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I.  Post-Negotiation Strategy/Entry Report

Entry Mode

Initially the Tropicalian government wanted to focus on improving the strength of our local firms, increase exports from our country, and increase the technology transfer within our country. It was important to uphold the established relationships we have built with the local corporations.  This relationship was not only important for us, but also even more important for the local corporations. “If you don’t have someone leading the business [locally], you don’t get government contacts, education contact and political contact” (White & Trachtenberg, 2003). Some specific points listed in our initial policies directly related to entry mode of multinational corporations (MNCs) include the following:

1. Export level of any joint venture must not go below 20%

2. Loans will be available for joint venture projects between MNCs and local firms

           (for a full policy report, please see figure 1)

After initial negotiations, we were not successful in initiating an international joint venture between our local firms and a multinational corporation.  At first, our strategy was to approach Tanaka and Eurodata as soon as possible and explicitly establish are government policies (figure1).  We did not mention anything about negotiating our policies during our first contact with Eurodata or Tanaka, but were willing to change several policies in order to land a deal to benefit our country’s economic situation. After being rejected or blown off by both Eurodata and Tanaka, we quickly realized we might have to make amendments to our existing entry mode strategy and related policies in order to achieve our ultimate goals.

Although our government was not supportive of wholly owned subsidiaries (WOS) in our country, we were approached with a deal we could not pass up.  After being rejected by both Eurodata and Tanaka, Megatronics, Inc. was willing to negotiate a deal with us, but only if they could operate as a WOS in our country.  Keeping in mind the roots of our policy, we initially hesitated about this because we were not sure if this would be the best entry mode strategy and the best choice for our government and our local firms. After a brief discussion, however, Megatronics stated they just wanted to build a finally assemble plant in Tropicalia rather than a full production plant.  This deal would create jobs for our citizens and at the same time, increase our exports and strengthen our currency. All of these issues were congruent to our initial strategy; therefore we were willing to accept a WOS under certain conditions, which will be later discussed in the transaction report.  Although a WOS would ultimately give Megatronics total control over the plant in our country, because of what the plant would bring to our country, we were willing to accept the deal.  In addition, we felt that because Megatronics would only be building a final assembly plant, it would not affect our relationship with local firms business.  

The other strategic issue we had to negotiate was the JV/merge deal that took place between SysTrop and Tropimatics.  Sysmatics was formed as a Joint Venture business between the two local firms with the intent to merge within five years. From a governmental standpoint, we were totally receptive to the joint venture and thought it would help contribute to the goals of our country.  We actually thought by SysTrop and Tropimatics forming a JV, the firm would have a better opportunity to enter into an international joint venture with Megatronics, Tanaka or Eurodata.  The JV between SysTrop and Tropimatics would later work to our advantage when Sysmatics made a bid on the new technology (please see figure 9 for specifics of deal).

International Strategy

Although our government did not explicitly create an international strategy, it was important to have certain goals in mind when we approached business deal. We decided all decisions and contracts formed would support a transnational approach.  We had to keep in mind that we not only wanted to help out local firms, but also want to improve our country’s economic state. A transnational approach would allow us to focus on global development, as well as local development.  Ultimately our overall goal was to focus on allowing certain amendments in our policies in order to cater to both our local needs and global needs. For example, we agreed to lower the corporate tax rate for Sysmatics in the first ten years of their production agreement with Megatronics Inc. in order to increase exports form our country and to create numerous jobs for our country.  If we were unwilling to negotiate on the tax rate, Sysmatics would have faced possible bankruptcy and it would have destroyed our local economy.  

As a government, it was also important we keep in mind several leveraging factors that we would be able to use as part of our strategy.  We served as both a threat and an opportunity for the local firms and the MNCs.  There were several factors we had to keep in mind during negotiations to use in our favor. The following actions potentially had an affect on both the local firms and the MNCs: 

1. regulation – we had to ability to increase or decrease costs

2. taxation- we had the ability to increase returns for our government, but also the ability to create a competitive advantage for firms over their competition

3. expenditure – our government could create a competitive advantage or disadvantage based on who we award grants and loans to

4. privatization – we had the potential to increase competition

5. consultation – we provided businesses the opportunity to influence government policy or an opportunity for the government to manipulate the local firms

(Source:  International Management, Chapter 12-Strengthening International Government Relations)

At times during the negotiations, we realized that we were becoming too involved in negotiations between local firms and MNCs and needed to step back a little. Although we were concerned about certain issues (i.e. tax rate, tariff rate) in possible contracts between local firms and MNCs, we had to remember our goals and objectives as a government and focus on exports, jobs and tariffs. By establishing a transnational approach as a guide during our negotiations, we were able to stay on tract and negotiate specific issues relating to our government policies.

Organizational Structure

A government can not determined the specific structure of a firm or the specific organizational structure of a joint venture, but we suggested guidelines we would like the local firms and MNCs to honor. We believe a mistake we made in our pre-negotiation policies was that we developed our policies almost as if we were a local business, rather than a government.   Instead, we should have put less emphasis on equity ownership and specific value chain activities, and put more emphasis on tariffs, tax and export strategies.  Final decisions on organizational structures of the JV of SysTrop and Tropimatics were to be decided within the organization. However, we have constructed an overall country organizational business structure, which creates a picture of how our country’s business structure has developed from pre-negotiation (figure 2) to post-negotiation (figure 3).  The structure includes the JV of SysTrop and Tropimatics and the out-sourcing deal made between Megatronics and Sysmatics.

Future Policies Package

Before negotiations started, we wanted to take a strong stance and only negotiate specific policies when forced to. As mentioned earlier, we quickly found out this would not be the best strategy for our government and we determined we would have to take a more negotiable role in order to benefit in the long run.  Below are specific policy packages constructed during negotiations.

Policy Package with Megatronics

During negotiations, there were basically two policy packages that were created, but in the end, the two deals merged and collaborated into one large policy package.  The first deal was the package assembled for Megatronics. Essentially, we started off the negotiation trying to keep a 40% import tariff, a 30% corporate tax rate with no tax holiday, an export level of at least 95%, require a social responsibility program, and demand that Megatronics remain in our country for at least 16 years.  After a rather friendly negotiating process with Megatronics, there were several amendments to the initial contract. We were able to negotiate a policy package that would be beneficial to Megatronics and to us. Specifics of the deal will be later discussed in the transaction report. (see figure 4 & 5 to compare pre and post contract with Megatronics Inc.)

Policy Package with Sysmatics

The second policy package was negotiated between Sysmatics and ourselves.  Sysmatics wanted us to decrease corporate tax rate to 10% over a period of ten years, with an increase in tax rate over the next five years until it reach 30% by year fifteen.  Sysmatics also insisted that we contact the WTO in order to reduce tariffs between Tropicalia, Japan, EU and US.  We were able to negotiate the 10% for ten years with Sysmatics because of the amount of jobs that would be created and the increase in exports from our country.  By increasing exports, we will be able to strengthen our currency and compete on a global scale.  

Future Negotiations and Policy Packages

In future negotiations with other MNCs who want to enter our market, we will be more willing to work on specific issues in order to have a win-win situation. We have realized through this experience that we may have to approach negotiations in a less concrete manner.   We will continue to be consistent with certain issues, such as tax holidays, but will be more lenient in other areas such as tariff reductions. Ultimately, we want MNCs to be able to form future JV with our firms, in order to use the technology that are local firms acquired in an effective manner. We are also committed to allocating funds to build a government owned R&D facility. The facility will be available to local firms and will hopefully help reduce our country’s dependency on MNCs for technology. Our ultimate goal is to develop a state of the art R&D facility, and allow our local firms to function without depending on a MNC for technology transfer.  We will use a percentage of the money earned on tax revenue to put towards a new facility.  Each policy package offered in the future to other local firms who start up businesses or other MNCs who want to enter our market will be individually tailored according to our needs at that specific time.  Depending on how our relationship continues with Megatronics, we may not see a need to build other maxi plants in our country. Instead, we may have to find partners who would be willing to build a mini or standard plant, which will continue to serve our local economy and add jobs. 

There are several policies we have chosen to amend for future negotiations:

· Reduction of import tariff to 20% in order to be competitive with other countries in Exotica (may negotiate depending on priority of project)

· Willing to accept a tax break for high priority projects (i.e. 10% for ten years), but will only allow tax holidays for high priority projects and will only allow up to a 5-year tax holiday. Standard corporate tax rate will remain at 30%

· All firms (local and MNCs) will implement a corporate social responsibility program

· Export levels will be set at 80% (this may be negotiable depending on the product)

Value Chain Activities

It is difficult to comment on value chain activities because we are not aware of specific activities negotiated within Sysmatics, and the deal they constructed with Megatronics.  Although marketing activities, human resource activities and head quarters’ location are not as important to our objectives as government, production activities and R&D activities are very valuable to our country and these activities need to continue to be develop over the next ten years. It is necessary that Sysmatics continues to expand their R&D facilities and also maintain quality and efficient production in Tropicalia.  With the future R&D facility we are constructing, as well as the technology acquired by Sysmatics, Tropicalia will hopefully become a technology leader in the microanalyzer market. 

II. Negotiations

Monday 3/29/04

Contact Mode: In person

Parties: FINS Round B, minus Megatronics B

Time/Place: 12:30 PM, B&E BA 610 classroom

Form: Multilateral Summit

Issues: 

· The Paradiso governments suggested a free trade agreement, however no specific details were put on the table, nor was there an effort to create any specific details.  

· We distributed our government policies to the MNCs and local firms.  We approached Tanaka B about the possibility of creating a JV with a Tropicalian local firm.  We were immediately rebuffed for our economic policies, with no effort to negotiate any points.  Eurodata B ignored any our efforts to speak with them. 

· Our local firms were also ignored by the MNCs and the Paradiso players, so all Tropicalian players left and convened in a room across the hall.

Strengths: We entered with a defined list of government policies

Weaknesses: Summit very disorganized, our policies seemed to concrete and possibly scared away the MNCs.

Issues Won/Lost: Won – none.  Lost – no MNCs would deal with us, technology transfer policy vehemently opposed.

3/29 (continued)

Contact Mode: In person
Parties: Tropicalian Empire, SysTrop, Tropimatics

Time/Place: 1:00 PM, B&E across the hall from the summit

Form: Multilateral 

Issues:

· We told the local firms they had our full support and our desire to help them acquire new technology so they could become a major microanalyzer firm, thereby creating jobs, increasing exports, and helping to stabilize the economy (and accomplish our overall strategy).

· SysTrop and Tropimatics decided to create a joint venture together called Sysmatics and collectively bargain as one firm for the rest of the FINS negotiations.

· Tariff policy was negotiated with Sysmatics.

· Plans were made to contact Tanaka and Eurodata, even though they ignored us, and see what kind of Tropicalian government package they needed in order for them to consider Sysmatics as a JV partner.

Strengths: All parties wanted to help each other out. 

Issues Won/Lost: Won – Kept tariff on imported subassemblies and complete microanalyzers at

40%.  Lost – Tariff on components reduced to 10%.

Tuesday 3/30/04
Contact Mode: Email

Parties: Tropicalian Empire and Sysmatics

Substance: Sysmatics informed us they would be meeting with Megatronics, Tanaka, and Eurodata individually on 3/31 at 12:30 in B&E on the third floor.

Wednesday 3/31/04

Contact Mode: In person

Parties: Tropicalian Empire, Sysmatics, Megatronics, Tanaka

Time/Place: 12:30 PM, B&E third floor

Form: Multilateral

Issues:

· We put forth an effort to encourage a JV with Sysmatics.  We wanted to know if there was anything the government could do to persuade Megatronics to create a JV with Sysmatics.  Megatronics firmly told us they would only do a wholly-owned subsidiary (WOS) in Tropicalia if anything at all.  

· While Sysmatics discussed among themselves, we quietly set up a meeting time with Megatronics to discuss the possibility of a WOS and negotiate our requirements.

· When Tanaka arrived, they told us they already signed a deal with Paradiso.  However, they would still consider a JV if Sysmatics won the technology bid.

· We told Sysmatics we would help them finance their bid with a government loan.

Strengths: All parties were willing hear each other out.

Issues Won/Lost: No issues were won or lost, merely discussed.

3/31 (continued)

Contact: Telephone

Parties: Tropicalian Empire and Sysmatics

Issue: Sysmatics informed us they ran some numbers and had an amount they wanted to borrow.  The amount was reasonable and we agreed.  Twenty minutes later, we received another call from Sysmatics, who told us they wanted to borrow more than they had previously told us.  We had faith in them and wanted them to win the bid, so we agreed to the new amount.

Strengths: Mutual cooperation and aligned goals.

Issues Won/Lost: Both parties won.  The loan amount was reasonable and would help the local firms compete

Thursday 4/1/04

Contact Mode: In person

Parties: Tropicalian Empire and Megatronics

Time/Place: 10:30 AM, MBA Center

Form: Bilateral

Issues:

· This was a departure from our intended strategy of technology transfer from a JV.  However, having heard Sysmatics won the technology bid and knowing it reduced the number of potential jobs to be created, we decided to allow Megatronics to create WOS in order to create jobs in Tropicalia.

· We negotiated the tax holiday, tax rate, export amount, and tariffs.  A press release was sent out to announce our new agreement with Megatronics (Fig 6).  A contract was signed (Fig 5).

Strengths: We were well prepared and did not allow Megatronics to dominate.

Weaknesses: We felt we needed Megatronics more than they needed us. 

Issues Won/Lost: Won – export amount of 80%.  Lost – tax rate issue, allowed a WOS instead of intended JV.

4/1 (continued)

Contact Mode: In person 

Parties: Tropicalian Empire, Sysmatics, Tanaka, and Eurodata

Time/Place: 1:45PM, MBA Center Lounge

Form: Multilateral

Issues:

· We had one minister at the meeting to support Sysmatics.  However, no significant issues concerning the government arose while the minister was present.

Sunday 4/4/04

Contact: In person

Parties: Tropicalian Empire and Sysmatics

Time/Place: 6:30 PM, B&E computer lab

Form: Bilateral

Issues:

· We negotiated the tax policy with Sysmatics.

· Email sent to WTO to request tariff reduction by US, EU, and Japan.

Strengths: High level of cooperation between parties

Issues Won/Lost: Won – tax issue. Lost nothing.

Use of Media

We used the Gatton Press three times.  First, announcing our deal with Megatronics 

(figure 6).  Second, announcing our plan with the WTO to reduce tariffs between the US, EU, Japan, and Tropicalia (figure 12). Third, we sent the Gatton Press the final details of our involvement in the Sysmatics-Megatronics deal.  We did not actively seek out the press or use them to distribute information other than our announced deals, as we felt they provided inaccurate and untruthful information in their news releases. 

Unresolved Issues

Our only unresolved issue at the end of the simulation was the Paradiso governments had not gotten back to us about our proposal to the WTO.  We needed the approval of at least one of the Paradiso governments in order for the WTO to approve the deal.  However, during the FINS debriefing, it became apparent to us that neither government would have approved the deal.

(please see figure 11 for detailed timeline of our negotiations)

III. Post-Negotiation Transaction Report

Agreements/Contracts

Megatronics
We, the Ministers of Tropicalia B, met with the Megatronics representatives at the second Exotica B Summit on March 31, 2004.  We had not intended to meet with Megatronics, but when deals with Eurodata and Tanaka were not coming to fruition, we decided to see what Megatronics had to offer.  When we went into the negotiation, our intent was for the MNC to form a joint venture with one or both of our local firms.  The company was adamantly opposed to this and would negotiate over nothing other than a WOS.  Because we currently had no other options on the table, we agreed to negotiate.  Our strategy was to help the local firms with technology transfer, increase exports, and help the economy, so we knew that without any MNCs, none of our goals for the country would be achieved.  At the Summit, we discussed the options of a WOS (final assembly only), a tax holiday, and a large percentage of production being exported.  Megatronics had not yet met with the Paradiso government and wanted to do so before they signed a contract with us.  We decided to meet the next day to propose an offer to the MNC.

The meeting on April 1 was a huge success; a contract was drawn up and signed (see figure 5).  The main purposes of the project from our point of view were: to increase exports, minimize the MNCs interference/competition with local firms, increase the number of jobs in Tropicalia, and increase the strength of our new currency, the Palma.  

As a result of the deal, Megatronics will operate a WOS (maxi plant) in our country, with half of the materials for plant and equipment being purchased within Tropicalia.  We wanted this in the contract so more sectors of the economy, for example construction, will reap the benefits of the deal.  Also, a six-year tax holiday has been imposed, but not without an agreement to stay in Tropicalia for at least 16 years.  We did not want the MNC to collect profits tax-free for six years and then close the plant; that could be devastating for our economy.  In year seven, a 15% corporate tax will be applied, followed by a 20% tax in year 8, reaching the standard 30% for each year after that.      

A reduction of tariffs was very important to Megatronics.  We agreed to eliminate tariffs on imported items used in the manufacture of exported items because increasing exports was, and is, one of our main concerns.  However, a 5% tariff will be applied to all imported parts used to produce microanalyzers that will be sold in Tropicalia.  This was done to protect our local firms; they have first claim on the Tropicalian market. 

Since exports were high on our list of priorities, we wanted Megatronics to export at least 95% of microanalyzers produced in Tropicalia.  They would not agree to this because they see Tropicalia as a large market for them.  Therefore, we compromised; Megatronics must export at least 80% (never to drop below this level) of microanalyzers produced in this country.  Also, by exporting and working more on a global scale, we felt this would increase the strength of the Palma.  Increases in exports from Tropicalia should also make the country more visible and attractive to future MNCs considering a business relationship in Exotica. Because we want any deal with a MNC to benefit as many aspects of our economy as possible, it is standard operating procedure that any company doing business within Tropicalia have a social responsibility policy.  Megatronics must have such a policy and has agreed to uphold this responsibility throughout the time it operates here.  Pleasantly enough, the Megatronics representatives had no problem with a social responsibility policy; this helped to put us more at ease that we are doing business with a high-quality company.  We are not alone in this sentiment; in a report to the Gatton Press, Justin Arambasic, Chief Executive of Strategic Operations at Megatronics, said, “We foresee a bright and prosperous future with them [Tropicalia].”

 Local Firms: Sysmatics (SysTrop and Tropimatics JV)

At the first Exotica B Summit on March 29, 2004, our local firms, SysTrop and Tropimatics, requested a private meeting.  They informed us of their plan to create a joint venture (Sysmatics) with the plan to eventually merge and become a MNC.  Because we saw this as a potential boost for the economy (a huge company involved in exports and foreign investment would create jobs across in technology and production sectors), we supported the joint venture whole-heartedly.  Sysmatics asked that we lower the import tariff from our previously stated 40% rate.  After little deliberation, we agreed to impose a 10% import tariff on components, maintaining a 40% import tariff on subassemblies and completed microanalyzers (figure 8).  We did this to in fact protect the local firms from MNCs who may want to import subassemblies; we wanted MNCs to have our local firms produce those units.  Little did we know we would soon be lowering and, in the case of exporting, eliminating tariffs for Megatronics.  The 10% tariff for local firms was intended to generate revenue for the country while promoting development and production by Sysmatics.

While the agreements with Sysmatics stood to benefit the local firms, the Tropicalian government was not in a compromised position.  We wanted to increase technological development in the country.  By allowing the two firms to merge, we could foresee the potential for the companies to pool their resources to more rapidly achieve advances in technology.  Also, by reducing the import tariff rate on components, we simultaneously strengthened ties with the local firms.  Reducing tariffs would have little impact on the flow of money into the country assuming the new joint venture could secure a deal with a large multi-national.  In the future, if we should need help from the local firms, we are certain they would have no problem helping us as we had helped them.  In other words, it was partly a strategic move to decrease the tariff rate.  In addition, a larger, more advanced firm with lower import tariffs would make Sysmatics more attractive to a MNC considering a business relationship in Tropicalia.  This would in turn create more jobs and help the economy.

On March 31, Sysmatics came to us asking for a loan so it could bid on the new production systems technology from the University of Kentucky’s Center for Robotics and Lean Manufacturing.  We agreed, and Sysmatics won the technology with a bid of $650 million.  Therefore, we have awarded them a loan in the full amount of $650 million (figure 9).

Sysmatics and Megatronics    

On or about April 3, Megatronics entered into an agreement with Sysmatics in order to take advantage of the new technology.  We were initially concerned the contract would violate the agreement between Megatronics and the Tropicalian government and had contacted the government’s lawyers in case a breach-of-contract case should ensue.  However, we were pleased to find the new contract simply extenuated the previous one.  No lawyers would be needed at this time.

According to the contract between the local JV and the MNC, Sysmatics will manufacture microanalyzers and sell them back to Megatronics.  Although we did not take part in the contract, we have obtained a copy of it (figure 7).  Briefly, Megatronics will build four fully functioning assembly maxi plants in Tropicalia.  Combined, the four plants will create a total of 4000 new jobs by year four. Also, because Megatronics will take full control of the four new maxi plants after ten years, the MNCs corporate income tax rate for those plants will increase to 15%, 20%, and 30% in the 11th, 12th, and 13th years, respectively.  Overall, all contracts signed into effect in Tropicalia should have positive implications for the economy.

Non-Agreement Briefing  

Tanaka

Tanaka was the first MNC we met at the first Summit.  Quickly and informally, we approached Tanaka about forming a joint venture our local firms.  They were adamantly opposed.  However, amid the chaos, we quickly gave them a list of our government policies on our way to a private meeting with our local firms.  We verbally agreed to meet later to see if we could come to some sort of an agreement.  

After meeting with our local firms, we approached Tanaka again and requested that they meet with our local firms and us.  They replied that they were currently entertaining another offer and would join us in a few moments.  Several moments passed, Tanaka never arrived, and later that afternoon we found out Tanaka had signed a contract with one of the Paradiso countries.  Their reasoning was that they looked over our list of policies and ruled Tropicalia out because they felt the tariffs were too high (at that time listed as 40% for all imports), they would not be willing to create a joint venture, and they would most certainly not produce the logic unit in Tropicalia.  All of these policies were high on our list of priorities, but none were set in stone.  Needless to say, we were disappointed Tanaka would not even negotiate with us before eliminating us as a possibility.  The policies we initially set were negotiable, as are many things in business.  

At the second Summit, one of the Tanakan representatives met with Sysmatics and us as a goodwill effort to entertain the possibility of some sort of agreement in Tropicalia.  However, Tanaka was not willing to engage in technology transfer of any kind.  This would be necessary for Sysmatics to gain any benefit from Tanaka.  No agreement was made and Tanaka made plans to remove all business from Tropicalia, placing all efforts in Paradiso.

Eurodata  

Relations with Eurodata were disappointing at best.  Although we tried several times to schedule a meeting with the MNCs representatives, they would not meet with us.  In fact, at the first Summit, one of the Eurodata representatives shut the door on the Tropicalian Minister of Technology Development’s face.  We felt this was rude and a clear signal they were not anxious to engage in negotiations with us.  Although we continued throughout the week to meet with them, we felt there was little chance for a contractual agreement.  Therefore, although we never ruled Eurodata out completely, we put more of our efforts into securing a deal with Megatronics.  If a company would exert so little effort into meeting with us, there was a high chance they would place little priority on any plant they may build in our country.  Should a MNC come into Tropicalia, sustain operations for only a few years, and then leave unexpectedly, our economy would be devastated.  Therefore, we wanted to negotiate with a MNC that showed enthusiasm and had a long-term plan for operations in Tropicalia.  

The Government of Paradiso South (and North)

On April 1, the Paradiso South Government approached us with a proposition of a free trade agreement between Paradiso South, Paradiso North, and Tropicalia.  The reasoning was that due to the expected importing and exporting activity of Eurodata and Tanaka between the countries, everyone would benefit.  The agreement would apply only to Microanalyzers, their subassemblies, and their components.  

The next day, we responded with a resounding “no.”  We did not want to drop all tariffs, but were willing to agree to a zero tariff rate on all exported products.  We further offered to lower our import tariff rate to 5%, which would be lower than that of the U.S., Europe, or Japan.  We were in fact willing to negotiate on the possibility of a 5% tariff to be applied only on components, with a zero tariff rate on subassemblies and microanalyzers.  We felt this was more than fair, given neither Eurodata nor Tanaka was willing to produce in Tropicalia.  We wanted to maintain some tariff rate in order to keep some money flowing into the Tropicalian economy.

Neither Paradiso country wanted to go further into negotiation proceedings.  As a result, neither Eurodata nor Tanaka would export into Tropicalia.  Although this could have been a detriment to our country, it would actually create an advantage for our local firms and Megatronics.   

The WTO and Paradiso North and South  

On April 4, we were approached by Sysmatics to help Megatronics since the two companies had recently come to an agreement.  We applauded the goodwill effort made by Sysmatics and decided to try to appeal to the WTO.  

Sysmatics asked that we negotiate down the import tariff rates with the U.S., Europe, and Japan.  The company said it would encourage Megatronics to manufacture more microanalyzers in Tropicalia, therefore allowing Sysmatics to increase exports.  This lower tariff would create a win-win situation for both firms.  

Later that day, we proposed to the WTO that the 10% import tariff with the U.S., Europe, and Japan be lowered to 5%.  We chose to propose a decrease of 5% because we did not believe the WTO would approve a decrease of more than that amount.  Given time constraints, we wanted to propose what we saw as a feasible option that would be approved with little delay.  

We were shocked and pleasantly surprised when the WTO responded with an offer to entirely eliminate import tariffs for the U.S., Europe, and Japan on items produced in Tropicalia.  However, the catch was that at least one voting country in Exotica, either North or South Paradiso, had to agree to this.  Further, Tropicalia and one of those other Exotica countries had to agree to reduce tariffs on imports from the U.S., Europe, and Japan into the Exotica countries.  

Unfortunately, neither North nor South Paradiso would agree to this.  When asked why they were not in favor of such an agreement, they cited a lack of perceived benefits for their countries.  This was understandable since the proposition to the WTO was not intended to include the reciprocal tariff reduction.  However, these propositions were made the evening prior to the closing date of negotiations.  Had the propositions been made earlier in the negotiations, perhaps some agreement could have been made among all countries involved.  This could have tied in smoothly to the earlier tariff proposition made by the Paradiso governments, but because it did not, there was no agreement.  Such is business.

IV. Outcome report: Influence of policy package on entry mode and strategy

Our policy package that we edited for the pre-negotiation report didn’t have much influence on what really happened. Its influence has been substantial in the sense that some MNCs have been reluctant to enter our market because of this package.

The main goal of this package was to attract a MNC to benefit from technology transfer to help out our local companies. After these companies merged, the intended strategy was still relevant but no MNC was interested by a Joint Venture.

We think that this package (figure 1) has been the reason why Tanaka decided not to do business with us. In fact, it didn’t work because of an obvious lack of communication. Indeed, the deal we made with Megatronics Inc. showed that we have been more than flexible on the issues developed in this package.

The deal with Megatronics Inc. doesn’t respect the terms of the policy package because we considered the offer of Megatronics attractive and consistent with our intended strategy of promoting local companies. So even if our policy package required a joint venture agreement with limited ownership from MNCs, the reality has been totally different and this has been achieved through intense negotiations with Megatronics Inc, Sysmatics and Tropicalia in a win-win perspective. This contract was still consistent with our willingness to support our local firms since we required that at least 80% of the production would be exported (see figure 5).  In fact, this first deal helped to facilitate the deal between Sysmatics and Megatronics. In our objective to help them out, we supervised this agreement.

The policy package didn’t really impact the entry mode since we succeeded in finding another alternative through negotiation but our policy package has allowed us to end up the negotiations with something close to our strategy. It seems that the most influential part of our policy package was tariffs (see figure 1). That’s the reason why we are planning on being more flexible in a future policy package to submit to other companies wishing to enter our market.

Moreover, our required ownership structured might have been felt repulsive by some MNCs like Tanaka or Eurodata but they did a big mistake in the end since our market is too large to be ignored and the deal we made has been done with theoretically the most “inflexible” company. The result is that Megatronics Inc. will sell micro analyzers alone in the biggest exotica market.

Our tax policy didn’t impact that much on the strategy. However, by not granting a tax holiday to Sysmatics, we will now be able to finance our long-term focus of technology development in Tropicalia through a new state-owned R&D center.

Concerning our tariff policy, we already said that the 40% tariff seemed to be the principal reason why some companies didn’t want to enter into Tropicalia. Nevertheless, we think that our financing policy has assisted the success of Sysmatics to win the technological bid which has been good for the whole negotiations since it enabled Sysmatics to produce at a lower cost. Our patent policy that specified that patents would be obtained initially for 15 years with a possible 10-year extension period has certainly pleased Megatronics Inc. when we signed the first deal with them.

Finally, even if some aspects of our policy package were too restrictive, it proved not to be an insurmountable obstacle to achieve a contract that benefits our whole economy and that will help us in the future to reach our ultimate goal: develop high-tech industries without relying on MNCs

	Projections of tax earnings, investments and jobs created in Tropicalia
	
	
	
	
	
	
	

	Tax rate (per year)
	
	
	
	
	
	
	
	
	
	

	Sysmatics
	Year 1 to 10 
	10%
	
	
	
	
	
	
	
	

	Megatronics inc.
	Year 11
	15%
	
	
	
	
	
	
	
	

	
	Year 12
	20%
	
	
	
	
	
	
	
	

	
	<Year 12 
	30%
	
	
	
	
	
	
	
	

	
	Sales price
	
	$3,100
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	IN USD
	
	
	
	
	
	
	
	
	
	

	Year
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	Plant built 
	1
	1
	1
	1
	 
	 
	 
	 
	 
	 

	Jobs created
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Logic Unit Subassembly
	200
	200
	200
	200
	 
	 
	 
	 
	 
	 

	Input Unit Subassembly
	200
	200
	200
	200
	 
	 
	 
	 
	 
	 

	Output Unit Subassembly
	200
	200
	200
	200
	 
	 
	 
	 
	 
	 

	Final Assembly
	400
	400
	400
	400
	 
	 
	 
	 
	 
	 

	Accumulated jobs created
	1,000
	2,000
	3,000
	4,000
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Production
	100,000
	200,000
	300,000
	400,000
	400,000
	400,000
	400,000
	400,000
	400,000
	400,000

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Turnover realized
	310,000,000
	620,000,000
	930,000,000
	1,240,000,000
	1,240,000,000
	1,240,000,000
	1,240,000,000
	1,240,000,000
	1,240,000,000
	1,240,000,000

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Tax earnings
	31,000,000
	62,000,000
	93,000,000
	124,000,000
	124,000,000
	124,000,000
	124,000,000
	124,000,000
	124,000,000
	124,000,000

	
	
	
	
	
	
	
	
	
	
	

	Earnings from Investments
	
	
	
	
	
	
	
	
	
	

	(purchased made locally)
	
	
	
	
	
	
	
	
	
	

	Logic Unit Subassembly
	25,000,000
	25,000,000
	25,000,000
	25,000,000
	
	
	
	
	
	

	Input Unit Subassembly
	20,000,000
	20,000,000
	20,000,000
	20,000,000
	
	
	
	
	
	

	Output Unit Subassembly
	15,000,000
	15,000,000
	15,000,000
	15,000,000
	
	
	
	
	
	

	Final Assembly
	20,000,000
	20,000,000
	20,000,000
	20,000,000
	
	
	
	
	
	

	Total
	80,000,000
	80,000,000
	80,000,000
	80,000,000
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Total investment for plant and equipment that benefits to the local economy 
	
	$320,000,000
	in 4 years
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Total amount of tax earned from sysmatics from year 1 to year 10
	
	$1,054,000,000
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	total Jobs created
	
	
	
	
	4,000
	by year 4
	
	
	
	


V.  Benefits for the economy of Tropicalia – Supporting Documentation to Cash Flows

Employment

Megatronics Inc. will build one plant every year with a total of 4 plants. Every plant will be a fully integrated plant so this would represent a total of 2,000 employees. Since Sysmatics has won the technological bid, the implementation of this technology improves worker productivity by 50% across the board, thus facilitating the possible reduction of the number of employees require by 50%. Consequently, there will be only 1,000 employees that will be hired for each plant.  

A total of 4,000 jobs will in fact be created in Tropicalia by year 4 through this operation.

Taxes

As negotiated with Sysmatics and Megatronics Inc., Sysmatics will pay a corporate tax of 10% the first 10 years. After this period, Megatronics will pay a corporate tax that will gradually reach 30% by year 13. A 15% tax rate and a 20% tax rate will be applied in years 11 and 12 respectively. We can only be sure of the cash flows resulting from operations from year 1 to 10 since we don’t know what Megatronics will decide to do as far as production capacity and prices are concerned.

The total amount of taxes earned from year 1 to 10 will consequently be $ 1,054,000,000 

(see page 13 for Excel sheet). 

Indeed, the number of outputs produced will be 100,000 units a year and Sysmatics will sell the micro-analyzers for $3100 each to Megatronics.

Investments

This is one of our concerns on this deal since it will provide value to local firms. Half of the value of plant and equipment required to build the maxi-plants will be purchased locally. Building a maxi-plant requires a total investment of $160 million dollars.

Through this operation, this is $320 million in total that will be injected into the economy in 4 years.

So finally we really feel better-off after this agreement since it really benefits our economy: we have created jobs, the contract will give a lot of work to local firms the first 4 years for the building of the plants. 

Above all, we will get more than $1 billion from corporate taxes which will maybe enable us to finance a strong state-owned R&D department that would help local companies to be more independent toward MNCs as far as technology transfer is concerned. Since technology transfer was one of our main goals at the beginning, we can use this current agreement to gather funds to finance such a project. 

Moreover, we think this agreement will help attract other high-tech companies since we have demonstrated our ability to sign contract that benefit both parties even if our policy package might seem too restrictive.

Additional Resources

Beamish-Morrison-Inkpen-Rosenzweig (2003).  International Strategy Formulation. 

         International Management. McGraw-Hill Companies: Hightstown, New Jersey.

Beamish-Morrison-Inkpen-Rosenzweig (2003).  Strengthening International Government 

        Relations.  International Management. McGraw-Hill Companies: Hightstown, New Jersey.

White, E. & Trachtenberg, J.A. (2003).  Boss Talks: ‘one size does not fit all’; at WPP, Sir 

        Martin Sorrell sees limit to globalization; ‘We’re losing country focus.’  Wall Street 

        Journal; New York, N.Y.


Supporting Figures


Figure 1:  Tropicalian Pre-Negotiation Government Policies
I. Export Policy:

A minimum of 20% export sales is required with an international joint venture.  Once export sales reach 45%, MNCs will be eligible for up to 49% equity ownership

II. Equity Ownership

MNCs are initially entitled to 30% equity ownership. MNCs will be eligible for up to, but not exceeding 49% equity ownership.  Higher equity ownership will be contingent on increases in export sales and an agreement to conduct R&D jointly with local firms in Tropicalia

III. Tax Policy

Corporate tax will remain at 30%.  An additional 25% tax will be imposed on dividends, interest and royalties paid to foreign recipients.  There will also be a 5-year tax holiday awarded to high priority projects (high priority status will be determined by the ministers of Tropicalia)

IV. Technology Policy

Tropicalia will require a 40-45% regional content.  Tropicalia will also require that logic units must be produced regionally

V. Tariff Policy

Financing
Loans will be available for joint venture projects between MNCs and local firms

Patents

Patents will be obtained initially for 15 years with a possible 10-year extension period

Tariffs

There will be a 40% tariff on complete microanalyzers, subassemblies and components.  No duties are charged on imported items used in the manufacture of exported products

VI. Corporate Social Responsibility Policy

Every local firm and MNC must have a corporate social responsibility program to benefit the people of Tropicalia.  Examples: sponsor education programs, housing construction

Figure 2:  Tropicalia’s Business Structure Prior to Negoitations






          Local Firms





Figure 3:  Tropicalia’s Business Structure Post Negotiations





                                                            (Formed a JV) 
[image: image1]
                    Year 1                Year 2              Year 3                Year 4

Figure 4: Tropicalia Government Pre Negotiation Package for Megatronics (Negotiable)
1.  Megatronics may operate a wholly owned subsidiary in the Tropicalian Empire, with 50%  

    of material for plant and equipment being purchased locally (as in FINS p.19, table 6).

2.  8 yr tax holiday with agreement to stay in Tropicalia for at least 16 years.  After 8 yrs,  

     Megatronics will pay corporate tax of 30%

3.  No tariffs on imported items used in the manufacture of exported items.  However, for any 

    items produced for sale in Tropicalian market, a 5% tariff (negotiable) will apply to all   

    imported parts used to make these items.

4.  Megatronics must export at least 95% of microanalyzers produced in Tropicalia 

5.  Megatronics must have a local corporate social responsibility policy.

Tropicalian


Government


-Preference for local firms


-No funding available for foreign firms


-Pressure for foreigners to enter market 


 with international joint venture


-Recent reduction of inflation, 


 introduction of new currency (Palma)





Tropimatics S.A.


-No significant export sales


-Distributor and servicing agent for 


 Eurodata line of microanalyzers in


 Tropicalia





SysTrop S.A


- Distributed Tanaka micro-analyzers


-Assembled other Tanaka products under a 


 licensing agreement


-Products always based on foreign design


-Limited amount of exports





Eurodata


-Dominant European microanalyzer 


 producer


-Assests of $3 billion


-20% world market share in 


 microanalyzers


-No existing microanalyzer  


 manufacturing operations in emerging  


 markets


-Proft after tax under $100 million





Tanaka


--Technology follower and lagged behind introducing new products


-Dominant in Japanese microanalyzer 


 market


-No microanalyzer plants in Europe and emerging markets


-Profit after tax of $150 million


-Assets of $7 billion








MNCs








       Tropicalian      


     Government











    SysTrop S.A


     (Tropicalia)








Tropimatics S.A.


      (Tropicalia)





Plant 4


-Logic unit


-Input unit


-Output unit


-Final assembly








Plant 3


-Logic unit


-Input unit


-Output unit


-Final assembly








Plant 2


-Logic unit


-Input unit


-Output unit


-Final assembly








Plant 1


-Logic unit


-Input unit


-Output unit


-Final assembly





            Megatronics, Inc.


             (United States)





Sysmatics (JV)


(SysTrop & Tropimatics intend  


     to merge within 5 years)





Megatronics will build 4 maxi plants in Tropicalia by year 4.  Sysmatics will continue to distribute for Megatronics after year 10





-Increase in exports ( (80% )


-Created 4000 new jobs


-$1,054,000,000 in tax revenue


- 4 Production plants in Tropicalia
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