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[bookmark: _GoBack]Introduction 
For this report, an analysis of critical factors will be made when considering the possibility of a joint venture between two companies. Martyak (2014) defines a joint venture as ‘a partnership between two or more businesses where each party is invested in terms of capital contribution, the time devoted to the project and the effort put forth to complete the defined task’. Bush-rich Plc is an American copper processing company and aims to join with Pink Apples, a Chile based company with a large copper reserve.  The point of this joint venture is to allow Bush-rich Plc to control copper supplies being imported from Chile. Infoentrepreneurs.org (2017) state that there are a number of benefits and risks that a joint venture may bring; advantages of which include access to new markets and distribution networks, diminished risks and costs, greater resource access and capacity. Important factors to address, especially when venturing with a company within emerging economies such as Chile are macroenvironmental aspects such as the political and economic climate.

















Financing 
It is first important to identify what forms of financing could be used by Bush-rich Plc could use to finance their venture with Pink Apples. 
       Equity Financing
Equity financing is a way to raise capitol through selling shares in a business.  ‘The equity-financing process is governed by regulation imposed by a local or national securities authority in most jurisdictions. Such regulation is primarily designed to protect the investing public from unscrupulous operators who may raise funds from unsuspecting investors and disappear with the financing proceeds.’ (Investopedia, 2017). Smallbusiness.chron.com state advantages of using equity financing is that part of the risk and liabilities. As opposed to debt, no money must be paid back and can instead be reinvested. Evidently, one of the main drawbacks to using this form of finance is the fact that ownership and control is no longer fully in the hands of the company. 
       Debt Finance 
Debt financing is money you borrow in the form of a loan, in most cases from banks, as opposed to selling shares through equity financing. Investingansers.com states that whilst it allows companies to invest without committing their own capitol, it’s greater purpose is to maximise shareholder capital. Ward (2016) identifies two categories that support debt financing; short-term and long-term debt financing. Smallbusiness.chron.com state that this is useful for aggressive growth strategies especially if interest rates are low. This is a major positive aspect for Bush Plc, as both Chile and US interest rates are low at 1.25% (US) and 2.5% (Chile). This means that the low interest will prevent cash flow from being used up and allows for possibilities such as future expansion. 
In conclusion, it would be more appropriate to fund the venture through a larger proportion through debt financing, as this would allow Bush Plc to retain more control whilst also being able to secure safety through hedging.








Systematic Risk and its effect on beta.
Keown et al (2013) state that of the total risk involved, systematic risk would account for around 40% of the total. Smaga (2014) states that ‘While credit risk, liquidity risk, operational risk, etc. can be directly attributed to a given institution, systemic risk can only be attributed indirectly’. Bekeart and Hodrick (2013) state that systematic risk is ‘the risk associated with an asset’s return arising from the covariance of the return with the return on a large, well-diversified portfolio’.
The covariance, defined by investipedia.com as a measure ‘of the degree to which returns on two risky assets move in tandem’ describes how two variables move together or convey in tandem. Variables that convey with each other are described in terms of correlation coefficients and are bound between – 1 and + 1. If perfectly correlated, their correlation coefficient is 1.
Systematic risk affects an entire market segment as opposed to a single stock or industry. There are a number of factors that determine systematic risk. Factors such as inflation, interest rates and political environment can all influence systematic risk. Inflation can have a significant effect in regards to risk. Zucci (2017) suggests that expected inflation can bare a positive or negative impact, depending highly on the ability to hedge. 
Evidently similar could be said for such aspects like political climate. Christy (2016) states that common examples of political risk are unexpected increases on corporate tax. Uncommon examples include war, military coup’s and terrorism. An example of this, provided by Christy (2016) states that during 2007, former Venezuelan president Hugo Chavez announced plans to nationalise the local phone company, CANTV; this sudden announcement dropped shares of CANTV by almost 50% before details fully emerged. Investors had caught wind of the rumour and acted without question.










CAPM
In 1990, William F. Sharpe won the Nobel Prize for his development of the Capital Asset Pricing Model (CAPM). ‘The CAPM holds that it is the covariance of an asset’s return with the return on the market portfolio that determines the asset’s systemic risk and hence the risk premium’. (Bekaert and Hodrick, 2013).
The systematic risk of an asset is characterised by its BETA in regard to its market portfolio. The equation for the beta, according to Bekaert and Hodrick (2013) is:
                             
Beta on Asset i =         Covariance ( ASSet Return i , Market Portfolio Return
                                                   Variance (Variance Portfolio Return)
A Bit About Beta 
Smallbusiness.chron.com states that an advantage to a corporation is the ability to sell stock to investors. The investors in turn expect a return for the money invested. The riskier the investment, the larger of a return is expected. Due to beta being numeric, the market has a base value of 1. According to economictimes.indiatimes.com, companies with a higher than base beta are more at risk, and vice versa for companies with low beta. ‘If a stock's beta value is 1.3, it means, theoretically this stock is 30% more volatile than the market’. (economictimes.indiatimes.com)
According to Bekaert and Hodrick (2013) higher betas equate higher risk, there for CAPM postulates:
Risk premium on asset i = (Beta on asset i) x (Risk premium on market portfolio) 
In regard to Bush Plc and Pink Apples, Pink Apples is inevitably going to have a much higher beta than Bush Plc due to Chile’s exchange rate being at 10% compared with the US at 2%. Chile has also had a tumultuous past in regard to it’s political environment, meaning that investors may be harder to come by or demand a higher return.






Purchasing Power Parity
Purchasing Power Parity, according to Arnold (2013) is the idea that goods should be sold at the same price regardless of currency used. ‘For example, if a basket of goods sold for £10,000 in the UK and an identical ‘basket’ sold for US $15,000 in the USA then the rate of exchange should be US$1.50/£’. (Arnold, 2013). If this parity falls out of equilibrium, Arnold, (2013) states that at US$3.00/£ British people would rush to by American goods at half the price. This would cause in exchange rates causing the dollar to rise in value until the purchasing power of both currencies were brought to equilibrium.
Protection Through Hedging
Though the exchange rate is 1.50 Peso/US$, the inflation rate for Chile is currently at 10% reducing its buying power. The volatile nature of exchange rates, especially within developing countries such as Chile calls for action to reduce the risk in future exchanges. This can be achieved through hedging. ‘An appreciation in the exchange rate, could undermine the profitability of exports. Therefore, large exporting firms are likely to hedge against an appreciation.’ (Pettinger, 2012). A common method of hedging is through Forward Exchange Contracts (FRAs). ‘FRAs are normally only available on larger loans. The bank will fix the rate of interest for a future date.’ (Marsh, 2012). 
In regard to Bush Plc, the rate is currently at 10% in Chile. An investment of say US$7 mil would mean that US$700,000 would have to be paid back to the bank. In one year’s time, the rate has increased to 12.5% meaning that, if not hedged: US$7 mil x 0.125 = US$ 875,000. If not hedged, at 7%, Bush Plc would be paying US$150,000 more than if they had used an FRA at its current spot rate.
WTO
GATT, now known as WTO (World Trade Organisation) ‘is a global membership group that promotes and manages free trade.’ (Amadeo, 2017). WTO.org states that some of its objectives are to set rules that are supported by the majority of trading nations and to settle disputes. Above all else, WTO is a negotiating forum where governments can sort trade problems as well as help the negotiation of lowering trade barriers. The rules set by WTO act as a safety net that most countries will abide to. Though it is not legal requirement, countries who do not follow this can be penalised and have barriers heightened.




Weighing it up
Advantages of Importing from Chile 
· Low interest rates – mutually beneficial low interest rates from both nations will mean debts will be kept low allowing for further ventures and expansion
· Low American Inflation means a lower cost, increasing buyer power in the states.
Disadvantages of Importing from Chile
· Chile currently has a high inflation rate that is liable to change, making the cost of buying the copper more expensive. A way to prevent this would be to hedge from further increases in inflation.
· Chile has a politically tumultuous past, and though is much more stable these days, it adds to systemic risk, reducing investor options. 


Conclusion
To conclude, it is advisable that a joint venture between Bush Plc and Pink Apples would be a profitable venture. Low interest rates as well as mitigated risk, which will mainly be put on the shoulders of Pink Apples will mean that costs will remain low and be more attractive to investors. With any venture with a developing country such as Chile does involve a certain amount of risk both politically and economically, though the potential benefits far outweigh the risks.
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