
more detailed report (cf. on this point, the tables in Appendix B), this
Working Paper summary is based, among other things, on the four most important
branches of industry studied, and the respective survey findings are presented
in an inter-industrial comparison in table 2.

It can already be stated at this stage that the enterprise-specific
characteristics dependent on the country of origin (Europe - Japan -~ United
States - large domestic enterprises) have not played the role envisaged in the
literature. In individual cases where differences might have been due to
factors of nationality, these were not particularly pronounced or of decisive
importance; chance may well have played a part concerning the individual
results. This also applies to the subsidiaries of Japanese companies, which
are generally reputed to have an inclination to stick, wherever possible, to
the tried and tested business links with their home country resulting in a
more pronounced tendency to import, or preference for other Japanese
subsidiaries operating locally. Although the latter tends to be true, this
can already be explained by the general predominance of Japanese investors in
south—-east Asia. Even 1if the national element is of greater importance to
Japanese firms than to firms from other regions (the activities of United
States enterprises, for example, are mainly aided by aspects of quality, costs
and investment return), such primarily national influences cannot be explained

by any significant differences in company policy according to our
investigation.
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able 2: Sectoral Comparison'Of"the-bﬁestionnalre Results

v s ANDSWEeTrs by sectors
Machinery and

‘uestions Motor Vehicle Electrical Food
: Industry Industry Prﬁiiﬁiggtin Industry
a) Situation of ownership
- Pully owned by foreign parent yes 27 & 55 & 43 & 38 &
B : . . Lno 73 8 45 % 57 & 62 &
- Joint venture with majority equity- share'’ it .50 % 44 % Y YA S 100 %
minority equity share .§P<: <50 % . 56 .% ;. 5T % . C %
- The domestic partner belongs to. thei;iv v iy, S : T cL
. ) . :grivate sector 91 & 75‘3 92 % 60 %
‘ : - publlc sector 9% 22°% 87y 40 ¢
- Total employmert C up to " 300 0% 20 % 483 o %
i fotis 300 B 1.000 55 & 32087 22 & 50 &
. - +++ .above 1.000 45 & 39 ¢ 30 & 50 %
- Export share in total sales: = . .. 0% L 77:-% 15 & 9.8 50 &
‘ i 1= 0% ( 17 & 28 % 35 % 25 &
10- 25'& 6 8 10 & I 25 %
.25="50' % . P O % 10 % - e Os
50-100 § N [O3R L 37 % 39 % (O]
b) Significance of subcontracting .relations
for the original investment decision
-~ Investment decision independent of yes 54 ¢ 61 % 83 & .
local subcontracting potential no 46 % 39 8 17 ¢ .
- Important business partners were . yes 46 % 56 % 50 % 86 %
already located in the host country . no 54 & 44 3 50 % 14 %
- At the same time, important business
partners were 1nvesting in the host zgs ‘23 : i; : ) 2$v:_H . ;g :
country ? i b |
- At ‘a later time, important business yes 54 % 54 % 38 & 0%
partners invested in the. host country no . 46 % 46 & 628 100 &
- In our investment decisiorn, ‘these cton- ‘ ' o S
siderations played a decisive role 19 & 12 % 8 8. 12 &
moderate role 44 & 44 46 & 50 %
minor/no role 37 % 44 % 46 % 38 %
£) Economic pélicy of the host cou try e ‘ ‘ i
- Major influence of the host : " :K yes 160‘%v u7§ él o 78 & . 100 13
‘country s economic policy ) © no » O % 24°'% ‘ 22 % ‘ 0%
- Prescription of local content percentages ) l .
: ~relevant 83-'% : 66 % S 67 %Y 37 &
1ess/not relevant S I R 348 - 33 % 63 ¢
- High import duties on subcontracting require- i S ;) o
ments . " relevant . 90 % 50 & 48 % B6 &
“less/not ° relevant : 10 & 50 & 52 & 14 %
- Reservation of certain industrial activities o e S
‘ ; relevant 69 & . 39 % 35 % ‘33 8%
‘ s less/not relevant 31.% 61 % 65 & 67 %
- Products/parts to be: purchased domestically X : ; e R . ' ’y . .
© relevant ' 90 % . 56 % ; 48 ¢ 29 &
%

less/not relevant - '~ 10 & : 44 % B2 % 1



Answers by sectors
. Machinery and
Motor Vehicle Electrical Food
Questions Precision In-
Industry Industry struments Industry
(@) Type of existing subcontracting relationships
- Regular, longer~-term subcontracting .
predominantly 90 % 71 % 71 % 37 %
less frequently 3 & 15 & 12 % 37 &
not at all 7 % 14 % 17 % 26 %
‘ ~ Temporary subcontracting predominantly (o2 18 % 8 8 -
' less freguently 59 % 49 % 46 % 33 %
not at all 41 % 33 & 46 & 67 %
- Other predominantly % 8. % 8 % -
less frequently - - - -
not at ‘all - - - -
- Average share of subcontracted supplies in . .
total production 29 % 20 % 23 % high
- Average share of subcontracted supplies in .
total material inputs 43 % 40 % 49 % high
(e) Evolution of subcontracting relationships
- The importance of subcontracting has increased 93 % 76 % 75 % 75 &
remained unchanged 7 8 24 % 25 & 25 8§
‘ declined (o2 O % o8 (o3
- Interest in a further expansion of yes 80 % 95 & 100 % 100 &
subcontracting : no 20 ¢ 5% (o3 3 O %
; - In this respect one anticipates good 64 & 82 % 67 % 75 %
! not so good 36 & 18 % 33 ¢ 25 %
chances
- Access to information is considered to be
; good 37 % 56 & 46 % 88 %
! sufficient 50 % 29 & 33 ¢ 12 8
‘ bad 13 & 15 & 21 % (o2
(f) Specification of subcontractors
-~ Number of domestic subcontractors up to 30 40 % 61 % 36 ¢ .
30-100 33 & 12 & 27 % .
above 100 : 27 % 27 & 37 ¢ .
i - Location of domestic subcontractors
up to 30 km 60 & 46 % 47 % 10 &
30 - 100 km 26 § 32 & 27 & 60 &
above 100 km 14 & 22 % 26 % 30 &
- Origin of subcontractors domestic 66 & 65 & 74 & 87 %
foreign 34 & 35 & 26 % 13 &
- Share of 10 major subcontractors in total
subcontracted volume 70 % 70 % 65 % "
- Duration of cooperation with subcontractors
long-term throughout - 59 % 69 % 64 % 50 &
changes in part 38 & 29 % 36 & 50 %
| changes more frequently 3% 2 % O % (o8
- Share of subcontracted items purchased from
only one firm 56 ¢ 31 & 24 % .
several suppliers 44 3% 69 % 76 & .
| - Satisfaction with subcontracting structure
; satisfied 20 % 68 & 63 % 71 %
i not very satisfied 63 & 32 8 37 % 29 %
‘ very unsatisfied .17 % 0% 0% (Ol
~ Characterization of subcontractors
industrial firms 84 % 80 % 76 & .
workshops 14 8 19 % 24 % .
homeworkers etc. 2 % 1% 0% .



Answers by sectors
Machinery and
Motor Vehicle Electrical Food
Questions Presicion In-
Industry Industry struments Industry
(g) Type of contract with subcongréctbr§’
- Short-term limited ad-hoc contracts :
frequently 20 & 57 % 46 ¢ 17 8
rarely/not at all 80 & 43 % 54 % 83 %
- General annual contracts fregquently 87 & 80 % 70 % 63 ¢
rarely/not at all 13 & 20 & 30. % 37 %
- Annual contracts guaranteeirng a certain
quantity frequently 3s 12 % (oI ) 14 8
" rarely/not at all 97 & 88 & 100 & 86 %
- Long~-term (multi-year) conﬁfacts ] ' N
frequently 178 0% 13 & 29 %
rarely/not at all 83 % 100 & 87 % 71 %
(h) Technical support and decision aid 'ﬁ ’ ’
- Development of initiatives - frequently 37 % BRREEE F-3 Y : 8% © 87 %
rarely/not at all 73 & 85 & 92 ¥ 1 43 s
-~ Cooperation in capacity- :and production - . : G folmro e L '
planning frequently 43 & 20 & 38 &' 67 ¢
rarely/not at all 57 & 80 % 62 ¢ 33 &
- Consulting on technical organization L . e g
and purchasing of machinery ’
Lo frequently o138, S 228 0 o 2180 ) §
rarely/not at all 87 & .78 % 79 & %
- Supply of blueprints 2) ' frequently : 80 & B3 % 83 & %
‘ N rarely/not at all v 20 % . u173§- 17 8 3 &
- Supply of (used) machinery frequently - S 10 % 2 % 13487 - %
rarely/not at all 90 &.. 98 % - 87,8 . %
- Supply of (special) tools  frequently ° 27 § 49 & 46 % %
rarely/not at all 73 &~ 51 % 54 % %
- Assistance in the procurement of raw S o SRR :
materials . frequently 13 & 32 ¢ 38 & 13
) rarely/not at all 87.%° 68 & 62 % ]
- Other technical support frequently 47 & 27 & 21 % -
rarely/not at all 53 & 73 & 79 % -
- This support was granted to o T T L
.domestic business partners only i . _ . )
N fregnently : 70 § ° 76 & 87 ¢ @ 80 ¢
. rarely/not at all 30% 24 8 13 % 20 &
+foreign business partners‘also : i
frequently 43 & 29 & i 22 % v e 013 8
. rarely/not at all 57 % 71 8 78 8§ 87 &
(3) Aid in businesé-organizationéi know-how
< General business-organizational '
assistance frequently 38 - o 2 % 8 & o 33 0%
rarely/not at all 97 % 98 & 92 § c., 67 %
- Accounting and book-keeping support
: b frequently ; 0.2 4 33 &
) . rarely/not at all 100 % 96 § 67 &
< Business management assistance ; s
frequently TR 208 0% 67 %
- rarely/not at all 93 % S, 98 % 100 ¢ 33 %
- Technical management assistance L Ll
frequently 27 % : 32.8. . 29 % . ...
rarely/not at all 73 8 .. 68 % 71 & o
- Support in technical production and i Co R
© guality control frequently 67 % v 78 % 63 % 100 ¢
rarely/not at all 33 % 22 8 37 % .08
- This lupport was granted to’ i
:domestic business partners only Lo :
* frequently * - 63 & 76 % 67 ¢ 100 &
rarely/not at all 37 & 24 8 33 % (ol )
.foreign business partners also
frequently 23 % 17 & 13 & 38 &
rarely/not at all 77 & 83 % 87 & 72 %

a) Food Industry: Extension Service.
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Answers by sector s
" .Machinery and
Motor Vehicle Electrical : Food
Questions Precision In-
Industry Industry struments Industry
(k) Pinancial assistance
- Contribution to subcontractor's risk
capital frequently o% os 4 ¢ 16 &
rarely/not at all 100 & 100 & 96 & 84 %
- Granting of repayable loans at commer-
cial rates frequently 3 s o8 4 % 0%
rarely/not at all 97 & 100 & 96 & 100 &
- Granting of repayable loans on conces-
sional terms frequently os o8 (o2 16 &
rarely/not at all 100 % 100 & 100 & 84 §
- Giving of non-repayable financial grants
frequently os 2 % [+ 28 0t
rarely/not at all 100 & 98 100 & 100 &
- Pre~financing of materials, tools, etc. ’
frequently 20 § 20 & 38 & 16 &
rarely/not at all 80 § 80 % 62 % 84 %
- Pre-payment' of orders placed
frequently 15 & 27 & 38 % 50 &
rarely/not at all 85 % 73 % 62 & 50 &
- Other financial support frequently o% (o3 7 8 & .
rarely/not at all 100 & 100 ¢ 92 & .
- This support was granted to
.domestic business partners only
frequently 13 & 34 % 46 % S0 %
rarely/not at all 87 & 66 % 54 & 50 &
.foreign business partners also
frequently 11 8 i0 ¢ 8 % 40 %
rarely/not at all 89 & 90 & 92 & 60 %
(1) Price determination
- Prices are determined by the market
freguently 37 & 51 & 38 & 100 ¢
rarely/not at all 63 & 49 & 62 & [+ 2
- Prices are determined by negotiation
frequently 100 ¢ 93 & 92 & 100 &
rarely/not at all 0% 7 % 8 & 0%
- Price negotiations are difficult
frequently 23 % 34 8 38 & 12 8
rarely/not at all 77 & 66 % 62 ¢ 88 &
(m) Problems in relations with subcontractors
- Technical infrastructure problems
frequently 50 & 29 & 38 & 38 &
rarely/not at all 50 & 71 & 62 % 62 &
- the problems have diminished yes 67 % 86 & 86 ¢ 71 %
no 33 ¢ 14 & 14 & 29 &
- Socio-cultural communication problems :
frequently 43 & 20 ¢ 42 % (o2 }
rarely/not at all “ 57 & 80 % 58 % 100 %
= the problems have diminished yes 65 % 94 ¢ 92 § 8O &
no 35 & ’ 6 8 & 20 ¢
- Problems caused by spatial distance
frequently 10 & 5% 13 % (o2
rarely/not at all 90 § 85 & 87 & 100 &
- the problems have diminished yes 79 % 75 ¢ 60 & 80 &
no 21 & 25 % 40 % 20 &
- Problems because of quality deficiencies
frequently 70 % 56 & 75 8 50 &
rarely/not at all 30 & 44 8 25 % 50 &
- the problems have diminished yes 68 % 87 & 94 ¢ 50 %
no 32 & 138 6 % 50 %
- Failure to meet date of delivery
frequently 67 & 53 & 70 & .
rarely/not at all 33 & 47 & 30 & .
- the problems have diminished yes 62 % 76 % 81 & .
no 38 & - 24 % 19 & .
~ These problems occurred with
.domestic partners only frequently 63 % 75 % 75 % 67 %
rarely/not at all 37 & 25 & 25 % 33 ¢
and have diminished yes 50 % 84 % 90 % 60 %
no 50 % 16 & “10 & 40 &
.foreign business partners also .
frequently 27 % 33 ¢ 42 % 20 &
rarely/not at all 73 § 67 % 58 % 80 ¢
and have diminished yes 63 & 93 & 100 & 8O &
no 37 & 78 [o 2 20 &
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Different statistical bases make it difficult to establish significant
differences or common characteristics merely on the basis of the number of
replies for the respective branches. For this reason, table 2 has expressed
the individual answers given as a percentage of the total numbers of companies
interviewed (100 per cent) to allow similar or differing’ strictures and
developments .to be recognised without difficulty. In so far as this was
possible, the food processing industry was also included in the comparison
despite its fundamentally different structure. However, it must be taken into
account that most of the business partners of this branch are agricultural
enterprises, whereas in the case of other branches these business partners
belong to the manufacturing industry. The analysis itself runs along the
lines of the structure of the questionnaire. -

Ownership structures, employment
figures and sales orientation

To begin with, oneé of the mam structural characterlstms observed was
that of joint ventures (cf. on the following remarks, section 2(3) 6f table 2)
with local firms, a form of co—operatmn which already plays an important role
in all branches. The 100 per cent wholly owned forelgn subsidiary which
marked the early days ‘of entrepreneurial ; activity” in the Third World is
gradually becoming the exceptlon rather than the rule in the industrial sector
too; in the motor vehicle industry, for example, only one in four of the
subsidiaries are still fully owned by the parent company. With the exception
of the food processing industry, there is a slight predominance of majority
equity shares of the local partner in joint ventures. Most of these local
partners belong to . the private sector; at® least in the basmally
market-oriented developlng and newly industrialising countries under review
here, the State has so far very rarely acted itself as entrepreneur.: .

The figures on the number of persons employed show a broad spectrum
ranging from medium-sized to large and very large firms, a range which can be
viewed as representative for the overall situation. The same applies to
subcontractors, a group in which small to medium-sized domestic firms were
primarily approached as the survey's original target group. - Domestic
enterprlses engaged in subcontractmg which already have :achieved :»a. high
technological standard often have foreign (mmorlty) equity shares to ensure
the necessary know—how and transfer of technology »

~ The branches and sub-branches .under review.. reveal very clear” differences
in the level of subcontractlng attained with regard to their target markets.
Motor wvehicle production in the ThHird World is stifl- primarily ‘marked by a
domestic market orientation (only a few of the newly industrialising. countries
in Latin America reveal significant export shares). Apart from a few typlcal
export lines of production (for example, palm oil and. pineapple), - the food
processing ‘industry also prlmarlly caters for the host country market The
situation in the other branches studied, however, varies substantially due:te
the much more heterogeneous range of products manufactured. All combinations
can. be found from total import substitution to fields of production solely
earmarked for export.  The electrical and precision instruments industries are
much more expor —orlented than flrms in the automotive and machinery field of
production. ; .

Among the subcontractors, direct exports are as yet only relevant in the
already more advanced newly industrialising countries, and here spécifically
in the motor vehicle /industry.. The same applies to the possibilities of
dlrectly producing fo'r the 1local spare-parts market ' independent = of
subcontracting orders. Whereas in the case of the subcontractors these two
factors decisively 1nf1uence the degree of dependence Ofi "the latge companies
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or principals, among the MNEs (especially in the electrical industry) there is
a strong correlation between sales orientation (target market) and the
interest shown in the 1local subcontracting potential. Whereas mainly
export-oriented firms generally show weaker linkages with the local economy,
since cost aspects and competition on world markets discourage MNEs to rely
too heavily on local subcontractors (a fact taken into account by economic
policies, such as the establishment of export processing zones, etc.),
investments aimed at import substitution combined with the corresponding
economic policy stipulations generally result in much stronger linkages with
the economy of the host country. A greater degree of inter-industrial
linkages, therefore, can generally be expected in the case of production
initially geared to import substitution than in the case of a pure export
orientation. The only exception here, which can lead to a reversal of this
basic trend, is the GSP preference system granted to developing countries by
the industrialised countries for certain export products.

The replies given by the companies clearly show that considerations of
this nature are all the more important, the more firmly a line of production
is embedded in the international division of 1labour. Vehicle assembly work
and food processing take the lead in this respect, whereas among the remaining
branches studied only one in two of the firms confirmed such considerations.
They are least 1important in the industries characterised by 1little
subcontracting, such as the textile and the pharmaceuticals industries.

As was to be expected, the subcontracting possibilities already existing
in the host country at the time of investment only had a bearing on the
original investment decision if the branch involved was characterised by
particularly intensive subcontracting (as, for example, in the case of
automobile assembly work) and if respective economic policies in the host
countries prescribed certain percentage levels of local subcontracting
(cf. section 2(b) of table 2). Purely economic considerations free of any
form of political intervention generally lead to no more than a basic core of
autonomous local linkages varying from branch to branch since for cost and
quality reasons companies initially show a basic preference to import. The
mere setting up of a production plant potentially intensive in subcontracting
is, therefore, a necessary yet by no means an adequate stimulus alone for the
creation of spillover effects in the host country. Only firms pertaining to
the food processing industry are an exception in this respect.

However, if an initial investment 1is supplemented by a further
determinant, namely a domestic economic policy aimed at raising the local
share of value-added (cf. section 2(c) of table 2), the result in most cases
will be a very dynamic process. Once placed in a framework of economic,
legal, and contractual necessities, and assuming that there is no great
discrepancy between government policy measures and the economic potential of
the domestic economy, the multinational enterprises soon show themselves to be
both willing and able to comply with the conditions laid down by the host
country and thus contribute towards the latter's industrial development. This
can be realised by the incentive for 1local firms to themselves produce
previously imported products (if need be, with the help of foreign know-how)
for an already existing market and by the follow-up investments of other
foreign subcontractors, whose markets could otherwise be 1lost to their
competitors. Above all, foreign follow-up investments in the field of high
technology products (which, in their turn, lead to further indus:rial
linkages) often decisively contribute towards enabling the qualitative
enhancement of domestic value-added. The existing multinational enterprises
frequently play an important part in initiating such investments. Follow-up
investments of this kind have been confirmed by many firms, especially those
operating in the motor vehicle and electrical industries, whereas they are of
no significance in the food processing industry. On the whole, therefore,
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even those investments for which the question of subcontracting was originally
absolutely irrelevant represent a substantial indirect contribution -towards
inter-industrial 11nkages in the host country. On the other hand, increased
internationalisation, in particular of the electrical industry, together with
rapid technology advances; have an adverse effect on domestic firms wishing to
move into more sophisticated fields of production: For them, having to
compete with the more efficient multinational enterprises often means  a
serious handlcap and initial drawback.

Influence of economic policy measures

The crucial 1mportance of economic policy measures (cf. sectlon 2(c) ‘of
table 2) for the evolution and further development of subcontracting. relations
has already been pointed out. Ignoring the purely export-oriented fields of
production, this fact was confirmed by all firms interviewed. It can,
therefore, be categorically stated that, in most. cases, -investments by MNEs
can only have the desired positive: structural effect when accompanled by
stipulations . laid down by the host country. ‘Market conditions. in which
substantial inter-industrial Jlinkages also evolve autonomously (such as a high
level of general economic development, a particularly favourable investment
climate and a large domestic market) could only:be confirmed in-isolated cases
and at best in speC1f1c sectors within the newly 1ndustr1al1s1ng countries.
Appropriate economic policy measures, therefore, are not only an indispensable
part of any industrialisation policy, but, if .applied in an optimum manner,
also have the positive .effect of rendering themselves superfluous over  the
course of time (and only then can one talk of structural development 1n 1ts-
true sense).

From the point of view of the MNEs, developmg countrles have in - many
cases made very effective use of their economic policy instruments. However,
there. are exceptions. Assuming a . comparable .- range .of products;
country-specific differences in the domestic level of subcontracting .can;:;of.
course, be traced back to structural factors -~ level of development, . trai'niing
standards, - entrepreneurial abilities. A . sub-optimal mdustmal poli»cy_‘
framework may also share respons1b111ty for such a situation::; . - - .

Above all the bmdlng nature of relevant measures and gulde lmes proved
to be a cr1t1cal factor. The fact that the prospectlve host country is still
in ‘competition with other countries in  the reglon during the negot1at10n
perlod of an ‘intended investment also plays a’ major role. The. bargamlng’
power of the host country as against the MNEs .largely depends on the size of
its domestic market; -the general appeal-of the -industrial location and the
reglonal alternatives open to ‘the MNE. The: interviews and analyses..of the
relevant literature made it clear that most of the comparatively tough (and‘
correspondingly successful) measures to step up local content were taken- after
a certain industrial. branch had already been set up. ‘For later investments;’
however, these stipulations had to be taken for granted. The governments of
the host countries often had to exhibit considerable tact and caution so as.
not to upset the investment climate and .thus jeopardising the inflow ‘of
foreign capital.. It was therefore just as essential to avoid sudden and
unforeseeable changes 1in administrative procedures and economic: pOlle_
measures (which. was not. always. poss1b1e) as it was necessary.not. to impose:
targets overshooting local productlve capamty and ability (including- expected-i
follow-up investments). : '

-As regards the. pollcy instruments applied to promote local subcontracting
potentlal, there were very similar points of emphasis in all branches under:
review. From the point of view of the MNEs, binding local content . targets
changmg over time combined with an efficient protective tariffs pollcy oL
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similarly effective measures (such as, for example, the stipulation that
certain products must be produced domestically; import quotas and licensing;
reservation of certain industrial activities for purely domestic firms; tax
benefits once certain local content levels have been reached) are generally
regarded as the decisive stimulating factors for the development of
subcontracting relations. The greater the orientation towards the domestic
market of any particular branch generally or during the initial investment
period (as, for example, in the case of the motor vehicle industry), the
greater the importance of these measures. In the case of a primarily
export-oriented production, the GSP import preferences granted by
industrialised countries led to similar effects for those products for which
the preferential access to the market of the industrialised countries was
dependent on the attainment of a certain local content share (from. developing
countries altogether) as, for example, in the case of consumer electronics
products.

Another approach which could claim success in a number of countries was
the setting up of large public enterprises which deliberately concentrated on
procuring intermediate products from domestic suppliers. The extent of local
content could thus be much more speedily increased, and to a much higher
level, than was generally the case via multinational enterprises of foreign
origin. However, it must be remembered that this is only true of public
enterprises for which cost aspects are apparently a less important factor than
in the private sector. Large privately owned domestic firms, on the other
hand, revealed an economic behaviour pattern resembling that of the MNEs,
although their generally greater familiarity with the local market has
somewhat tended to favour the choice of domestic suppliers initially.

It could not be clearly ascertained whether and how a foreign equity
share influences the willingness to take advantage of local subcontractor
services.

Additional aspects were of importance in the views of the subcontractors
themselves, in particular the smaller local firms. Although subcontractors in
most cases stated that they fundamentally benefited from the tariff policy
pursued by their respective governments, they were less frequently the
recipients of direct financial and other support measures by the State; the
examples of the Republic of Korea and Taiwan (China) show how such measures
can exert a decisive influence on the quantitative and qualitative level of
subcontracting. In general, the statements made can be summarised as follows:
domestic subcontractors feel that they are often inadequately supported by
their governments (both financially and with regard to the need for skilled
personnel), that there is an information and cemmunication deficit, that
tariff policies often fail to adequately protect them from foreign
competitors, and that the policies of financial and tax concessions towards
foreign investors frequently 1lead to wunequal starting conditions for
subcontractors of local firms in comparison with those of foreign origin. It
becomes clear that in most cases the primary beneficiaries from the host
country's investment policies are large enterprises, whereas the smaller firms
frequently lack the necessary prerequisites. Finally, there is a definite
risk that the indispensable foreign technology may lead to a situation of
competition resulting in national displacements, thus initiating a process of
concentration within the branch at the expense of small- and medium-sized
firms. However, this was not the case of the branches under review in this
study, with lines of production which did not previously exist in the host
countries.

In most cases, therefore, it is the combination of investments and
economic policy measures which definitely leads to the creation of any
noticeable inter-industrial linkage structure. A fact also confirmed is that
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the existing potential could be much better utilised with the help of more
optimal industrial policy relations. In the case .of some  countries and
certain products there would especially appear to be-a def1n1te current lack
of adequate protection for 1local firms against forelgn competltlon. . In
addition, there is an indication of insufficient temporary support. designed to
help overcome initial take-off difficulties. Both aspects, however, should
not result in a policy which permanently shields off domestic enterprises from
competition on the world market as a prerequls1te for effectiveness, further
growth and stability.

Structural characteristics of
subcontracting firms

Now that the framework has been set, within which subcontracting
relations stand a more or less good chance of evolving, the next question
which emerges relates to the. structural characteristics typifying these
subcontracting relations in the Th1rd World. - : o '

If the special case of the food proce531ng 1ndustry is. 1gnored w1th its
pronounced agricultural linkage, pattern, the- subcontractors to the MNEs can
overwhelmingly be classified as industrial firms. In addition, however,
workshop production also plays a .part malnly in the field of machinery. and
precision instruments, and, to a lesser extent, in vehicle assembly.

The number of domestlc ,f1rms w1th which mult1nat10na1 enterpr1ses
co-operate has already reached an appreciable level (cf. section 2(f) of ‘table
2), underlining the already existing broad linkages w1th the local economy.
Only in the field of certain export productions are inter-industrial linkages
of a less intensive nature, above all in the electrical industry. - The .same
can be generally said of all branches with a weaker subcontracting potential,
e.g. the textile and pharmaceuticals industries. The number of subcontractors
(and thus the degree of integration with the host country) :correlates
primarily with ‘the respective line of production and only with..the . host
country's 1eve1 of development in the second place. - C o <

Among the domestic subcontractors there is a predominance of producers of
local origin (in terms of number of firms), whereas with regard to the volume
(or in terms of value) the subsidiaries of other foreign MNEs generally take
the lead. The extremely high concentration of a large share of supplies
recorded in all branches for a small number of suppliers is indicative of this
situation. Of the branches under review; the most intensive contacts to firms
of local origin can be found in' the field of mechanical engineering
(machinery). coL

Even though the majority of subcontractors-.are 1ocated in the. 1mmed1ate
vicinity of, or not particularly far away from, the MNE, the actual dlstence
between the supplier and the consumer is no longer of major importance today
thanks to the existing infrastructure in most of the newly industrialising
countries. The spatial industrial structure is more decisively determined by
the industrial location policy pursued by the respective host countries!
governments. :

Leaving aside the subsidiaries of other multinational enterprises, most
of the remaining subcontractors are small or medium-sized, and in every
respect independent enterprises whose production does not generally meet
international standards. On the whole, the production processes employed are
comparatively simple  and machinery and equipment -are not the newest.
Moreover, most enterprises .in this group operate on a‘ single-stage
subcontracting basis: The generally inadequate level of development of ' the

8447d



- 19 -

subcontractors' suppliers results in the subcontractor being obliged to import
most of his primary materials. This not only gives rise to the risk of
administrative delays, but is the decisive reason why a great number of
subcontractors are assemblers rather than manufacturing firms in the true
sense. This in return leads to the fact that many of the intermediate
products subcontracted by the multinational enterprises from the host country
already contain varylng import shares, which means that the effective domestic
subcontracting ratio is usually lower than officially stated. Subcontractors
chiefly work according to blueprints provided by the contractor, and hardly
conduct any independent research and development activities of their own.

Development of mutual relations
and types of contracts

The time factor 1is of paramount importance to the evolution of
subcontracting relations. Almost without excepticn,” the enterprises
pertaining to the motor vehicle industry confirmed a steady increase in their
domestic . procurements over the years. The decisive factor was the continuous
diversification of subcontracted items rather than growth in volume. The same
applies to the other branches under review, with the exception that stagnation
had already been recorded in one of the four companies questioned due to the
fact that in accordance with the ©prevailing circumstances maximum
subcontracting levels had already been reached (cf. section 2(e) of table 2).

" From the point of view of the subcontractors, cyclical factors also played a
 role, together with a diversification of their production programme.

Recessionary tendencies on the world market and an often accompanying
downswing of the domestic economy have often presented serious problems to
subcontractors. Accordingly, the replies given by the MNEs' business partners
were restrained and reflected the economic recession of the early 1980s which
was characterised by stagnation and even decline.

. On the whole, while there was considerable interest in a further
expansion of subcontracting relationships, the prospects in this respect were
not always regarded favourably. With slight differences from one branch to
another, the interview findings show that good chances for more intensive
business relations are seen in two-thirds to three-quarters of the cases under
review. The chances of a further expansion of subcontracting are rated least
favourably in cases where existing technological know-how is regarded as
inadequate for a higher degree of import substitution without the additional
transfer of technology from abroad. As frequently stated, the investments of
multinational enterprises, therefore, not only play an important part as a
contractor in industrial development, but also often assume a leading role
among subcontractors as the main source of technological upgrading. Finally,
both contractors and subcontractors feel that market transparency with regard
to the locally existing subcontrating potential leaves a great deal to be
desired; an improvement in this context - generally, a task for the
government — could open new opportunities as well.

The multinational enterprises usually maintain long-term relations with
their subcontractors (cf. section 2(d) of table 2) extending beyond the
individual contractual periods, which generally last no longer than one year
(cf. section 2(g) of table 2). The long-term nature of these business
relationships represents an extremely important basis for the steady evolution
of subcontracting, where investment decisions depend on the reliability of the
planning data provided. The picture presented in the survey by the MNEs is by
and large supported by their business partners, even though there are
exceptions which result in uncertainty, surplus capacities and/or
misinvestments. The main points of criticisms in this respect are the
inadequacy of information provided and the frequently too optimistic sales

84474



- 20 -

figures foreseen by the MNEs. The occasional change from one business partner
(subcontractor) to another, a common practice in business dealings, was less
strongly criticised. Subcontractors mostly regard their relations with the
MNEs as (strictly) business-like, yet in part as helpful and friendly; only a
small minority stated that from time to time relatlonshlps were rather tough.

Mu1t1—year general contracts were only found to be frequent in the food
processing industry, whereas they are very rare in the motor vehicle and
machinery industries and do not ekxist at all in the electrical industry - a
field marked by rapid technological change. Contracts guaranteeing the
purchase of a certain quantity of supplies are generally very rare and only
relevant in the food processing and, to a certain extent, the electrical
industries. PR - :

Although short-term ad hoc contracts are generally common in business,
their importance in the field of subcontracting variés from branch:to branch.
This type of contract is of minor. importance to vehicle assembly. and: food
processing and temporary subcontractlng to-overcome:ecapacity bottle-necks is a
rare exception. . Ad - hoc icontraects "figure -much more. prominently .in. the
e€lectrical, ‘machinery‘wand,*@recisiOn instruments - industries - and in fact
constitute the predominant..type .of .contract for a number of these firms.: .In
most cases, . these:'are individual orders: determined by the production. programme
(a common feature .of the machinery industry with its heterogeneous production
pattern and -small number -of units) or the contracting. out of  certain
components . ‘due:ito:.a ilaék.vof = capacity, which @ is characteristic..of . .the
eléctroriics industry. . RERE o : Y L : :

© The decisive contractual element in almost all .cases.is the pricej:which
for annual contracts. is stipulated for the entire contractual  period:without
being subject to alteration. = The price is almost always determined via
bilateral negotiations with. market prices frequently - functioning: as: an
important point of orientation (cf. section 2(1) of table 2). In accordance
'with the varying strength. of the negotiating positions of- the' business
partners the final prices :agreed upon much more reflect the MNEs' ideas: than
those of the subcontractors. Whereas the MNEs often show too - 1little
consideration for !local cost 'structures (which usually differ substantially
from the accustomed structures in the homé country), subcontractors sometimes
have unrealistic ideas on' . -attainable profit margins. Nevertheless,; the
majority of subcontractors (about two-thirds) refer to the price agreements
reached with the contractors as tolerable; a third, however, felt the prices
were very low, although they were not regarded in any case as being too . low.
Without substantial variation,  this applied: for all branches under review.
This statement of the subcontractors dlso corresponded to the replies given by
the MNEs, in so far as only one-third of the latter referred to difficult
price negotiations with their business partners. In all probability,- these
cases concern those- subcontractors who were dissatisfied with  the . pr1ce
agreement reached. 2 .

A further important factor is that once the MNEs have reached an
agreement on a certain price,_it seems to be extremely difficult to persuade
them: to agree to r'price. increase - during subsequent new contractual
negotiations - even 1f the- subcontractor can support his case via. reference to
demonstrable cost -increases. :

It is noty therefore, possible‘to talk of a- generally excessive pricing
pressure on the part of ‘the MNEs. However, individual cases do undoubtedly
exist, »which -are all . the ' more unjustified when the 'subcontractor's cost
structures do not permit.any further concessions without endangering his.very
existence. = This is. true regardless of the fact that the often exorbltantly
‘high domestic costs represent a considerable : problem forAtheLMNEs,_not only
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where they have to compete on the world market, but also on the domestic
market where the selling price is subject to government regulation.

Dependency

The degree of mutual dependence has a considerable bearing on the
strength of the respective negotiating positions. As clearly illustrated in
section 2(f) of table 2, the branches of industry under review are in this
respect characterised by large structural variances. The motor vehicle
industry shows a particularly high purchasing risk on account of generally
monopolistic or oligopolistic domestic market structures. There 1is a
corresponding degree of dissatisfaction among the MNEs in this branch with
regard to the currently existing subcontracting structure. On the other hand,
only about half of this industry's subcontractors referred to a high degree of
dependence on their principals; the local spare-parts market (with its

‘relatively good prices) together with the possibility of additional exports

have contributed substantially towards reducing dependence here or preventing
such dependency to develop. In the case of the general metal-working firms
with a partial workshop character, subcontracting only plays a supplementary
role anyway. It can be assumed that the overwhelming majority of these firms
supply roughly 80 per cent of their output directly to the consumer, whereas
only 20 per cent depend on subcontracting orders. :

The situation is different in the case of the electrical and machinery
industries. In these fields, the MNEs feel that only about a quarter of their
purchased supplies are confronted by unfavourable market structures, although
this need not necessarily imply a high purchasing risk. Only a minority of
the MNEs are dissatisfied with the current situation here, but their judgement
is based not only on structural factors, but also on qualitative and other
aspects. The degree of mutual dependency in the electrical industry is
strongly determined by the production programme. The subcontracting market
for electronic products is characterised by only a few final consumers and a
correspondingly high degree of dependency; though the product range and
demand structure in the field of traditional electrical engineering is much
more differentiated, the opportunities of establishing a greater degree of
independence via exporting directly or selling spare-parts are much more
limited in this field than in the automotive industry.

Volume of subcontracted inputs
and subcontracting potential

A particularly interesting aspect is the volume of subcontracted supplies
(expressed as the percentage share in total production (sales) or in total
material inputs), attained in the case study countries. A broad range
emerges. Averages of 20 to 30 per cent (in terms of total sales) or 40 to 50
per cent (of material inputs) are, however, not very meaningful and, as shown
in section 2(d) of table 2, blur any differences between individual branches.
As already explained in detail, the respective 1level of subcontracting
attained depends on the length of time that the MNE has been in the host
country, the nature of the final product manufactured, the 1level of
development in the host country, the economic policy pursued by the government
of that country, the target market and and a number of other factors, the
effects of which are either accumulative or mutually exclusive. Since these
determinant factors have already been dealt with elsewhere in detail, it would
appear more meaningful at this stage to focus on a few of the basic
inter-relationships and characteristics.
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To begin with, it is important to emphasise that the theoretical.
subcontracting potent1a1 and, correspondingly, the extent of subcontractlng
actually achieved, is highly dependent on the specific characteristics of
individual branches and products. The branch with the undoubtedly most
pronounced subcontractlng relations is the motor vehicle industry, a. typical
assembly industry, in which, according to interview findings, subcontracted
supplies can reach percentages of 70.per cent or more of :the sales flgure
The subcontracting potential in . the field of machlnery and . precision
instruments showed itself to be much more limited on account of -the extremely
heterogeneous production programme; in this f1e1d only those product areas
involving primarily assembly activities reach subcontracting shares of 50 per
cent or more. Figures of 40 to.50 per.cent are also possible in the consumer
electrical and electronicsvindustries, whereas in many cases levels of only 10
to 15 per .cent were recorded with regard to the .production of- electronic
components. The local linkage potential ris. ‘understandably very h:gh in the.
food processing industry (if the raw mater1als nequlred are 1ncluded),,lwhereas;
branches with weak subcontracting potential (such as, for example, the- textile
and clothing. or the pharmaceuticals-: 1ndustr1es) hardly show more than 5 to-10
per -cent subcontractlng shares. The large ;enterprises active in.. thlst,_!fl_‘__eld
show . a- high tendency- towards vertical -industrial integration, 'whi - further
reduces . subcontractlng poss1b111t1es.‘; In .addition, the  Llocal-- services
utilised and other purchases can’ generally be: estimated at 3, o5 \per cent . of.
the annual turnover of the MNE. o s .

. The large differences in local content actually attained, from country to
country - (expressed  as: a percentage) are indicative for the rather -high
potent1a1 of quite.a number of NICs for further 1ndustr1a11sat10n in the field
of subcontracting alone. In general, it can, be presumed. tha_t branches:
intensive in . subcontracting, even under free _trade conditions, : will
independently ‘achieve a level of about 10 per cent local subcontracting over
time. However,; qualitative jumps are required to surpass this level, and. the
higher the 1level to be achieved, the greater the degree to which *local
subcontractors. will have to rely on foreign capital and foreign know-—how.:
Given a favourable general economic setting, regular annual subcontractmg«
share increases of between 3 and 5 per cent are, possible. s :

.~ The - subsidiaries . of multmatmnal enterprises  in the. newly
1ndustr1a11s1ng countries of  Asia and Latin America show the greatest
linkage- 1nten51ty with the local economy, whereas, in so far as the branches
under review were represented in Africa to any mentionable degree, these were
at the lower end of the scale. : . :

Trans-border subcontracting from other developing countries is still of
minor, albeit growing, importancn, particularly for the electronics branch.
But. even here, the corresponding procurements are generally limited  to . . the.
immediate ne1ghbour1ng States..and very spec1a11sed products. . - If 1mports .are-
essential, "preference is given to imports from industrialised countries,,
unless special circumstances - such as, .for examp'e, the GSP preference system
-.make it advantageous to 1mport from other Th1rd World. countr1es._,.. L e gt

Only the 1nteract1on of numerous factors allow an 1nvestment by an MNE 1n
a developing country to contribute a sustainable 1ndustr1a11sat10n process.,
Certain branches are . particularly well-suited -for. setting this process in,
motion, while other fields. of productlon remain comparatlvely detached from
their industrial environment. Important in this respect is the. rea11sat10n
that - 1nvestments effected . by foreign enterprises  for - individual
company-strategic and not developmental reasons can only then lead to, .a,
noticeable structural adjustment in the ‘host country extendlng beyond the
direct and indirect effects on employment and incomes if the host country
itself constantly endeavours to create the economic and socio-political
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framework necessary to achieve the desired 1level of industrialisation.
Assuming the existence of such a framework, multinational enterprises have
shown themselves willing and able, albeit in their own interests and for
primarily economic reasons, to contribute substantially towards solving the
difficulties and problems which emerge during the course of this process.

Support measures

We have seen that the economic policy setting in the respective host
country assumes an extremely decisive role with regard to the evolution of
subcontracting relations. From the point of view of the subcontractors,
however, such measures are mainly in the form of indirect support by making
the entry of foreign competitors to the domestic market more difficult.
Direct support by the government, on the other hand, was comparatively rare.
However, in cases where such support was granted, such as, for example, in the
Republic of Korea and Taiwan (China), it has proven extremely successful.

The situation is quite the reverse with regard to the relations between
the MNE and its subcontractors. It is precisely this lack of direct state
assistance and the fact that the MNE has no option but to co-operate with
local firms which results in a more or less intensive consultative and
supportive relationship between the MNE and its major domestic business
partners. The MNE, of course, does not act out of brotherly love, but assists
the firms in this way for quality and other reasons, i.e. because of its
economically based self-interest. The subcontractor, on the other hand,
benefits considerably in technological and general business management terms
without, in most cases, having to accept a foreign equity share or even a
complete take-over in return. This relationship, therefore, reveals
advantages on both sides, although the MNE alone bears the costs particularly
those for the consulting and assisting technical personnel, costs which are
thus part of the MNE's production costs.

The remarks which follow clearly show a number of fundamental structures
characterising the relationship between the MNEs and their subcontractors,
only marginal differences’ existing in most cases between individual branches.
In so far as possible, the interview findings will be commented on in a
summarised form, whereas the individual details are presented in the tabular
comparison (cf. sections 2(h) to 2(k) of table 2).

The special character of the food processing industry means that this
branch is more different than the other industrial branches studied. The
co-operation of MNEs in helping establish subcontracting businesses in the
food processing field has assumed a vital role, whereas otherwise similar
initiatives have only been of some importance in the vehicle assembly field.
The picture is similar with regard to co-operation in the fields of capacity
and production planning as well as assistance in the procurement of raw
materials and intermediate products. Finally, the difference becomes very
obvious in the field of general business organisation and administrative
support; this form of assistance 1is still very significant to the food
processing industry, whereas it is rarely extended or accepted by the other
branches under review. These marked variations are due, on the one hand, to
the characteristics of the respective Dbusiness partners, primarily
agricultural production units with a considerable need for agricultural
extension services and production-related co-ordination, and independent
industrial firms, on the other hand, where subcontracting in many cases does
not even represent the most significant part of their total production.

On the whole, the replies given by the MNEs regarding the assistance
provided comply with statements by the subcontractors on the assistance they
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have received. Together with. the provision of blueprints, which can be
regarded ‘as the single most essential @ precondition for production, ' and
co-operation in product design, technical support concéntrates on constant
supervision and individual consultation, production:process planning, and the
top priority assigned to. quality control measures. Support-: relating to
material and equipment (procurement of materials, provision of special tools
and machinery) 1is, relatively speaking, rarely offered or accepted, and
general administrative assistance is hardly provided at all. The same applies
to the various kinds of financial measures. Whereas, above all in Japan,
capital links between the contractor and his major subcontractors are typical
forms of co-operation, relations of this kind are generally uncommon in the
Third World. Liquidity support, in the form of prepayments: for orders ‘placed
or pre—financing of materials'and tools required, does have aicertain degree
of importance; if only among a minority of firms. |, The: subcontracters
primarily refer to the technical support provided by the MNEs:as satisfactory,
but not as very generous; only. a. minority:. f&lt that. this. sipport::is
insufficient. - ' SLETELVE L R RS ST I

‘With regard to the expansion:'of business relations .the subcontractors'
own- efforts have apparently béen the decisive factor; whilé recommendatiorns by
the MNES to other: potentia"l clients .at home and -abroad.have only played a
supplementary role. '~Subcontractors generally regard’ the chances for a further
expans1on of the1r bus1ness relatlonsl'ups as good ‘ : :

On the whole, ther’efore, ‘a. p1'cture ' emerges wh1ch .is very.:.uniform
throughout all the -brarches under review. The only measures which- are: of
paramount importance are those. transferring the know-how required: for - ~the
technical side of the production process and 'those relating to the quality
control of the manufactured products. = Although there .is undoubtedly:a: need
for further 'support even in.these areas and improvements. could be achieved:.via
closer co-operdtion,  the majority: of subcontractors were' satisfiéd with::the
support extended. A surprising fact is: that many of thé forms of. technical
support provided are only taken advantage of by a minority of subcontractors,
although there are differences from one country to the next. The background
to this apparent contradiction between the need for support @nd the use made
of support provided is the fact that many subcontractors are afraid. that
closér co-operation might endanger the independence of their own businesses,
an indépendénce which they wish to mdintain-at all costs. ~‘The high degree of
independence among the subcontractors, as confirmed by this study,’ underlines
the 51gn1f1cance of thlS busmess pollcy consxderatlon.

. X
poodoen oo RN
! '\

In so far as the various forms of support ment1oned were provxded these
have ‘primarily,  yet not: exclusively, been used :by subcontractors of- local
origin.. Apart from:the fact that domestic subcontractors are numerically in
the majority, the need-“for consulting :servieces' is understandably hnot:rso gréat
among firms of foreign origin. However, the MNEs prov1de their support to all'
busmess partners, regardless of thelr regional origin.: S .

Problemns: encountered

The fact ’chat the need for assistance 1is frequently greater than - the
extert to which use is made of. this assistance (or,  alternatively,-the fact
that the extent of assistance must-be increased) . is reflected in ‘the broad
spectrum ' 'of = problem areas characterising the ~relationship . between
subcontractors and ‘their major contractors and vice versa (cf. on thlS pomt
section 2(m) of table 2). , ‘ : : o . Ce k.

The iproblems experienced by multinational enterprises can be attributed
to. three . different levels: ' the first relates to the. nev :and, initia‘lly,-
unaccustomed infrastructure and socio-cultural environment facmg the MNEs in
8447d i



- 925 —

the host country; the second problem area relates to the central technical
and qualitative questions; and, finally, the third level encompasses those
difficulties which can be traced back to planning and management deficiencies
of subcontractors.

Interview findings indicate that, although infrastructure problems
occurred comparatively frequently at the start of activities in developing
countries, their significance diminished substantially over time. Spatial
distance from the subcontractors (only one aspect among many) is no longer
relevant in the context. Even problems relating to socio-cultural
communication and understanding never played a prominent role.

The main problem area, therefore, was — as one might have expected - the
technical side of business operations. Most shortcomings in this respect
concentrate on aspects of technical understanding and quality consciousness,
which include many related problems and questions. In view of the generally
lower standard of technology among subcontractors (in comparison with
conditions in industrialised countries), there was an appreciable degree of
uncertainty among the MNEs as regards the technical abilities of their
prospective business partners right from the very start. This not only
induced many MNEs to opt for as much in-plant production as possible, but also
often led to extremely tough quality controls resulting in a high percentage
of rejects. Lower quality and the none the less high prices of locally
manufactured products due to simple production techniques and inadequate
methods of quality control were the most frequent sources of worries for
MNEs. Particularly at the beginning of a newly established business
relationship, MNEs often found themselves confronted by a considerable lack of
technical understanding, even though it was explicitly remarked that in the
course of time subcontractors have exhibited a good and speedy ability to
learn.

The overwhelming majority of MNEs confirmed that there were marked
improvements in the course of their mutual co-operation; however, a qualified
minority, above all from the motor vehicle and food processing industries,
referred to continuing problems, made even more difficult by the frequent
personnel fluctuation in the field of subcontracting.

The unreliability of business partners with regard to meeting agreed
dates of delivery was just as important among the statements made by the MNEs
as the quality aspect. Just as subcentractors are often unable to live up to
their promises in the technical field, there appears to be a sometimes rather
lax attitude towards delivery dates: for many subcontractors the main aim is
to get the contract. Delayed deliveries, of course, have just as adverse an
effect on the production process as below-standard components which cannot be
used.

The replies given by the MNEs show that these problems have improved over
the years. However, the percentage of firms unable to confirm such an
improvement - ranging between 20 and 40 per cent depending on the individual
branch - was even higher than in the case of the critical quality aspect, for
which the corresponding percentage range (excluding the special case of the
food processing industry) was 6 to 30 per cent.

Costs and/or prices, quality problems and failure to meet agreed delivery
dates are, therefore, the main problems experienced by the MNEs in their
co-operation with subcontractors. These problems are primarily, yet not
exclusively, encountered in relations with subcontractors of local origin. In
so far as these problems also occurred with regard to firms of foreign origin,
they were much more clearly reduced over time than in the case of the domestic
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group. Only the motor vehicle industry also revealed a comparatzvely high
degree of dissatisfaction with subcontractors of forelgn orlgln..

The subcontractors also revealed three major problem areas in their
co-operation with multinational enterprises. The problems connected with the
subcontractors' own businesses relate to technical (product1on process,
quality), financial (equity capital resources, credit worthiness, liquidity)
and management aspects. ‘Complaints addressed to the government relate to the
often inadequate, or lack of, tariff protectzon and the lack of or 1nadequate
direct assistance measures. The main points of criticism facmg the MNEs
relate to pricing pressure, delayed payments and .excessively tough quality
criteria in regard to the products ordered. General communication problems of
an infrastructural or socio-economic nature are, on the other hand, according
to .the replies given, virtually non-existent. o

The most s1gn1f1cant problems in the relat1ons between the m\IEs and the
subcontractors are undoubtedly technical d1ff1cult1es regarding the productlon
process. Even though the subcontractors. themselves do admit difficulties in
this respect, their lack of emphasis: on: problems of thlS kind indicate a. less
critical attitude among subcontractors towards product quality and the need to
meet delivery.deadlines. A definite need, for add1t1onal ass1stance is. stated
on the other hand, with regard to the procurement of raw and 1ntermed1ate
materials required for productmn.‘ 'The often unsuccessful search for
adequately qualified personnel often has a negatlve effect on the technical
field and the delivery dates agreed upon. - In. cases where qualified personnel
is available in principle, these often.move. off into other branches after a
certain period, set up their own business or are even hired by mu1t1nat10nal
enterprises, which with their higher pay levels and better fringe beneflts are
always attractive. : ‘ :

In the financial field the frequent lack of adequate risk capital must be
emphasised, even though the majority of subcontractors did not regard this as
a- prlorlty problem  themselves. Due to thelr lack of bankable securltles,
smaller businesses often have d1ff1cu1t1es in obtam:ng long-term credlt on
reasonable terms. For th:s reason, relatives and friends often serve. as the'
most 1mportant sources of . capital and cred1t. The problems are sl1ghtly
different in the case of larger subcontractmg firms, since these firms tend
to finance most of their expansion via credits' (which are easier to secure on
account of their more substantial. assets) Their equ1ty base. is frequently
very -weak and the collapse of such firms 1s not rare. Moreover, the. MNEs: for
their part could also do more. to . ensure that such a. development does not
occur. With the MNEs in mind, subcontractors above all complain- about the
strictness of quallty control, the pricing pressure often exerted and the fact
that- delayed payments by major  contractors often exacerbates an . already
strained financial situation.

In general, the subcontractors see -no problems . in the - management field,
although there are exceptions. A decisive factor, however, is the 1nadequacy
of information confirmed at various levels, a great deal of which 1s, of
course, blamed :on management. There are complamts about  the 1nadequacy of
planning data, '.of information relatlng to potential markets and, in
particular, of information on new production techniques relevant to the
specific branch in question. There is no doubt that small- and medium-sized
subcontractors are particularly in need of support in these fields - whether
from the government or "the contractors themselves - espec1ally with regard to
the provision of technical equipment and capacity planning.

Although 'many of the above-mentioned difficulties can only be overcome
via a process of .learning by the subcontractors themselves, support by the
state and multinational enterprises could definitely contribute towards
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speeding up this process. When asked about the assistance still required from
the government or the contractor, there were clear points of emphasis. The
government could above all help the subcontractor in matters relating to
training, in obtaining information on new markets, and, financially, via
easier borrowing terms and preferential interest rates. The MNEs, on the
other hand, could provide more comprehensive information than they have done
up to now on the procurement of raw and intermediate materials, technical
matters, and the MNEs' own production and marketing planning.

The food processing industry:
A special case

In so far as this was possible, the food processing industry has been
taken into account during the rundown of company interview findings presented
so far, even though the special character of this branch has not allowed a
direct comparison with other sectors of industry in all cases. However, even
at the risk of repeating certain statements, the following section will once
again provide a brief summary of the findings relating to this branch of
industry.

Multinational enterprises play an important role in the food processing
industry of Third World countries. Their share of local food processing is.
generally estimated at 12 per cent. Although the MNEs pursue their own
company policies being a primarily economically oriented unit, they must - not
least on account of their size and significance - take many varying interests
and factors into consideration. In doing so, it often proves difficult to
harmonise the development policy objective of the host countries with the
respective company policy objectives. Although the MNEs have undoubtedly and
substantially contributed towards the development of the food processing
industry and the field of agricultural production in developing countries -
via the transfer of know-how, of foreign capital, the improvement of the local
population's food supply situation, and the opening up of overseas markets -
their size and their accompanying power means that they also find themselves
in an area of conflict with regard to the governments of developing countries
and the domestic food processing industries.

Up to now, hardly any analyses have been conducted on subcontracting
relations in the food processing industry of developing countries. The
analysis conducted within the framework of this study on the situation in the
Philippines and Malaysia led to the following findings:

Most of the multinational enterprises were resident in. their host
countries long before the latter become independent. The subcontractor firms,
on the other hand, were generally established after independence, and in many
cases the investment decision itself was directly linked with the existence of
the MNE, while there were no reverse relations of this kind. Whereas the
American subsidiaries of the MNEs interviewed were still on the whole fully
owned by the parent company, European MNEs favoured joint ventures with local
partners with the parent company holding a majority equity share. The
subcontractors (business partners) of the MNEs were in most cases owned by
domestic businessmen,  although foreign minority equity shares already played
an 1important role. The production by the subcontractors was almost
exclusively oriented towards the host country's domestic market, with the
exception of a small percentage of exports generally destined for neighbouring
countries. Both the MNEs and the subcontractors proved to be generally
satisfied with the development of their business relations and referred to a
steady upward trend. Great importance was attached to the host country's
economic policies with the import tariffs for foreign subcontracted supplies
playing a very important role. In addition, the economic policy pursued by
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the host country is regarded as decisive for. the business and thus investment
climate. .

As regards the nature, extent and duratlon of bu51ness relatlons, 1t was
confirmed that both the MNEs and their- subcontractors prefer co-operation on a
longer—term basis, at the same time seeking possibilities to dlver31fy_ to
reduce the risk of any one-handed dependence. Short-term business .relations
only exist in the field of procurement/supply of agricultural raw materials,
since agricultural production is often subject to seasonal fluctuations.
Multinational enterprises generally purchase agricultural raw materials, and
these primarily from small-holder enterprises (in so far as, the. products
purchased are not plantation products such as palm 0il or plneapples ‘O in
cases where the MNEs have their own plantations). Other 1mportant products
purchased are all kinds of packaging material as well as services {(tramsport
and advertlslng) Co-packing, on theﬁother ‘hand, : only. exists to  a,limited
extent” as ..opposed. to the situation. in -industrialjsed countries; :the
multinational enterprises prefer..to carry out the various. processing stages
for their products in'. their own; manufacturlng plants. Alongside intermediate
products such.-as. processed palm- 011 cocoa,. flour, .sugar and dairy  produce,
subcontractlng by business partners 1in the industrial field, therefore,
pr1mar11y includes packag1ng material,

In 11ne with the generally good business relat1ons conf1rmed by both
s1des, the MNEs alsq‘prov1de their business partners with a certain amount- of
assistance, which;: however, .is not very significant and rarely demanded by
most of the industrial ,subcontractor firms. In the cases where support is
extended, it is mainly in, the form of business-organisational assistance and
consulting services of a technical nature. (quality control). More frequent
technical assistance is only granted to subcontractors in the field of
agr1cu1tural production (agr1cu1tura1 extension services). : S i O

: The magorlty' of - subcontractors saw no problem w1th regard. to mutual
business relations (problems relating to the fields of commun:cat;qn,
financing, production techniques and management -as well as adequate access.to
information). The only problems mentioned were communication problems of a
technical nature. In the opinion of the multinational enterprises, on: the
other hand, problems still exist as a result of the poor technical
infrastructure, with regard to the regular procurement of raw materials, and
regarding the quality of the products supplies. :

V. FUTURE PROSPECTS

- . .This analysis did not set out to, take a comprehensive quantitative .lpok
at the contribution. :of mult1nat10na1 .- enterprises .. towards. . industrial
development in.-the, Thlrd World - In order to obtain representative results, it
would not only have been mnecessary to conduct such an, ipvestigation on a :much
narrower regional and sectoral basis, but: it would have also involved surveys
and 1nterv1ews S0 extensive that they would have gone beyond -the scope of what
was. poss1b1e in this.study. . ... . ,y‘ ‘ i Lo o o TR
A N
The selectlon of enterprlses, the nature of the questlons asked and the

add1t10na1 11terature consulted, therefore,‘ primarily.. concentrated on the
qua11tat1ve .aspect. Pllorlty was given to the direct and indirect structural
effects < of multinational  enterprises on industrialisation: im . the - host,
countries. Answers were sought for the following questions: :
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- Which branches or sub-branches are on account of their production
structure characterised by a particularly high or relatively low amount
of subcontracting and thus structural adjustment potential?

- To what extent and under which conditions has this potential been
utilised up to now in the countries studied (which can be regarded as
representative for all developing and newly industrialising countries)?

- Which qualitative level of domestic subcontracting was attained in this
process and, if assistance was provided, what kind?

- What kind of relations have evolved between domestic contractual
partners, what were - or still are - the problems associated with
co-operation, and which economic policy and company policy approaches
have shown themselves to be useful for the future?

Of the multitude of findings - all of which will not be listed here again
- the following can be emphasised:

- In most cases, investments by multinational enterprises have only been
able to have a positive effect on structural development when combined
with economic policy measures established by the host country. Contrary
to the situation in industrialised countries, in the Third World market

forces alone are not generally able to lead independently - as a
consequence of an investment - to similarly positive structural
developments.

- Whereas the potential volume of subcontracting depends mainly on the
product involved, the degree of inter-industrial integration actually
achieved is dependent on the level of technology reached and the skills
of the local labour force. The existing level of subcontracting falls
short of its theoretical potential as long as the overall framework is
not available.

- In absolute terms, the full level has only been reached in a few isolated
cases. In at least two-thirds of cases studied, especially in those
fields characterised by intensive subcontracting (above all involving
final assembly work) possibilities are seen for a further expansion of
domestic inter-industrial 1linkages. However, any further increment in
the level of technology, which would bring about a general extension of
subcontracting opportunities, stil® depends on the transfer of technology
from abroad, not only at the final stage of production, but also in the
subcontracting field.

- Without external assistance, potential domestic subcontractors are
usually not in a position to meet the rising requirements of increased
subcontracting opportunities. Governments up to now have in most cases
limited their assistance to indirect support in the form of creatinz a
subcontractor-friendly policy framework. Multinational enterprises, on
the other hand, have provided both immediate and direct assistance,
albeit generally within the obvious framework of their own self-interests.

Most of the analyses dealing with the direct impact on employment of
foreign direct investments in the Third World have not been able to confirm
any substantial contribution towards the reduction of the generally high
unemployment and underemployment levels. Even if the indirect creation of
jobs in the upstream and downstream sectors of the economy are included, most
cases only reveal effects which are 50 per ceant or at most 100 per cent
greater than the direct effects on employment.
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However, the overall structural contribution of foreign direct investment
towards economic development is of course much greater than :just the effect on
employment. Investments in branches with heavy: subcontracting: demonstrate a
high degree of integration in the host economy. They do not lead to isolated
islands of growth within the framework of: an-economy marked- by increasingly
dualistic structures, but on the..contrazy result in the broad creation of
intensive industrial interaction..: Although 'this process is accompanied by
inevitable frictions, it is also accompanied by the positive effects of
improved 'structural development. - This process, which could not have been set
in motion without foreign capital and know-how, has. already emerged in the
more advanced newly industrialising countries in a sustainable pattern of
industrial growth. =" ‘ L ' e

Three ways of possibly speeding :up this: proceSsL,and. 1ncrea31ng the
benefit of foreign investment: for the host:.country :should not:be overlooked.
In many countries, for example, direct government assistance seems necessary
above and 'beyond the already existing framework:if.-domestic subcontractors are
to become more reliable and resilient and;::above all,. if :the: frequent
single-stage subcontractlng with its low level of inter-industrial linkages is
to ‘bevovercome. . This will include.dll measures -designed to reduce -or remove
-thefhandiCap‘ofvunequaTm"takeedﬁﬁﬁﬁconditioﬁs;fonventenprisesqpf_domestic and
foreign® originii, Secondly, méaSures should : be:-considered which, .act as an
incentive for 'multinational.: enterprises to. assist - local subcontractors more
actively than they have 'done up to mnow,. assistance.which should-extend beyond
the ' company's. ‘own; specificd: self-interest... . Finally, '.the. host ..country
government should introduce a more sector-specific character ..to. the
subcontracting promotion measures aimed, on the one hand, ‘at  maximum
utilisation. of the product-specific 'subc¢ontracting potential of multinationals
and, on the other hand, at minimising the adverse effects (for. example,
employment dlsplacement) 1n trad1t10na1 fields of economic act1v1ty.«

"It \must be remembered fthat in. the case of all the statements and
recommendations made here there can be no global universally valid or absolute
form of industrial structure; individual country-specific characteristics
will always play an important: part.. For the same reason, there can be no
‘Universally valid standard model for the structure of subcontracting:. Each
country must create the subcontracting structure best suited to its economic
abilities and obJectlves and in accordance w1th ex1st1ng economic and: social
condltlons. : -
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APPENDIX A

Detailed table of contents of the original German book¥*

Page
A, Aim, methodology and structure of the analysis .....eeeveen.. ceaea 15
B. Chances and problems of inter-industrial linkages — An overview .. 21
I. Definition and delimitation of subcontracting and industrial
1inkages ..coeeae. ceeaas e s ecsiesseenaancsaettsenenas ceeseaas 21
II. Advantages and disadvantages of subcontracting for the
enterprises CONCerned .....ieeeeceesssescascoasnsennnnnns ceae 25 -
III. Preconditions and possibilities of inter-industrial linkages
in the Third World - A problem-oriented SUMMAYY ......ccee... 30
IV. Typical economicC POliCy MEASUTeS ..eieevseseocnnnannnnns ceesn 36
1. National and regional differences in promotion .......... 36
2. Promotional measures — ADR OVEIVIEW .iieieesrnceronanannns 38
€. Current state of country- and sector-specific research towards
subcontracting in developing countries ...... csecieeneans Ceeesenins 47
I. Global comparisons of countries and SECLOTrS .....iceevsenceenn 48
II. Individual research results of countries, sectors and
COMpPanies ...eeececceans e eeieetesicsaaaes eeaeseees Ceeseeaas 52
III. Country-specific analyses of indirect employment effects .... 58
IV. Results and open questions ........ Cetseseeaaa teetsecaceaans 62
D. Empirical analysis of the development of subcontracting and
inter-company relations in selected industrial branches .......... 65
I. Introductory remarks .....c.ceiieeeevonncenanas Ceesssssacsean 65
II. Motor vehicle INdUSELY ..iviriiiinnieieennasenansennnnnennns .. 67
1. Survey of literature and country-specific details ..... .e 67
2. Results of the company survey ....... ceiaeeeaaaas ceaeans . 81
(a) Introductory remarks .........eeveun. e eetieaeaneeas . 81
(b) Structural data of the companies questioned ........ . 83

* Multinationale Unternehem und Zulieferindustrien in der Dritten Welt:
Ihr Beitrag zum Aufbau einer intercdependenten Industriestruktur (Frankfurt,
Campus Verlag, 1985).
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APPENDIX B
Tables (detailed interview results)

Al

All: Automobile industry

El

Ell: Electrical industry
Ml - M10: Machinery and precision instruments

Fl1 - F9: Food processing industry
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AUTOMOBILE INDUSTRY

Table A 3: Structural Characteristics and Volume of Subcontracted Supplies

8) MULTINATIONALS

Questions

Answers

Type of subcontractors

« Our subcontractors can be characterized
as

Number, location and origin of sub-
contractors

- The number of our domestic subcontrac-
tors is in the range of

- Our domestic subcontractors are located
at a distance of .

- The share of our subcontractors in the
host country is of

- The share of our lo major subcontractors
in our total subcontracted volume is
in the range of @70%

Share of subcontracted supplies

.= The share of subcontracted supplies

in total production was in the
range of p29¢2

- The share of subcontracted supplies

in total material inputs was in -
the range of §4a3 %

b) SUBCONTRACTORS

Questions

industrial firms: works hops : homeworkers etc.:
P84 g14 % g2s%

up to 30: 12 comp. > 30~loo0: lo comp. Z loo: 8 comp.

30 km: 60 % 3o-100 km: 26 % > loo km: 14 %

domestic origin: 3o0-60 % (13 comp.} 70-loo % (16 comp.) @ 66 %
oreign origin: ©0-30 % (17 comp.) 4o- 90 % (12 comp.) P 34 %

70-1o0 %: 19 comp. d0-60 %: 5 comp. lo-20 %: 2 comp.
5-15 %: 8 comp. 20-35 %: 11 comp. 235 %: 9 comp.
1o-20 %: 9 comp. 30-50 %: 8 comp. 60-100 %: 6 comp.

Main production processes employed:

‘Vis_ no
- Foundry / casting ......... teecessecscsssasecsanacsnscnnnne .. 3 11
- Metal cutting / tool BAKING ..uviinrenierieeeninneennennnns 11 3
- Heat treatment .........cc0vvee.e cereoaes eeseecestncanee 9 5
- Solid metal forming ........ cersanssecans tesenessene 3 11
~ Sheet metal forming ......ccvieiieencrcnnneccncenns teseassanens 6 8
- Surface treatment .............. teceesseccnene tesens cetessennna 8 6
- Plastic processing 0 14
- Joining technique (simple assemblies) ......... cessescrecseanan 11 3
-~ Packaging .....cecviiiennnnnnnn. ceeseaens ceescsssscsnessneanna .. 4 1o
= Other (e.g. welding) ............ tetiecssscnsetenianana teereaans 4 lo
Production Facilities
- Our tools and machinery are mostly owned by us ........ veesanes 14 o
~ We work on the basis of our own blueprints .........cevvvnnn... 9 5
- We have our own research and development department ........... 5 9
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AUTOMOBILE INDUSTRY

Table A 5: Development and future prospects of Subcontracting

a) MULTINATIONALS

Questions . Answers

- In recent years the importance of our
subcontracting relationships in the

host country has increased: 28 remained unchanged: 2 declined: o
- We are interested in a further expansion ‘

of our subcontracting relationships yes: 24 no: 6

and anticipate in this respect - good: 16 not so good: 9 chances

- Access to information regarding the
local subcontracting potential is,

in our view, good: 11 sufficient: 15 bad: 4

b) SUBCONTRACTORS

Questions Answers

-~ In recent years, the importance
of our subcontracting relationships

with our main contractor(s) has increased: 6 remained unchanged: 5 declined: 3

- In general, our overall business has
developed satisfactorily: 1o less satisfactorily: 4

- The relationship with our main con-
tractor(s) can be regarded as

being: frequently rarely
- helpful and friendly 8 . ' °
- striktly business-1ike 11 o
- from time to time rather tough B 3 ‘ o

- Over time, these relationships have -

developed satisfactorily: 14 Jess satisfactorily: o
- Access to information regarding

further subcontracting possibilities )

is, in our view ‘ good: 4 sufficient: 4 bad: 5
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AUTOMOBILE INDUSTRY

Table A 6: Type of Contracts and Price Determination

a) MULTINATIONALS

Questions

Answers

Type of contract with subcontractors frequently rarely/not at all
The following types of contract are used by us in collaborat-
ing with our subcontractors
- Short-term limited ad-hoc-contracts as needed 6 24
- General annual contracts stating approx. demand;
monthly orders according to actual need 26 4
~ Annual contracts guaranteeing the purchase of a certain ,
quantity : 1 29
- Long-term (multi-year) contracts 5 25
Price determination
- The prices of supplied products are determined by the ‘
market o 11 19
- The prices are determined by negotiation with the business
partner 3o 0
- Price negotiations with the business partner are difficult 7 23
b) SUBCONTRACTORS
Questions Answers
Type of contracts with contractors frequently rarely
- In general, the contracts concerning our subcontracting
relationships can be characterized as:
- Short-term limited ad-hoc-contracts according to the
needs of the contractor 5 6
- General annual contracts stating approx. demand; monthly
orders according to actual need 1 1
- Annual contracts guaranteeing the purchase of a certain
quantity 2 2
- Long-term (multi-year) general contracts 1 2
Price determination »
- The prices for our subcontracted products are usually '
determined : )
- by the market 4 4
-~ by negotiations with the contractor - 12 0

- We regard the prices agreed upon as

- We are obliged to keep large inventories of relevant
products

tolerable: lo

frequenilz: 6

too Tow: 6

much too low: o

rarely: 8
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AUTOMOBILE INDUSTRY

Table A B: Influence of the Host Country's Economic Policy

a) MULTINATIONALS

Questions

Answers

The host country's economic. pdhcy ‘had a major ih-
fluence on the development of loca] subcontracting

yes: 3o

relationships ~ no: o
1f yes: the pohcy s prov1swns relevant to our com- ‘
pany consisted in relevant less relevant or not relevant
- the governmental prescription of certain local-

content-percentages ' 25 5
- high import duties on subcontract'mg require- )

ments , 27 3
- the reservation of certain industrial activities

for purely domestic firms 20 9
- the deternnnatwn of certa‘m products/parts to be

purchased domestically ; 26 =3
b) SUBCONTRACTORS
Questions Ansuers

yes no

- Assistance by an extension service promoting

industrial development 4 9
- Provision of fipancia] aid at preferential terms 2 Al
- Provision of training facﬂities 4 ‘9
- Procurement of information on business

possibwht’nes 7 C 6
- Reservation of certain 'Industr'ia'l act1v1t1es

for domestic firms of national origin 4 9
- Determination of certain products/parts to be .

purchased domeshcaﬂy 7 "6
- Other governmental assistance 0

13



AUTOMOBILE INDUSTRY

Table A 9: Support of the Multinationals extended to Subcontractors, as seen by the Contractor

Questions

Ans wers

Yechnical support and decision aid

- Development of -initiatives in establishing subcontracting
enterprises

- Cooperation-in capacity- and production-planning of the
subcontractors

- Consulting on the technical organization and the
purchasing of machinery

< Supply of blueprints
- Supply of (used) machinery
- Supply of (special) tools

- Assistance in the procurement of raw materials and inter-
mediate products

= Other technical support

These types of support were granted
- to business partners of domestic origin only

- also to business partners of foreign origin (located in
the host country)

Transfer of business/organizational know-how incl. training

General business-organizational assistance

Support for accounting and book-keeping

Business management assistance

Technical management assistance

Support in technical production and quality control
These types of support were granted

- to business partners of domestic origin only

- also to business partners of foreign origin (located in the
host country)

Financial assistance

Contribution to the risk-capital of the subcontractor

Granting of repayable loans at usual commercial rates

Granting of repayable loans on concessional terms

Giving of non-repayable financial grants

Pre-financing of materials, tools, facilities, etc.

Pre-payment of orders placed

Other financial support
These types of support were granted
~ to business partners of domestic origin only

- 81so to business partners of foreign origin (located in the
host country)

frequently rarely/not at all
8 22
13 17
4 . 26
24 6
3 27
8 22
4 26
14 16
21 9
13 17
1 29
2 28
2 28
8 22
20 lo
19 11
-7 23
] 30
1 29
° 3o
0 30
5 25
4 26
0 30
4 26
3 27



AUTOMOBILE INDUSTRY

Table A lo: Support of the Multinationals as seen by the Subcontractors

Questions Answers

General Assistance ‘ ' yes ' no

- Our main contractor(s) promoted the establishment
of our business ‘ 2 12

- Without the investment of our present main con-
tractor(s), our businéss would not have been
established 4 ‘ lo

Assistance of contractor(s) to extend and diversify ‘ . o .
our activities N

- Qur main contractor(s) assist us in extending

and diversifying our business 6 7
- by recommending us to other potential clients 3 lo
- by supporting the direct marketing of our pro- )
ducts 1 12
- by assisting us in diversifying our production
programme 4 9
~ We have so far been successful in diversifying
~ our production programme 11 o 2
- our marketing outlets lo ' 3
- We are interestedr in a further expansion of our ) )
subcontracting relationships 11 2
= The chances we see are good: 9 not so good: 4
Technical assistance of main contractor(s) in the frequently rarely/not at all
tield of ) . )
- Technical organization and management o 14
- Production- and capacity planning 1 13
- Procurement and/or supply of raw materials 2 12
- Provision of (special) tools and/or machinery 2 12
- Provision of blueprints 12 2
= Production process- and quality control 6 ’ 8 -
- Other technical support 0 - 14
- We regard the technical assistance Qranted to very satis- in- '
us by the contractor(s) as generous: o ‘Yactory: 8 SuFficient: 2
:dm;‘gis}rative and financial assistance in the frequently . rarely/not at 211
TeTd o ‘ , — § — e 3
- Administration, organization, management o S ' SR
- Accounting and book-keeping ‘ o , . 14
- Granting of repayable loans at usual com- ) )} R
wmercial rates - 0 1a
- Granting repayable laons on concessional terms 0 14
- Giving non-repayable financial grants o 14
- Pre-financing of raw materials, tools, facilities,
etc. o . 14
- Pre-payment of orders placed 3 o 11

Other administrative or financial support (] ' 14



AUTOMOBILE INDUSTRY

Table A 11: Main Problems encountered and Additional Assistance needed

a) MULTINATIONALS

Questions

Answers

-~ Other problems

frequently rarely/not at all the problems have diminished as expected
Yes o
- Problems caused by inadequate
technical infrastructure 15 15 14 7
- Socio-cultural communication pro-
blems (language, technical under-
standing, quality consciousness
etc.) 13 17 13 ‘ 7
- Problems caused by the spatial
distance from the business partner 3 27 11 3
- Quality deficiencies/failure to
meet standard specification 21 9 17 8
~ Failure to meet date of delivery 20 lo 16 lo
These problems occurred
- only with subcontractors of
domestic origin 19 11 11 11
- also with subcontractors of
foreign origin 8 22 12 7
" b) SUBCONTRACTORS
Questions Answers
In the cooperation with our contrac- frequently rarely additional assistance needed by
tors we experienced the following government contractor
problems:
- Communication problems of a tech-
nical nature (transport, tele-
phone, telex, etc.) 2 12 - -
- Communication problems of a socio-
cultural nature (language, habits
and customs, etc.) 2 12 - -
- Problems caused by the spatial
distance from the contractor 2 12 - -
- Financial constraints due to:
- inadequate equity (risk capital) 4 1o - -
- difficulties in obtaining credits 4 lo 2 -
- delayed payments of contractors 7 7 - -
- Problems to meet quality and stan-
dard specifications as prescribed .
by the contractor 4 1o 1 1
- Difficulties to meet agreed date of
delivery 4 lo - 2
~ Technical problems regarding the pro-
duction process 4 lo - 2
- Problems in obtaining the necessary raw
and auxiliary materials 8 6 4 5
~ Problems to find adequately qualified
personnel 11 3 7 2
- General management problems 2 12 -
- Problems because of inadequate infor- -
mation on:
- medium-and long-term production
planning 4 1o - 1
- potential markets (domestic and/or
overseas) 5 9 3 -
~ new production techniques and pro-
cesses 7 1 6
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ELECTRICAL INDUSTRY

Table £ 3: Structural Characteristics and Volume of Subcontracted Supplies

2) MULTINATIONALS

Questions Answers

Type of subcontractors

- Our subcontractors can be characterized industrial firms:
as pBoY

Number, location and origin of sub-
contractors

- The number of our domestic subcontrac-
tors is in the range of

- Our domestic subcontractors are located

at a distance of 30 km: D 46 ¥

- The share of our subcontractors in the domestic origin:
host country is of oreign origin:

- The share of our lo major subcontractors
in our total subcontracted volume is
in the range of @70 % 70-100 %: 23 comp.

Share of subcontracted supplies

- The share of subcontracted supplies
in total production was in the
range of P20% 5-15 %:15 comp.

- The share of subcontracted supplies
in total material inputs was in
the range of

Paoy 1o-20 %:11-comp.

b) SUBCONTRACTORS

Questionbs

up to 30: 25 comp.

P19 %

30-100 km: P 32 %

0-60 % (14 comp.).
0-30 % (27 comp.)

30-60 %:19 comp.

20-35 %: 14 comp.

30-50 %:12 comp.

Answers

’>30‘eloo: 5 comp. :_':'i

homeworkers etc.:

g1y

2 loo:11 comp.

“» loo km: B 22 %

70-100 %_(;f,é? comp.) @ 65%
40-loo % (14 comp.) @ 35%

" 10-20 %: 2 comp.

. 235 %: 5 comp.

$o-100 % 1o comp.

Main production processes employed:

- Foundry / casiiﬁg
- Metal cutting / tool nnk‘lng cesescstcancasersserensenterensarns
= Heat treatment ....i...iceercecorcevioasceccenescscrancconsnoes
- Solid metal foming .

- Sheet metal forming .....
- Surface treatment ceesssenans B P
= P1astic ProcesSing .civeeeocesceccencascnsass
- Joining technique (smp]e assembHes) .....

~ Packaging .

~ Other (e.g. we]dmg)

Production Facilities

- Our tools and inachihér‘y are ‘mostly: owned by US wvenenneiinnennt
- We work on the basis of our own blieprints .........cc.eseenen.
~ We have our own research and development departient ...........

1

I RN R R N RN I R S A

Yes ho
2 3
4 1
5 0
1 4
3 2
4. 1
1 4
4 1
2 3
o 5

o
3 2
1 4
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ELECTRICAL INDUSTRY

Table E 5: Development and future prospects of Subcontracting

a) MULTINATIONALS

Questions ' Answers

- In recent years the importance of our
subcontracting relationships in the

host country has increased: 31 remained unchanged: 1o ‘declined: o
- We are interested in a further expansion

of our subcontracting relationships yes: 38 no: 2

and anticipate in this respect good: 32 not so good: 7 chances
- Access to information regarding the '

local subcontracting potential is,

in our view, good: 23 sufficient: 12 bad: 6
b) SUBCONTRACTORS
Questions Answers
- In recent years, the importance

of our subcontracting relationships

with our main contractor(s) has increased: 3 remained unchanged: 1 declined: 1
- In general, our overall business has .

developed satisfactorily: 4 less satisfactorily: 1
~ The -relationship with our main con-

tractor(s) can be regarded as

being: . frequently raret

- helpful and friendly 2 0

- striktly business-like ' 4 ) 0

- from time to time rather tough 1 : > o
- Over time, these relationships have o

developed satisfactorily: 5 - less satisfactorily: o

- Accéss to information regarding ‘
further subcontracting possibilities . . .
is, in our view good: 2 sufficient: 2 bad: 1



ELECTRICAL INDUSTRY

Table E 6: Type of Contracts and Price Determination

a) MULTINATIONALS

Questions

Answers’

Type of contract with subcontractors

The following types of contract are used by us in collaborat-
ing with our subcontractors

- Short-term limited ad-hoc-contracts as needed

- General annual contracts stating approx. demand;
monthly orders according to actual need

- Annual contracts guaranteeing the purchase of a certain
quantity

- Long-term (multi-year) contracts

Price determination

- The prices of supplied products are determined by the
market

- The prices are determined by negotiation with the business
partner

- Price negotiations with the business partner are difficult

b) SUBCONTRACTORS

Questions

frequently rare]&/not at all

21 ‘ 1€

32 8

5 36

° 41
21 20
38 3

14 _ 27

Answers

Type of contracts with contractors

- In general, the contracts concerning our subcontracting
relationships can be characterized as:

- Short-term limited ad-hoc-contracts according to the
needs of the contractor

- General annual contracts stating approx. demand; monthly
orders according to actual need

- Annual contracts guaranteeing the purchase of 2 certain
quantity

- Long-term (multi-year) general contracts

Price determination

~ The prices for our subcontracted products are usually
determined

- by the market
- by negotiations with the contractor
- We regard the prices agreed upon 2as

- We are obliged to keep large inventories of relevant
products

frequently rarely
2 3
4 1
o 3
° 3
3 . 0
2 ) 3
tolerable: 4 too low: 2 much too low: ©

frequently: 1 rarely: 4
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ELECTRICAL INDUSTRY

Yable £ 8: Influence of the Host Country's Economic Policy

a) MULTINATIONALS

Questions

Answers

The host country's economic policy had a major in-
fluence on the development of local subcontracting
relationships

yes: 31

ho: lo

1f yes: the policy's provisions relevant to our com- .
pany consisted in relevant less relevant or not relevant
- the governmental prescription of certain local-

content-percentages 27 14
= high import duties on subcontracting require-

ments 20 20
= the reservation of certain industrial activities

for purely domestic firms 16 25
'~ the determination of certain products/parts to be

purchased domestically 23 18
b) SUBCONTRACTORS
Questions Answers

yes no

- Assistance by an extension service promoting

industrial development 2
- Provision of financial aid at preferential terms 2 3
- Provision of training facilities 1 4
= Procurement of information on business

possibilities 2 3
- Reservation of certain industrial activities

for domestic firms of national origin 0 5
- Determination of certain products/parts to be

purchased domestically . 3 2
- Other governmental assistance 5



ELECTRICAL INDUSTRY

Table E 9: Support of the Multinationals extended to Subcontractors, as seen by the Contractor

Questions Answers
Technical support and decision aid frequentl_;/ rare'iy/not at all
- Development of initiatives in establishing subcontracting ' | - A Ty
enterprises 6 35
- Cooperatior{ in capacity- and production-planning of the
subcontractors 8 33
- Consulting on the technical organization and the - - .
.purchasing of machinery. . .9 32
- Supply of blueprints 34 7
~ Supply of (used) machinery B 46
- Supply of (special) tools .. e T 20 ‘21
- Assistance in the procurement of raw materu‘ls and inter- )
nedute products ] - 13 Pt .28
- Other technical support - B 1 30
These types of support were granted
- to business partners of domestic origin only 31 o ,19 ;
- also to business partners of foreign origin (located in ‘ S o

the host country) 12 29

Transfer of business/organizational know-how incl. training

- General business-organizational assistance N1 80 g

- Support for accounting and book-keeping o 4]
- Business management assistance 1 40
- Technical management assistance 13 28
- Support in technical production and quality control 32 9
These types of support were granted
- to business partners of domestic origin only 31 1o
- also to business partners of fore‘lgn or‘lgin (‘Iocated 1n the

host ‘country)- ' 7 34

Financial assistance

- Contribution: to the risk-capital of the subcontractor ° o 41 o
- Granting of repayable loans at usual commercial rates . .0 SRSRTHIE T ) B

- Granting of repayable loans on concessional terms 0 ser s 81 sy kel
- Giving of non-repayable financial grant; % TR - 4o

- Pre-financing of materials, tools, fac‘l;f'lties, etc. 8 33

- Pre-payment of orders placed ‘ BUTIN o s 30

- Other f‘lnancjal support . . o . PPN 51 .

These types of support were granted
- to business partners of domestic origin only 18 R ‘2'7

- also to business partners of foreign origin (Tocated in the
host country) 4 37



ELECTRICAL INDUSTRY

Table E lo0: Support of the Multinationals as seen by the Subcontractors

Questions

Answers

General Assistance

- Our main contractor(s) promoted the establishment
of our business

- Without the investment of our present main con-
tractor(s), our business would not have been
established

Assistance of contractor(s) to extend and diversify
our activities

- Our m2in contractor(s) assist us in extending
and diversifying our business

- by recommending us to other potential clients

- by supporting the direct marketing of our pro-
ducts

- by assisting us in diversifying our production
programme

- We have so far been successful in diversifying
- our production programme
- our marketing outlets

- We are interested in a further expansion of our
subcontracting relationships

-~ The chances we see are

Technical assistance of main contractor(s) in the
ield o

- Technical organization and management

Production- and capacity planning

Procurement and/or supply of raw materials

Provision of (special) tools and/or machinery

Provision of blueprints ‘

Production process- and quality control

Other technical support

~ We regard the technical assistance granted to
us by the contractor(s) as

Administrative and financial assistance in the
field of

- Administration, organization, management
- Accounting and book-keeping

- Granting of repayable. loans at usual com-
mercial rates

- Granting repayable laons on concessional terms
- Giving non-repayable financial grants

- Pre-financing of raw materials, tools, facilities,
etc.

- Pre-payment of orders placed
-~ Other administrative or financial support

[
not so good: 1

rarely/not at all

5
5
5
3
2
2
5
satis- in-
Factory: 2 Sufficient: 1

rarely/not at all




ELECTRICAL INDUSTRY

Table E 11: Main Problems encountered and Additional Assistance needed

a) MULTINATIONALS ) e je

Questions Answers

frequently rarely/not at all the problems have diminishéd Las‘.exp'ectea‘
Yes R

- Problems caused by inadequate . o
technical infrastructure 12 29 Lo 19

- Socio-cultural communication pro-
blems (language, technical under- T R
standing, quality consciousness e b

etc.) 8 33 16 1 GOy
- Problems caused by the spatial
distance from the business partner 2 39 PG e i g
- Quality deficiencies/failure to e
meet standard specification 23 18 P 26 o 8
- Failure to meet date of delivery . 2 18 22 I
These problems occurred ol on e pe
- only with subcontractors of . : i TR e .
domestic origin 24 .8 16 3.
- also with subcontractors of Lo S S Er P
foreign origin 8 16 13 I D
i
b) SUBCONTRACTORS e
Questions Answers e W e
In the cooperation with our contrac- freguently - -  rarely ' additional assistance .needed: by :
tors we experienced the following government contractor
problems: o ‘ S o
- Communication problems of a tech- e e e e T
nical nature (transport, tele-
phone, telex, etc.) Q 5 - T
- Communication problems of a socio-
cultural nature (language, habits N
and customs, etc.) o 5 - C ‘ -
« Problems caused by the spatial = T e
distance from the contractor ° 5 - L "
- Financial constraints due to: , o
- inadequate equity (risk capital) 1 4 - -
- difficulties in obtaining credits 2 3 l -
- delayed payments of-contractpré, 2 ] ‘ 3 - -
- Problems to meet quality and stan-
dard specifications as prescribed
by the contractor ) [¢] 5 - 1
- Difficulties .to meet agreed ‘date of ‘ ) ERILNE e T e T
delivery . 2 3 - 1.
- Technical problems regarding the pro- . g R -
duction process . 1 _ 4 - 2.
- Problems in obtaining the necessary raw L I A~
and auxiliary materials 3 2 o AR S
- Problems to find adequately qualified . o
personnel 2 3o 2n e
- General management problems 1 ’ 4 de R S
- Problems because of inadequate infor- : K o S R R
mation on: ﬂ e
- medium-and long-term production S A
planning 3 3 : 2 . — ;4 \
- potential markets (domestic and/or
overseas) 3 2 2 1
- new production techniques and pro- .
cesses 3 2 - 3

~ Other problems ‘ 0 0 - . -



MACHINERY AND PRECISION INSTRUMENTS

Table M 1: General Data of the Companies Questioned!)

a) MULTINATIONALS

Questions Answers

- Our company is fully owned by the foreign

parent yes: lo no: 13
- Our company is a joint venture of the

foreign parent with majority equity share: 9 minority equity share: 4
- The domestic partner belongs to the private sector: 12 public sector: 1
- Our total employment is in the range of 100-300: 11 comp. 300-1006: 5 comp. >looo: 7 comp.

i - Our export share in total sales is in )
‘ the ragge of o~ 1o %: 11 comp. Dlo-50 %: 4 comp. >S50 %: 9 comp.

MACHINERY AND PRECISION INSTRUMENTS

Table M 2: Significance of Subcontracting Potential for the original Investment Decision

' a) MULTINATIONALS

Questions Answers
- Our investment decision was made independently of the local XE5 ne
subcontracting potential 20 4
{ - At the time of our investment important business partners
! were already located in the host country 12 12
[ - At the time of our investment decision important business
: partners were already investing in the host country 9 14
‘; ~ At a later time, but in connection with our investment de-
i cision, important business partners also invested in the
“ host country 9 15
" - In our investment decision the above considerations deci~ moderately minor role/
played a sive role: 2 important role: 11  no role: 11

1) The figu;ez in the table refer to the number of companies answering to the specific question, unless other-
wise stated. ‘



MACHINERY AND PRECISION INSTRUMENTS

Table M 3: Structural Characteristics and Volume of Subcontracted Supplies

8) MULTINATIONALS

Questions

Answers

Type of subcontractors

~ Our subcontractors can be characterized
as

Number, location and origin of.sub-
contractors

- The number of our domestic subcontrac-
tors is in the range of

- Our domestic subcontractors are located
at a distance of

-~ The share of our subcontractors in the
host country is of

- The share of our lo major subcontractors
in our total subcontracted volume is
in the range of P 65%

Share of subcontracted supplies

- The share of subcontracted supplies
in total production was in the 0 .
23

range of

- The share of subcontracted supplies
in total material inputs was in
the range of P42

MACHINERY AND PRECISION INSTRUMENTS

industrial firms: @ 76 %

up to 30: 8 comp.

3o km: 47 %

domestic origin: 20-60 %: 7 comp.; 70-loo %: 16 comp.
’foreign or1'g1in: 0-30 %:16 comp.; 4o~ 80 %: 7 comp.

70-100 %: 9 comp.

5-15 %:11 comp.

5 =20 %: 6 comp.

Table M 4: Nature of Subcontracting Relationships

a) MULTINATIONALS

Questions

Answers:

workshops: §.24.% . homeyvori;ers etc.:
> 30-loo: 6 comp. 2 loo: 8 comp.
30-100 km: 27 % > loo km: 26 %
[
(")

30-60 %:13 comp. 1o-20 %: 1 comp.

20-35 2: 3 comp.

235 i ‘5 comp.

30-50 %: 4 comp.

@4

N -2

50-100. %: 9 comp. -

o
3R AR

Qur subcontractmg can be spec1f1ed as predominantly
TOTTOWS: S
= Regular. subcontractmg onthe basis’
of longer-term contracts 17
- Temporary subcontracting to overcome
capacity bottlenecks 2
- Other 2

- The cooperation with our subcontrac-
tors-of domestic origin s ’

Tofig=term
throughout:

16"

less frequently not ‘at‘;H .
3 4
11 11
0 0
.changes

changes
in part: 9 more Treguenﬂ!



MACHINERY AND PRECISION INSTRUMENTS

Table M5: Development and future prospects of Subcontracting

a) MULTINATIONALS

Questions Answers

- In recent years the importance of our
subcontracting relationships in the

host country has increased: 18
- We are interested in a further expansion
of our subcontracting relationships yes: 24

and anticipate in this respect good: 12
- Access to information regarding the '

local subcontracting potential is,
in our view, good: 11

MACHINERY AND PRECISION INSTRUMENTS

Table M 6: Type of Contracts and Price Determination

a) MULTINATIONALS

Questions

remained unchanged: 6

no: 0

© not so good: 6

sufficient: 8

Answers

declined: o

chances

bad: 5

Type of contract with subcontractors

The following types of contract are used by us in collaborat-
ing with our subcontractors

- Short-term limited ad-hoc-contracts as needed

- General annual contracts stating approx. demand;
monthly orders according to actual need .

- Annual contracts guaranteeing the purchase of a certain
quantity

- Long-term (multi-year) contracts

Price determination

- The prices of supplied products are determined by the
market

- The prices are determined by negotiation with the business
partner

- Price negotiations with the business partner are difficult

frequently

1

16

22

rarely/not at all

13

24
3

15

15



MACHINERY AND PRECISION INSTRUMENTS

Table M 7: Degree of Dependence on Subcontractors/Contractors

a) MULTINATIONALS

Questions Answers . \
- Share of domestically subcontracted items only one firm: 70-100 %: 3 comp.; 0-30 %: 14 comp CoPiog %
purchased from several suppliers: 0-30 % 3 comp H 7o loo % 16 cornp 9 6

- With our present subcontract'm structure . :
we are P S satisfied: 15 not very satisfied: 9" very unsat1sf1ed o

MACHINERY AND PRECISION INSTRUMENTS

Table M B: Influence of the Host Country's Economic Policy

a) MULTINATIONALS

Questions Answers :

The host country's economic policy had a major in- .

fluence on the development of local subcontracting TR
relationships yes: 18 “no: 5
1f yes: the policy;s provisions relevant to our com- o o
pany consisted in relevant less relevant or not relevant

- the governmental prescription of certain local-
content-percentages 16 8

- high import duties on subcontracting require- )
ments ) B T REREER S ¢ T S VY

- the reservation of certain industrial activities .
for purely domestic firms . RS : R LR 15 6 e

~ the determination of certain products/parts to be ) .
purchased domestically RO [ KALNE S A EPRRS T SRR A



MACHINERY AND PRECISION INSTRUMENTS

Table M 9: Support of the Multinationals extended to Subcontractors, as seen by the Contractor

Questions Answers
Technical support and decision aid frequently rarely/not at all
- Development of initiatives in establishing subcontracting

enterprises 2 22
- Cooperation in capacity- and production-planning of the

subcontractors 9 15
- Consulting on the technical organization and the

purchasing of machinery 5 19
- Supply of blueprints 20 4
- Supply of (used) machinery 3 21
- Supply of (special) tools 11 13
- Assistance in the procurement of raw materials and inter-

mediate products 9 15
- Other technical support 5 19
These types of support were granted
- to business partners of domestic origin only 20 3
- also to business partners of foreign origin (located in

the host country) 5 18
Transfer of business/organizational know-how incl. training
- General business-organizational assistance 2 22
- Support for accounting and book-keeping 1 23
- Business management assistance [ 24
- Technical management assistance 7 17
- Support in technical production and quality control 15 9
These types of support were granted
- to business partners of domestic origin only 16 8
- also to business partners of foreign origin (located in the

host country) 3 21
Financial assistance
- Contribution to the risk-capital of the subcontractor 1 23
- Granting of repayable loans at usual commercial rates 1 23
- Granting of repayable loans on concessional terms 0 24
- Giving of non-repayable financial grants o 24
- Pre-financing of materials, tools, facilities, etc. 9 15
- Pre-payment of orders placed 9. 15
- Other financial support 2 22
These types of support were granted )
- to business partners of domestic origin only 11 13
- 31so0 to business partners of foreign origin (iocated in the ’

host country) , 2 22
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FOOD PROCESSING INDUSTRY (Maltinational Enterprise) - g5 -
Table F1: REASONS FOR AND EVOLUTION OF BUSINESS RELATIONSHIPS

Questions Answers

1. Significance of business relations for the original o decisive moderately im- minor role/
investment decision (C, R, S)a) yes role portant role no role

- At the time of our investrent important
business partners were already located in the
host country 6 1

- At the time of our investment decision

important business partners were already in-
vesting in the host country 1 3

~ At a later time, but in connection with our
investent decision, important business

partners also invested in the host country - 3 . .
- In our investrent decision the above con-
siderations played a . . 1 4 3
2. Economic policy of the host country yes no relevant less relevant

- The host country's economic policy had a
major influence on the development of local
business relationships (C, R, §) @) 8 o

If yes: the policy's provisions relevant to our
campany are for exanple:

- The governmental prescription of certain local- :
content-percentages . . 3 5

= High import duties on raw material and other
requirements . . 6 ) 1

- The reservation of certain industrial .
activities for purely domestic firms . . 2 4

- The determination of certain products/
parts to be purchased damestically .

3. Type of existing business relationships (C, R, S) a) predominantly less frequently not at al

Our business relationships can be specified as
fallows:

~ Regular’ subcontracting on the basis of
longer-term contracts 3 3 ’ 2

- Temporary subcontracting to overcome capacity
bottlenecks

- Other, as for exanple own plantations

4. Evolution of the business relationships
(C, R, §) @) yes no increased

remained

unchanged declined

- In recent years the importance of our business
relationships in the host country has . . 6 2 o

- We are interested in a further expansion of our
business relationships 8 o)

and anticipate } good” € not 50 good 2. chances

5. Access tc information

oood sufficient bad

Access to information recarding the local
potential business partners is, in our view, 7

a) Co-packing, raw materials, services.



" FOOD PROCESSING INDUSTRY (Multinaticnal Enterprise)

Table F2: CURRENT BUSINESS RELATIONSHIPS IN DETATL

= 66

Questions

Answers

1. Duration of cooperation with the business
partner (C, R, S)

- The cooperation with our business
partner of domestic origin is:

is long-term
throughout

changes more

changes in part . tly

2. Degree of dependence on business partners
(C, R, S)

- With our present subcontracting
structure we are

satisfied " not very satisfied unsatisfied

5 c20 0o

3. Type of contract with business partnérs
(C, R, S)

The following types of contract are used by
us in collaborating with our business
partners:
- Short-term limited ad-hoc-contracts

as needed

- General annual contracts stating approx.
demand; monthly orders according to
actual need

~ Annual contracts guaranteeing the
purchase of a certain quantity

- Long~term (multi-year) contracts

~ Other types of contract (please
specify)

rarely/

frequently ‘not at all

Table F3: PROBLEMS IN THE RELATIONS WITH THE BUSINESS PARINER (C, R, S)

Questions

Answers

-~ Problems caused by inadegquate technical
infrastructure

- Socio-cultural commmication problems
(language, technical understanding,
quality consciousness; etc.)

- Problems caused by the spatial distance
from the business partner

- Quality deficiencieé / failure to meet
standard specification

- Problems caused by irregular supply of )
raw materials

These problems occurred:- only with business
partners of domestic
origin
partners of foreign
origin -

frequently rarely/ ‘The problems have diminished as expecte

not at all __yes . . no :
3 5 5 ) 2
[} 8 4 1
[) 8 4 1
4 4 3 3
3 6 5 2
4 2 2 3
1 4 4 1
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FOOD PROCESSING INDUSTRY (Multinational Enterprise) — §7 -—

Able Fé: TYPE OF SUPPORT EXTINIED TO THE BUSINESS PARTNER

Questions : Answers
1. Technical support and decision aid frequently rarely/
. not at all
=~ Assistance in establishing plantations / small-holder production /
other subcontracting enterprises 4 3
= QCooperation in capacity- and production-planning of the business
partner ) 4 2
- Maintenance of agricultural extension services 4 2
- Oonsulting on the technical organization and the purchasing
of machinery 3 3
- Supply of (special) tools and/cr machinery 1 5
- Assistance of the procurement of raw materials and intermediate
products 3 4
-~ Other technical support 1 2
These types of support were granted - to business partners of
damestic origin only 4 1
- also to business partners of
foreign origin (located in .
the host country) 1 3
' 2. Transfer of business/organizational know-how incl. training
- General business-organizational assistance 2 4
- Support for accounting and book-keeping 2 4
- Management assistance 4 2
- Support in technical production and quality control 7 ()
These types of support were cranted - to business partners of
damestic origin only 7 ()
- also to business partners of
foreign origin (located in the
host country) 3 2
3. Financial assistance
= Oontribution to the risk-capital of the business partner 1 5
- Granting of repayable loans at usual camercial rates o 6.
= Granting of repayable loans on concessicnal terms 1 5
- Giving of non-repayable financial grants ‘ o 6
- Pre-financing of materials, tools, facilities, etc. 1 5
= Pre-payment of orders placed 3 3
- Other financial support 1 3
These types of support were granted = to business partners of
damestic origin only 3 3
~ also to business partners of
foreign origin (located in the
host country) 2 3
4. Price determination
- The prices of supplied products are determined by the market 8 o
-~ The prices are determined by negotiation with the business partner 7 o

- Price negotiations with the business partner are difficult 1 7




FOOD PROCESSING INDUSTRY (Business Partners)

Table F5: GENERAL DATA OF THE COMPANY

Questions . Answers -

1. Original Investment Decision

yes no

- Our production was originally set up with 7 4
no direct link to realized or planned in-
vestments of our main contractor(s)

= Our production was originally set up with 4 7
direct link to investments of our main
contractor (s)

2. sltuathn of Ownership local origin foreign origin

- Our comnany is of: 8 2

- We have a foreign equity share 8 2 . .

plantation small~ industrial

3. Our company can be characterized as: holder firm
1 . (o} 11
4. In recent years, the importance of our ‘ has.:; = remained. deciined
business relationships with our increased unchanged
main contractor(s) . ‘ o ,
6 3 2
. . satis- less satis-
5. 1In general, our overall business has develowned: factorily : ‘factorily
10 - o TR B
" Table F6: PRODUCTION PROGRAMM AND SUBCONTRACTING
Questions i ULl Answers
1. Our subcontracting supplies are usually: e i ... pre-= . -less -fre- :not at
ves ‘no : .
. dominantly quently all
- permanent (regular and stable deliveries) . . 11 e : o
- temporary (irreqular demand of contractor) ' - . (o} . 4 . -1
- Other . . ) R .0 0. e 0
2. Main production processes emploved: e ’
- plantation production : - 1 6 . . .
- small-holder production . ' 1 6 = ' . T T
- co-packing o n . DR C.
- our production facilities are mostly L 1 .0 TS [ N

owned by us

- vooe s PP E . o v 1 i b '
A PO L foel s Gl e B R A



FOOD PROCESSING INDUSTRY (Business Partners) - 69 =

i Table F7: CHARACTERISTICS AND EVOLUTION OF SUBCONTRACTING RELATIONSHIPS

Questions Answers

1. Degree of dependence on contractors

high medium low
- Our dependence on orders from few contractors

can be regarded as: 8 2 1

- The prices for our subcontracted products are

usually determined: frequently rarely/not at all

- by the market : 9
- by negotiations with the contractor 8
tolerable too low much too low

~ We regard the prices agreed upon as 10 1 0

2. Characterization of relationships with contractors

~ The relationship with our main contractor(s) freguently rarely/not at all
can be regarded as being:
- helpful and friendly 10
- striktly business-like 4
- from time to time rather tough 2
\
I
‘ . less -
satisfactorily satisfactorily
- Over time, these relationships have developed 10 0
long-term changing from changing
throughout time to time rather ofte
- Usually, our subcontracting relationships are 9 3 0
. 3. Types of contracts
f - In general, the contracts concerning our subcontract- frequently rarely/not at all
| ing relationships can be characterized as:
i - Short-term limited ad-hoc-contracts according to 2 6
‘ the needs of the contractor
! -~ General annual contracts stating approx. demand; 6 3
| monthly orders according to actual need
i - Long-~term/annual contracts guaranteeing the pur- 4 7
; chase of a certain guantity
!
I 4. Assistance of contractor(s) to extend and diversify
our activities yes no
- Our main contractor(s) assist us in extending and 4 ' 7
diversifying our business ’
- by recommending us to other potential clients 4 7
~ by supporting the direct marketing of our products 2
- by assisting us in diversifying our production programme 2
- We have so far been successiul in diversifying:
- our production programme 9 1
‘ ~ our marketing outlets 7 2
- We are interested in a further expansion of our sub- 11 0
contracting relationships
good not so good
- The chances we see are ) 10 1
good sufficient bad

- Access to information regarding further subcontracting
possibilities is, in our view 4 7 0




FOOD PROCESSING INDUSTRY (Business Partners)

Table F8: ASSISTANCE PROVIDED BY CONTRACTOR(S) / GOVERNMENT

Questions Answerxrs

Our main CONTRACTOR(S) provide assistance to our com-
pany in the following form:

1. General assistance ’ Yes No
= Our main contractor(s) promoted the establish- 3 7
ment of our business
~ Without the investment of our present main 2 8
contractor (s), our business would not have been
established
2. Technical assistance of main contractor(s) in the frequently rarely/
field of: not at all
- Technical organizatidn and management 2 3
- Production- and capacity planning 1 4
- Procurement and/or supply of raw materials 2 4
- Provision of (special) tools and/or machinery 1 4
- Provision of an agricultural extension service 0 .5
- Production process and quality control 2 3
- cher technical support 1 ) 3
- g; tgggzggtzggtggig?iggl assistance granted to us ge;:;gus f:itgiy suffigient
1 3 1
3. Administrative and financial assistance in the . .
field of: e , frequentlym” rarely/
—————— ) not at all
~ Administration, organization, management 1
- Accounting and book-keeping 0 5
- Granting of repayablé loans at usual commercial rates 0 5
- Granting repayable loans on concessional terms 0 5
- Giving non-repayable financial grants 0 5
- Pre~financing of raw materials, tools, facilities, etc. 1 5
- Pre-payment of orders placed . 0 6
- Other administrative or financial support 0 2
4. The GOVERNMENT of our home country assisted us in the follow- ) Yesl No
ing ways to overcome initial and/or structural dlfflcultles. . o
- Assistance by an extension service promotzng agricultural/ '  L2 . T 7
industrial development ) o
- Provision of financial aid at preferential terms . © 3 6
- Provision of training facilities 1 ;8.
~ Procurement of information on business possibilities 6 C 3
~ Reservation of certain industrial act1v1t;es for domestlc . 7 2
firms of national origin = ‘
~ Determination of certain products/parts to be purchased . 4 ' 4

domest;cally
- Other governmental agdsistance 3 7 °3




FOOD PROCESSING INDUSTRY (Business Partners)

Table F9: MAIN PROBLEMS ENCOUNTERED

Questions

Answers

In the cooperation with our contractors we experienced
the following problems:

- Communication problems of a technical nature
{transport, telephone, telex, etc.)

- Communication problems of a socio-cultural nature
(language, habits and customs, etc.)

- Problems caused by the spatial distance from the
contractor

- Financial constraints due to:

- inadeguate equity (risk capital)
- difficulties in obtaining credits
- delayed payments of contractors

- Problems to meet quality and standard specifications
as prescribed by the contractor

- Difficulties to meet agreed date of delivery/to main-
tain necessary regular supplies

- Technical problems regarding the production process

- Problems in obtaining the necessary raw and auxiliary
materials

- Problems to find adequately gqualified personnel
- General management problems
- Problems because of inadequate information on:

- medium- and long-term production planning
- potential markets (domestic and/or overseas)

- new production techniques and processes

- Other problems

fré&uently

rarely/not at all

10
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APPENDIX C

Questionnaires used

Questionnaire for the multinational company:
(a) English version
(b) Japanese version
(c) English version (food processing industry)

Questionnaire for subcontractors
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Subconfracﬁng Relations of Multinational Corporations in Developing Countries

Definition of 'Subcontracting': A subcontracting relationship exists when a company (the contractor) places an order

with another company (the subcontractor) for the production of parts, components, sub-assemblies or assemblies to
be incorporated into a product to be sold by the contractor (exciuded are raw and auxiliary materials.) Such orders
may include the processing, transformation or finishing of materials or parts by the subcontractor at the request of the
contractor. If not specifically mentioned, subcontracting here further implies only domestic purchases (national sub-
contracting), but not purchases from other countries (international subcontracting).

1. GENERAL DATA OF THE COMPANY

1.
2.
3.
4.

S.
8.
7.

Nu;a'e'l.ndlddrou:_ e o s o e e s s o

Location of the foreign parent company :

Contact person / person responsible for this survey :

Situation of ownership:

- Fully owned (100 %) subsidiary of the foreign parent

- Joint venture (of the foreign parent) .

= The domestic partner belongs to the: .

Start of production (year):

Actual employment:

.

with majority
equity share

private
sector

Production programme: (indicate major products/product groups only) . .

Sales mlrkot:. Share of exports in total sales approx.

P P Y Y

=

II. REASONS FOR AND EVOLUTION OF SUBCONTRACTING RELATIONSHIPS

1.

Significance of subcontracting relations for the original investment decision

[

- Our investment decision was made independently of the local subcontracting potential

Economic policy of the host country

At the time of our investment important subcontractors were already located in the
host country

At the time of our investment decision important subcontractors were also investing
in the host country

At a later time, but in connection with our investment decision, important sub-

contractors also invested in the host country

In our investment decision the above considerations played a

decisive
role

moderately im-

partant role

]

- The host country's economic policy had a major influence on the development of local
subcontracting relationships

.

If ves: the policy's provisions relevant to our company consisted/consist in:

- the governmental prescription of certain local-content-percentages . .

- high import duties on subcontracting requirements

- the reservation of certain industrial activities for purely domestic firms

- the determination of certain products /parts to be purchased domestically

- the following stipulations:

.

.

.

00100

with minority
oquity share

public

sector

yos

1

HINRR|

minor
role

yes

[]

reie-

‘vant

0 0 00 00

IRINIE



3. Type of existing subcontracting rohtionships

‘ . predo- less fre- not
Our subcontracting can be specified as follows: minantly - quently  atall
- regular subcontracting on the basis of longer-term contracts D

= Other (Pleuo 'mi’y) . . o o . . . - . - . - . . e .

S o B

4. Volume of subcontracted supplies from the host country

= temporary subcontracting to overcome: clpacit'y bottlenecks : . D E:]

« Share of subcontracted supplies in total production (sales) . . . . . . « . . . . o .
- Sh_lre of subcontracted supplies in total material inputs (incl. raw mgtgrin__ln ofc.) . . i e

5. Evolution of the subcontracting relationships

- In recent years the xmportance of our subcontracting rolltionships wi { tho host country hls

increased ] ] remained unchanged D declined D

~ We are interested in a further expansiocn of our subcontracting relationships ™ . .« « - D D
- ny;si for thiﬁ we anticipate . . . good D not so good D --chances.

6. Access to information R RN
‘ ' good sufficient bad
Access to information regarding the local subcontracting potential is, . o — s
Inourview « . . + ¢ 2 ¢ o o e s e e e a e e e e o @ | i

CURRENT SUBCONTRACTING .RELATIONSHIPS IN DETAIL

1. Subcontracted products

The following products/product groups are purchased by us from subcontractors:
-mmohwtcounu'y: L e e e e T e S T A

« in other developing COUNtTieS: « o« <« « + o o ¢ o o o .9 o o . « s o o o o o o

- . e e . - . e e . e e . . . L . . . - e . . L] . L3 e ‘e . .

- in the home country or other {ndustrialized countries: . . . « . ¢« « « ¢ ¢ « .« . .

y

e o o - e« ® o ® e e o 8 e s e e 8 e e e e @ e e & e e e & & o

- in terms of quantity the subcontracted supplies criginate st « . « ... .« . D % in the host country

.| % in other developing
-~ countries

'

2. Number of subcontractors
_= The number of our dorx;ittic subcontractors is approx.. e e e e 4 e s . l i

= Our domestic subcontractors are located
- within 30 kmS of QUr COMPANY «. = 5 o o e« o « .5 o &t

-8t a distance of between 3o and 100 kns from our company. ., ‘&t

100

- at a distance of more than 100 kms from our company . . . at

B

2. A [
‘The sharé of our subcontractors in the host coun

- of domestic (national) origin® . SUL D . . o RETO . w0 U e et

- of foreign origin (subsidiaries of other multinational corporations and: joint ventures) . . . . at

NN

= The share of our 1o major subcontractors in our total subcontracted volume is: ., ., ., . . at

3. Duration of cooperation_v!i_ty_the subcontractors

The cooperation with our subcontractors of domestic origin * = - - Pt Wl

is long-term throughoui E:] ” 'cha"ngers 1n part ] l: ‘ chlngeé rm")re frequentl;r ! ’

¢

o¥



4.
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Degree of dependence on subcontractors

We diversified our purchasing risk as follows:

- Share of domestically subcontracted items purchased from only one firm e o e o @

- Share of domestically subcontracted items purchased from several suppliers . . '. .

« With our present subcontracting structure we are

satistied D not very satisfied D very unsatistied D

Type of subcontractors

Our subcontractors are (if there are several types please specify approx. share):

industrial firms at D % workshops at D % homeworkers etc. at D %

Type of contract with subcontractors
The following types of contract are used by us in collaborating with subcontractors:

~ Short-term limited ad-hoc-contracts asneeded . . . < ¢ o ¢ ¢ « + o o o

- General annual contracts stating approx. demand; monthly orders according
toactualneed . . <« « <« < o o e o o o & s & e o v e e &

- Annusl contracts guaranteeing the purchase of a certain quantity . . . . . . .«
- Long-term (multi-year) contracts . . « « « « + o o o o + s o o o

- Other types of contract (please specify) . . « « o o o « + o o o o o

L d L - L d L4 L . . . . - . - L4 . . . L] L .’ - - ° L d - . L] .

IV. TYPE OF SUPPORT EXTENDED TO THE SUBCONTRACTOR

‘ We have supported our subcontractors in the following ways:

1.

Technical support and decision aid

- Development of initiatives in establishing subcontracting enterprises . . . . . . .
- Cooperation in capacity- and production -planning of the subcontractors « o o e =

- Consulting on the technical organisation and the purchasing of machinery . . . . .« .

- Supplyofblueprints . . .« « ¢ ¢ « o o o o o o o o o o o o o o

- Supplyof (used) machinery « « o « o o o o o o o o o o o o o o

- Supplyof (specisl) tools . . . . . . . ¢ ¢ o o e o @ o s = o o =
- Assistance in the procurement of raw materials and intermediate products . . . . .

- Other technical support (please specify): . . « « « =« + o o o o o o o o

These types of support were granted - to subcontractors of domestic origin only « o e

- also to subcontractors of foreign origin (located

inthehostcountry) « . « « o« « o« o o @

Transfer of business/organizational know-how incl. training

- General business-organizational assistance e s s e e e o o e e =

- Support for accounting and book-keeping . . . . ¢ o ¢ ¢ o e o e o .
- Assistance for the business-management . . . <« =« =+ « « o+ « & =

- Assistance for the technical management . . . . . . « .

Support in technical production and quality control e e v e e & =

- also to subcontractors of foreign origin (1ocated

inthe host COUNtTY) ¢ o« o o o« o o o o

- . - . .

These types of support were granted -~ to subcontractors of domestic originonly . . .

frequently

NN
I

frequently

0000000000

HO00D00: 0000000000}

'trequently

[N

o0

rarely



3. Financial assistance frequently

- Contribution to the risk-gapital of the subcontractor « « « « « « o o & & « .
- Granting of repayabie loans at usual commercialrates . . « « « o o o o o o

- Granting of repayable loans on concessionalterms < s <« i 4 . s e e o e e

- Giving of non-repaysblo fin&ncial grants .« « « s+ « o s ¢ o o . e 8 e
-Pro-ﬁnlnci_ng of materials, tools, tlcilmos, OMCe ¢ o o o 2 e . 6 e e. e . e a

000

-Pro-montofordorsplwod o

- Other financial support (please specify): . . . . . . SO0 L L L. L.

_- to subcontrlctors of domestzc or;gm only. . . .

These types of support were grnntod

o als6 to subcontractors of foreigg rigin (located
in the host’ country) e e iustne e % aiie me e

OO0

4. Price determination 4 o traquently

- The prices of subcontracted products are determined by the market . .
-~ The prices are determined by negotiation with the subcontructor « e e o s e &

[[[g[]jDDDDDDDg

- Price negotiations with the subcontractor are dimcult o o e } s & e

V. PROBLEMS IN THE RELATIONS WITH THE SUBCONTRACTOR

'I'he probloms have

In our cooperatxon with the subcontractors we experienced ‘ ©' ' diminished as ex-
primarily the following problems: ) _ ‘ ) . pected
. - troquently. rnfely ‘ ‘ yes no

- Problomu caused by inadequate technical infrastructure . . . .
- Soeio-cultunl comriunication’problems (languagé, techinical

mdmt&ndmg. qunlity comiounnus, otc.) e e e & e o @
Probloml cluled by tho lplﬁll dilnnco from the subcontractor -
Qulltty doﬂciancies / failure to meet standard specitication. . .

Faﬂurotomoetdtteo!denvory e o o e e e e s e e =

Other (pleasé specify): . o « ¢« « o« o "¢ ' o o "o "a

HIREEEE

These problems occurrodﬁ = only with subcontri&&i-é of doméstic

origin . <« .+ o . o . o e
= also with subcontractors. of Ioroigg

origin . . ¢« . ¢ ¢ ¢ o . .

00 000000
.00 000000

00 DoOooo:

LI

3

Thank you very"’_ much for your cooperation.!
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Definition of ''Business Relations'':

- 83 -

Business Relations of Multinational Corporations in Developing

Countries

Under "business relations' we understand the activities of ''co-packing” (C),
supply of ‘raw materials" (R) and the supply of "services" (S). Co-packing means the supply of semi-tinished

produce of varying finishing degree by independent firms to the multinational corporation for final finishing and
labelling. Supply of raw-materials means the purchase of raw materials from small-holders and/or plantations

by the co-packers and/or the multinational corporstion. Supply of services means the purchase of industrial goods

by the multinationa! corporation such as ,iacking materials e well as the purchase and use of transport and ad-
vertisement/marketing facilities.

GENERAL DATA OF THE COMPANY ,

1.Namelnduddress:_....................

2. Location of the foreign parentcompany: .« =« « « « o ¢ « o o o & o

- -, ————— - - S -, -o—.—-

3. Contact person / persop_!:gsponsible !or_this SUTVEY I &« o o o o o o o o

4. Sityation of ownership:

e

- Fully owned (100 %) subsidiary of the foreign parent . D
with majority
- Joint venture (of the foreignparent) . . . . . . D equity share i l

- The domestic partner belongstothe: . . . . . . D private D
’ sector

5. Startofproduction (Year): . . . . .+ . ¢ ¢ ¢ s e o + & e e o

6. Actualemployment: . . .+ . . . ¢ o ¢ ¢ ¢ e e o e s &+ & e

7. Production programme: (indicate major products/product groups only) . . . . .

. . . . . - . . . . . - . . - . . . - . - . . . . . .

8. Sales market: Share of exports in total sales approx. D %

REASONS FOR_AND EVOLUTION OF BUSINESS RELATIONSHIPS

1. Significance of business relations for the original investment decision (C, R, S)

- At the time of our investment important business partners were already located in the
host country

= At the time of our investment decision important business partners were also investing

in the host country . :

= At a later time, but in connection with our investment decision, important business
partners also invested in the host country

= In our investment decision the above considerations played a

decisive moderately im-
role portant role l l : role
2. Economic policy of the host country
yes
- The host country's economic policy had a major influence on the development of local

business relationships (C, R, S) e e o o o e+ e e e 8 o o e o e o l !
If yes: the policy's provisions relevant to our company are for example: ::;et'

- the governmental prescription of certain local-content-percentages . . « « o« o . |

- low import duties on raw material and other requirements . . . « © . o . . | |

. : [N

- the reservation of certain industria) activities for purely domestic firms . . . . .. :

. .- ’ u_.__}

- the determination of certain products/parts to be purchased domestically .+ . . . .| '
—_—

- the following stipulations: . . « . « ¢ & ¢ ¢ + « o « o o o

. . - - - . . - - - .’ . - . . - - - . . . - - - . -

with minority
oquity share

public
sector

- . - .

yes

PO
00U U

« .
¢« e
e o
no

BE

..,...
o
®n
o n
<
w
3
-
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1.

2. Number and nature of business partners (C R, S)

3.

‘.

- 84 -

Type of existing business relationships_(C; R, S)

predo- less fre- not
Our business relationships can be specified as follows: minantly quently st all
= regular subcontracting on the basis of longer-téerm contracts D
- temporary subcontracting to overcome capacity bottlenecks . -'

~ Other, as for example own plantations (plguis‘ge specify) . . R I
- . L) . « o . e & o e e .0 . . CRRIY . e o o« o @ D

Volume of subcontracted supplies from the host country (C, R, S)

~ Share of subcontracted supplies in total production (sales) e « « « =« . l iﬂ, I [ % l B ' %
~ Share of subcontracted supplies in total material inputs .« « « . + =« = I [% e l'% D

Evolution of the business relationships (C, R, S)

el

- In'Fecent years the importance of our business reliationshij-:'smiﬂn‘ thev hosi country}xgs ', .

increased ] [ remained unchanged declined; D yes no

- We are interested in a further "of'_x':_é"ansfidﬁ of our business relationships . « . « . .. D D

- If yos: for this we antu:xpate s e« goOd D . not s0 good D chances, -

Access to information

------------------- : ' " good sufficient bad
Access to information regarding the local potential business partners is, v .
IMOUrview « . . « <« < 4 ¢ 4 s+ 4 s 4 s e e e o o o l I - D

L S
3 g

CURRENT BUSINESS RELATIONSHIPS IN DETAIL

1.

The following products/product groups/services are purchased by us from our bnsmess partners
~ in the host country (please state products and share of total supphes) e e e e e e e
- in other developing countries (please state products and share of total supplies): . « « . . . . = .

- . 3 3 . . . . . . . 3 . . ) . - - . . . . - . - . . . L] . - . 0 .

C R

s
« The number of our domestic business partners is lpprox. e o o o o o o o D : D E__j

- Regarding our raw material supplies, our domestic business ptrtners are primnrily

(please state percentage share):

smnll-holdors . % plmtatxons D %

= Our main’ busmess pa.rtners are located

~CloSetOOUr COMPANY . ¢ « o o o = ¢ o o s o o o ' s 58 o wiie o o o .o

The share of ‘our business partners in‘'the’host country-is:

='of domestic (nationa) OTIEIN v o v: @i e siecie . s e e e 1 e e e s @ e el e e

- &t a Jarger distance from our COmMpany « « « .+ ¢ ¢ o o o ¢ o s+ e e e v o o = atl i%

=~ of foreign ongm (subsxdlarnes of other rqultmatxonal corporanons a.nd Jomt ve-xtures) R at

——————————

2

- - - - - - - -

The cooperatxon with our business partnei's of domestic ongm :

" is long-term. throughout D ) changes in part D changes more frequently D
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We diversified our purchasing risk as follows: c R S
~ Share of domestically subcontracted items purchased from only one supplier . . ! l % I ' % l (9
~ Share of domestically subcontracted items purchased from several suppliers ., . [ I L I L j

e I e

« With our present subcontracting structur we are

satisfied D not very satisfied i l unsatisfied l '

5. Type of business partners (C, R, S)

- Ownsupplies . . . . . ¢« o .+ .

Our business partners are (please specify approx. share of total supplies):

small-holders D % plantations l |76 Industrial companies l l% :::::'s
ises |

8. of contract with business partners_ (c, R, _S.)_

The following types of contract are used by us in collaborating with our business partners: frequently rarely

[

1
i

~ Short-term limited ad-hoc-contracts as needed . . e e e e e e e e e e
~ General annual contracts stating approx. demand; monthly orders according
toactualneed . ¢« ¢ . o ¢ e o s+ e e s e o e e e s e = e e o

Annual contracts guasranteeing the purchase of a certain g\_mntitx' e o s o s e s =
Long-term (multi-vear) contracts « . . « « « o o « o o o o o o .

Other types of contract (please specify) . <« ¢ « o ¢ o o « o o o o o+ &

oo
LI

. . - - . . . . . . . . . - . . . . . . . . . . . ] . .

IV. TYPE OF SUPPORT EXTENDED TO THE BUSINESS PARTNER

We have supported our business partners (C, R, S) in the following ways:
1. Technical support and decision aid " frequently

- Assistance in establishing plantations / small-holder production / other subcontracting
‘QIETPrifeS « o o o o o o ® o o © ® e e e o e e o e o o o o
-~ Cooperation in capacity- and production-planning of the business partners . . . . o

- Maintenance of agricultural extension services e o o » e s e o e & e o o
- Consulting on the technical organization and the purchasing of machinery . . . . . .
- Supply of (special) tools and /ormachinery . « « « « « o o o o o o o
= Assistance in the procurement of raw materials and intermediate preducts . . . . .

= Other technical support (please specify): « « « « « « o o o o o o o+ o .

These types of support were granted - to business partners of domestic originonly . . .

- aiso to business partners of foreign origin
(located in the host country)

- . . . . . .

- General business-organizational assistance e o o e e e o o,

« Support for accounting and book-keeping . . . . . . o .

noi 00 000000
(RRRAIRRIARR AN RS

= Management BSSiStRNCE + « « o o . s e s s e e e e o e o o o .

- Support in technical production and quality control  « « « « 4 ¢ o ¢ o o+ .

- These types of support were granted - to business partners of domestic origin only “.. .

- 8150 to business partners of foreign origin
(located inthe hostcountry) = . . o« o o« o

LI

Il



3. Flnl.ncin assistance

2

Contribution to the risk-capital of the business partner « « « « « « o .

Grlnung drpggxnble lo-ns atusual commercial rates + . ¢ ¢ ¢ ¢ o o o i .

Granting of repayable loans on concessionalterms . . « « « « o o o o o o

- Giving of non-repayable finAncial grants .« . ‘¢ « ¢ o ¢ o o o o o o &

Pre-financing of materials, tools, facilities, etc. . . . . . . . .
- Pre-paymentofordersplaced . . . « « .« o« o o . s e s s e e e

~ Other financial support (pleasespecify): « . « o o o o o o« &

. - . . -

e .8 o e & & 8 & 8 s 8 ® s 8 + e e e e e o e o & e e e o
«

These types of support were granted - to business partners of ddfhésﬁ'\c-"dﬁgin only . . -

- also to business partners of fore:@ ongm L
(located in the host country) . e e e e

N0 0000000;

00 oooooon!

8 .
3
Z

4. Prlce de_t_eﬁninnnon

rarely

- The prxcos of supplied products are determinod by the market . ”.

0
00

« The. prices are dotermi.ned by negotiut:on thh the busmess pa.rt'ner o = e o

- Price negotiations with the business partners are difficult . « ¥ < 7% o o o 0o fEE

V. PHROBLEMS IN THE RELATIONS WITH THE BUSINESS PARTNER (C, R, S)

The problems have
In our cooperation with our business partners we experienced diminished as ex-

primarily the following problems: C e 3 pected
" frequently no
-' Prcblems caused by inadequate technical infrastructure . . o« o«

1 ooo0g

- Socio-culturll communicatjon problems (langusge, technical
undersundmg, quality consciousness, etc.) . o o o o

Problems clusod by the spatial distnnce from the business partner D
Qiality deﬁciencnes / fnlure to meet standard specification. . .

el

Other (pleasespecify): . o« < 2 o o o o = o o o =

Problems caused by irregular supply, of raw msterinls o e e e

These problems occurred: . - only with subcontractors of domestic. .

Origin « .« .« . . ¢ . . . .
- .also with subcontractors of foreign.

origin « .« . .« e o e . .

0 0o
00 DOD000;
N0 0oooon:

LU

Thank 'you very much for your cooperation ! e B
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Characteristics and Problems of Subcontracting Relations with Multinational Corporations

Definition of Subcontracting: A subcontracting relationship exists when a company (the contractor) places an order with
ancther company (the subcontractor) for the production of parts, components, sub-assemblies or assemblies to be in-
corporated into a product to be sold by the contractor (excluded are raw and auxiliary materials). Such orders may include
the proocessing, transformation or finishing of materials or parts by the subcontractor at the request of the contractor.

l.

GENERAL DATA OF THE COMPANY

1.
2.

3.

S.

Nameand address: . . . . <« ¢ ¢ « 2 2 « o« o o s o o o o o o o o o o o o o o

Year:of establishment and main field of activity: e e e e o s o ® ® o s e e e e o o s e

-~ Our production was originally set up with no direct link to realized or planned investments es
o!ourmaincontrsctor(s)....................E

= Our production was originally set up with direct link to investments of our main
contractor(s)....................,....D

Contact person / perscn responsible for this survey: . . « . « .« . .. e o e s e e o e o o

Situation of ownership:

- Our company is of local origin: D foreign origin: D home country: e e s s e e o o

es no
- Wehaveaforeignequityshare . . . . « « ¢ o o o ¢ o o o o o o .o t] D
- ifso, thisshareamounts to . . « ¢ ¢ <« o « o o o o o o D %

Total employment: e e+ « <+ o o o « o+ e o; share employed for subcontracting:
Our company can be characterized as an industrial firm: D workshop : D other:

In recent years, the importance of our subcontracting relationships with our main contractor(s)

has increased :D remained unchanged : D declined: D

In general, our overall business has developed in a satisfactory D less satisfactory way D

PRODUCTION PROGRAM AND SUBCONTRACTING

1.

2.

Major products / product groups manufactured: . . « + o« + + o o o o o o o o o o o o o .

. - - . 3 3 . . . . . - - - . - . . . . . . . . . . - 3 . . . . . . .

Market structure:
- Approx. share of subcontracting turnover in total value of production: . . . . . o+ o . . . D %
- Approx. shares of total value of production (subcontracting excluded)

sold domestically: D % exported: D %

- Our subcontracting relationship permits us to sell part of our production as spare parts =2 o
directlytotheconsumer . . . . . o ¢ ¢ o o o o ¢ o o 2 o o o & D

predo- less fre- not at

- Our subcontracting supplies are usually - . minantly quently all
- permanent (regular and stable deliveries) . . . « « o+ + o+ o o . L_J L_] u
- temporary (irregular demand of contractor) « . o+ o « o & o o . . I I [ ] rJ
-~ Other (please specify): . . « o« & o « o o o o o o o o o o ' I l ’ I J




3. Main production processes ‘émployed: -

sm'fw‘ h‘.‘tmmt e . - . . . . ;"v‘ . )
~ Metal Cuttmg / Tool mking .

- Huttrutmom o« . .;...,.D_
]
[

Plastic Ww“.‘ﬂg e © o » e o e o ‘

Joining tochnlquo (ltmph assemblies) . . .‘

« Solid metal forming. . .« Packaging « « o o o o o o o o o]

D Other (pleasespecify):. « « o =« .

OO0k

~ Sheet metal forming. . .. .

4. Production facilities: . ’ O LGl

- Our-xoolsandmlchinery'arom‘octlymedbyu i s e b e s e i b el

- Weworkonthebuuofaurmbluopﬂnu . o . o . .l . .. o’ .

- We hlvemrmreseu'ch and dovelopmentdqartment e s e e aie & 8 e eie w

00k

IIl. CHARACTERISTICS AND.EVOLUTION OF SUBCONTRACTING RELATIONSHIPS

1. Degree of dependence on contrnctors $

- Numberofmlin cuntrlctors e e e D R . o

, L high =~ medium low
« Our dopmdenea oh orders from one: D D contractors can be - I I I I |
. l‘.‘l!'d.d as . . o

-~ The share of cur main contractor in total value of production is approx. « . . « . =« D %
= The prices for our subcontracted products are usually determined: :: ., - . !roqucnt-: ’:;"
- by the market e o eiie @ . l" e e'a e e ., . * el e R o e ell'e @ . : I '
~ by negotiations with the ecn&actc’_sr- e e e e 6 e "6 4. e e e e [:] D

- We rogn-d the prices: lgrood upon as; tolorlblo'D too: IWD ~much too low: D
~ We are obliged by our main contractor(s) to keep large inventories of relevant products . D | ]

i

2. ~ Characterization of rolutionships with contractor:

‘ froquont- rare-

holpful and r4endly - « o o o o o o o o o . . e . .. E| l:]
l:l [:I

from time to time rathertough .« . . .. e y.“ ‘ ."’” O I TR A N I I I | ~

-_- Over time. these relltimhips have davolapod nulllctorily _ l :::sflctorily

= The relationship with our main cotitractor(s) can be ronrdod a8 bei

strictly business-like <. c. ¢ o 8 die e W e e (el el

Usullly. our nubcmtrlcting relttiauhlps are B . ) o,
long-term throughout: D -ehanging from time to time: D changing [:‘

rather often:
3. '!?pos of cmtrlcts. .

- In :ononl the contracts oonceming our subcontucttn; rel-tiomhlps can be
ehnwterizod as: RERSES i i froquent- nre-
- Short-ter"u'i limited ad-hoc-contracts accarding to the rieeds of thocontractor SR D l |

= General Annunl contracts stating approx. demand; mont.hly orders according to actual need D ] I

- Annual contracts guaranteeing the purchase of acertainquantity . « . « « « . & D D



4.

-~ Long-term (multi-year) generalcontracts « . . o o« ©« o o o o o o o

~ Other types on contract (please specify): o o o o o o « o = o o o &

Assistance of contractor (s) to extend and diversify our activities :

- Our main contractor (s) assist us in extending and diversifying our business: . . .

- H 8o, this is usually done by: .
- recommending us to other potentialclients . '« . .« +« ¢« o « o o o o

- supporting the direct marketingofour products . . « o « o o o o o o

- Assisting us in diversifying our production programme . . . o « o« o+ o .

- Wae have so0 far been successful in diversifying: our production programme . e e .
our marketingoutlets . . . . .

- We are interested in & further expansjon of our lubcmtrncting relationships . . . .
- if yes: the chances we see are good:[] not so good: D

= Access to information regarding further subcontracting pouibilitioc is, in our view,

good :D sufficient: D bad :D

1IV. ASSISTANCE PROVIDED BY CONTRACTOR(S)

Our main contractor (s) provide assistance to our company in the following form:

1.

z.

General asgistance:
- Our main contractor(s) promoted the establishment of our business . . . . . .

= Without the investment of our present main contractor(s), our business would not have
boenestablishod....................,

Technical assistance of main contractor(s) in the field of:

- Technical organizationand management « « . « « =« o = o o o o o o o
-Productim-lndcap.citypllnning............,A...

-~ Procurement and/or supply of rTaw materials . . . .« o . o 5 o o o o o

- Provision of (special) tools and/or machinery . « « « o o o « o o o o.

- Provisfonof BIUeprints . .« . .« « « o o 4 2 e o & o o-e o o .
- wmrmmmit’mﬁ'ol - L] -' - . L3 . - . . - . . '.. -

~ Other technical support (plesse specify): ¢« « <« o « o o o o s« o o o o
= We regard the technical assistance granted to us by the contractor(s) as

very gcnoroun:l I satisfactory: D insufficient : D

Administrative and financial assistance in the field of:

- Administration, organization, management e ® s o o s e s e o e e ‘.
~ Accounting and book-keeping . . « « « « o« o o ¢ o 6 o o o o v o
= Granting of repayable loans at usual cOmmercial rates . « « « o« « o o o o
~ Granting repayable loans onconcessionalterms . . . . o < o o o o ' . .
~ Giving non-repayable financial grants . . o« « o o+ o o ¢ o o o o o o
- Pre-financing of materials, tools, facilities, etc. . . .' e o e o o o o
- Pre-paymentofordersplaced . . . « o * ¢ o + o o o o o o o

- Other administrative or financial support (please specify):. o o« o o o o o o

frequent-
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V. ASSISTANCE PROVIDED BY THE GOVERNMENT (ECONOMIC POLICY TO PROMDTE SUBCONTRACTING)

The Government of our home country assisted us in the following ways to overcome initial -nd/or .
structural difficulties: yes

- Assistance by an extension service promoting industrial development . . =« o « . . .

-]
o]

« Provision of financial aid at preferentialterms « . « < ¢ ¢ o o o o o o ¢ o

- Provision of t!'lining facilities e ® o ® @ ® o ® e ® e e e e e e o+ s o

= Procurement of information on business possibilities e o ® o e s o e o o o =

« Reservation of certain industrial activities for domestic firms of national origin . . . .

= Determination of certain products / parts to be purchased domestically . . . . . . .

-~ Other governmental assistance (please specify): « . .‘" e o o o o e o o o o =

NOo00000
Nooooog

VI. MAIN PROBLEMS ENCOUNTERED AND ADDITIONAL ASSISTANCE NEEDED

In the cooperation with our contractors we experienced Additional assis-

the following problems: fretz;ent- ral;e- Got:tn?e ::::i:;i

- Communication problems of a technical nature (transport, l I l I r | r I
telephone, telex, 8tc.) e o « <« + .+ ¢ s & o o ¢ e = o . .

- Communication problems of a socio-cultural nature (language, l I I I [ I l l
habits and cuSBtOMS, OIC.) ¢ o o =« o =« o o o o ¢ B o » o a=— -

- Problems caused by the spatial distance from the contractor .« .« « « =« ] I l l f I

- Financial constraints due to:
- insdequate equity (riskcapital) « « « « o & o o o o . ...m
L

LJ

U
] [

- difficulties in obtaining-credits .+ « « ¢ ¢ ¢ o ¢ o ¢ o o .

i

- delayed payments of contractors « « o« o+ ¢ ¢ o . . e e e e

g ey
e L
SN iy SN

- Problems to meet quality and standard specifications as f»rocribe’d
bythecontractor e« « o o« o o o o o o o o o o o o o o

ETT

—
1

- Difficulties to meet agreed date of delivery « + « « o o o o I

= Technical problems regarding the production process e o e s e -e @ ] l

C
[]

~ Problems in obtaining the necessary raw and auxiliary materials . . .« .

0C

- Problems to find adequately qualified personnel . <« ¢ « o« o 2 o o I

Poictceg fremvamne)  ras—
S

-~ General managementproblems . « « ¢ <« ¢ o o o o o o e

W
S

= Problems because of inadequate information on:
- medium- and long-term production planning e e & e.e e e o ol

- potential markets (domestic and/or overseas) . . « . < * & . .

—

_.
_—‘.—_

l
_ |
- new production techniques and processes . + .« .« o o . - . & r

-~ Other problems (please specify): .« « =« « o o o o o o o o

1 I

_
|

. 3 - - . - . - . ° - - - - - . ° - - - . . . . I I

Thank you very much for your kind cooperation !






