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This report will examine all the factors that could potentially affect Bush-rich Plc in their potential joint venture with Pink-Apples. It will begin by considering the different types of finance that could be used by Bush-rich Plc and the benefits or implications of each. It will continue on to discuss the impact on the company of importing copper into the US from Chile. The third primary consideration will be to look at the benefits and disadvantages of Bush-rich Plc entering an agreement with Pink Apples versus remaining solo and importing copper direct from Chile. It will conclude with some recommendations for the most positive and economically favourable way forward for Bush-rich Plc.
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One of the primary aims of any business is for it to maximise returns to its stakeholders (Arnold, 2012, The Open University, 2012). An international trade contract with Pink-Apples certainly has the potential to increase value of Bush-rich Plc for its primary stakeholders for a multitude of reasons, however it is also not without its share of risk.
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It is essential when examining any joint international venture to consider various aspects of the country you are considering entering into business with. In the instance of US based Bush-rich Plc entering into a joint venture with Chilean based Pink Apples, some pertinent aspects to examine would be the current and potential political climate, rules of taxation, along with rates of interest and exchange. All of these factors will have a bearing on the Beta of Bush-rich Plc.
As of 2014, Chile is under a more progressive, left-wing government than previous, and changes have been made to taxation laws (Gov.uk, 2017). This would potentially make Chile a more risky proposition for investors and affect the beta of Bush-rich Plc. For example, a venture with a politically “risky” country will most likely increase the beta of your company, increasing it to above 1. If it is estimated that the joint venture would increase the beta to 1.3 (with 1 being relative to the current market), your company is 30% more likely to react to volatility of the market, making it a more “risky” share (Arnold, 2012, Atrill, 2014). This has its benefits for shareholders, as the more risky a share is considered, the higher the rate of return expected. This is clearly an attractive proposition for those stakeholders looking to increase their investment substantially (assuming that shareholders have a certain amount of knowledge allowing them to decide the amount of risk they are prepared to take (Arnold, 2012)). 
It would be beneficial to consider the Capital Asset Pricing Model to determine whether the joint venture with Pink Apples will ultimately be beneficial. CAPM was the first tool to suggest that risk will affect the overall return of an investment (Bekaert and Hodrick, 2013). This would be especially pertinent if capital was being raised primarily through equity. As it is shareholders’ money being used, it would be hugely beneficial to discover what rate of return they could ultimately expect. It would be expected that, if the venture was to be primarily funded through equity, shareholders would be expecting a higher return for their investment, due to the perceived risk of the project. The use of CAPM estimates the rate of return required from the venture, using the expected beta after the venture. The primary problem with this however is that it is very hard to accurately estimate the beta (Arnold, 2012). 
Would joint venture increase capital gearing? It is important to examine how Bush-rich would finance their venture and the cost of capital (McLaney, 2014). Modigliani and Miller (1958) assert that it would be more favourable for a company to raise their capital through debt rather than equity, due to the fact that debt can usually be claimed back through tax relief. This will in turn result in a lower weighted cost of capital, resulting in more favourable market value of the company as a whole (it must be noted that Modigliani and Miller made various assumptions in producing this theory so, while it is not “fool-proof”, it does help to demonstrate the importance of where our capital is from). It is also important to note that Bush-rich plc re-investing the majority of their earnings into the joint venture with Pink Apples, this will increase their growth of dividend and market value as a whole (Arnold, 2012).
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It is certainly worth considering the risk of exchange rates of currency - or Forex (Arnold, 2012) – which considers any sudden fluctuation in exchange rates (Moles and Terry, 2005). As it stands, the exchange rate currently is 150 pesos/$. Foreign operations can have a grave impact on any profits if there are serious fluctuations in the exchange rates – if it is favourable for the domestic country for the foreseeable future then it can impact positively (Atrill, 2014, Belascu, 2017). However, if the exchange rate in any given country is volatile, which may be the case given the political upheaval in Chile, this may not be the case. If, after the joint venture with Pink Apples, Bush-rich Plc hold assets that are valued in Pesos and Chilean currency appreciates, than that would clearly have a positive effect on our Forex, and by turn, our market value. However, if the opposite happens, and the Peso depreciates against the US dollar then our Forex will be impacted negatively. 
It would certainly be relevant to note that in this venture, the aspect of purchasing power parity would have an impact on the currency in Chile. Purchasing power parity suggests that, eventually, two goods (assuming both are equal) in two different economies will eventually “cost” the same due to the impact of inflation – the “real” exchange rate as opposed to the “nominal” exchange rate (Financial Times, 2017, Harvard Business Review, 1986). In the current instance, inflation in Chile is at 10% and expected to increase, while the US rate of 2% is expected to remain stable. Purchasing power parity theory states that the currency of the Chilean peso will depreciate over time while inflation increases, making it cheaper for Bush-rich Plc to import copper to the US.  While this is beneficial for Bush-rich, Pink Apples will likely be anticipate this by increasing tariffs on the importation of copper.
Economic transaction risk is a valid concern if Bush-rich Plc decide not to go ahead with their joint venture. The cost of importing copper to process back in the US is fluid, and can change along with any other economic exchange rate. One way for Bush-rich Plc to negate this risk would be with hedging. Hedging is a form of risk management that can offset the risk of future exchange rate fluctuations (Arnold, 2012, Horcher, 2005), and so would be beneficial for Bush-rich Plc in case of the peso appreciating rather than depreciating – certainly pertinent if current estimates are incorrect and inflation in Chile decreases.
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One obvious benefit of a joint venture between the two companies would be that Bush-rich Plc would save money in processing costs, as they would be done at source in Chile. It is also clear that investment in a joint venture would actually increase the market value of Bush-rich Plc and Pink Apples both. 
One further benefit would be currency swaps (Arnold, 2012, Harvard Business Review, 2008). This is where the companies would swap an agreed sum of currency for a certain amount of time, meaning both benefit from more favourable rates of interest. This would in turn which offset any volatility in exchange rates and inflation, as each would benefit from receiving more favourable terms usually reserved for domestic customers (Treasury Today, 2002).
The World Trade Organisation (formerly GATT) aim to eliminate trade barriers between countries, primarily to assist more developing countries trade more easily with those more economically sound (Full Fact, 2017, Wto.org, 2017). This could be beneficial either way for Bush-rich Plc, especially if the WTO aim to reduce or eliminate tariffs on the importation of copper. However, the fact that Pink Apples governors could potentially block any free trade agreements with Bush-rich Plc could put the company at a competitive disadvantage, and result in loss of market value. Therefore, a venture with Pink Apples would be more attractive and beneficial for both parties. 
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After appraisal of the potential risks and advantages of a joint venture with Pink Apples, it can be concluded that it would be an acceptable risk to enter into partnership with Pink Apples. While there is clear risk involved in dealing with companies in an economically less stable area, the risk for shareholders would be somewhat negated by the high return expected for their investment, e.g. the increase of the beta. If the WACC of the venture is lower due to debt capital, then the market value would again increase, resulting in better returns for investors of both companies.
A primary recommendation would be for both parties to agree a time-frame to review the partnership and how it is working (FM Magazine, 2015) – this would be beneficial due to the economic uncertainty at present after the change of government in Chile, and the always present possibility of increases in inflation and exchange rates in Chile and the US. 
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