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The purpose of this paper is threefold: (1) to examine
business policies and practices of multinational corporations;
(2) to focus on the economic and sociopolitical effects of these
policies and practices on developing countries hosting th§
multinationals; and (3) to examine and evaluate some alternative

strategies and methods to control these corporations by

developing countries,

The term "multinational corporation" will be used in this
paper 1n a broad sense to cover §11 enterprises that control
assets, factorles, mines, sales offices, and:the like in two or
more countries, This coincldes with the meaning the United
Nations Department of Social Affalirs has used in reference to
these corporations, The preceding definition means that the ac-
tivity of the multination corporations is transnational in nature
and ﬁay refer to assets, production, employment, sales, or profits

made by branches and affiliates located in more than one country,

The importance of examining business policies and prac-
tices of multinational corporations in relation to developing
countries 1s derived from the fact that these types of enterprises
are playing a larger role as an economic vehicle by which {

§
developing countries are related and tied to developed market
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economies, - Their effect on tho doveloping countries is nagniflod
due to the critical soctors 1n which thoy work, sineo they son- 5
orally tend to concontrate their 1nvostl‘nta in the n:tnxul

resource sector, the manufacturing soctor. and tho scrvices |
5sector. If we take into oonsideration that in many cases thesetn {
‘multinationala are in a nonopolictic positicn, in fact or In of~,’?ﬁ

fect, the role they play in thesc countrios is significant.

BusinoLs policies and ﬁractidcé of the nultinational.éoi-l'
porations aro derived from tho naturo of thoso enterprises, First,
these enterprises have multinational aetivltios connactod'hohnsoaAg
located in dovoloped market oconomios;‘ Thoir 1nvoatnont produo—ft
tion, sales, and profits are ladc through branches or affiliatoa
located in different countries and aro,diroctad from parent basos&
located in developed countries. A rii@fivcly'inconﬁ'U‘N report
(19714) shows that out of the total foroign investaent, loat o:!'
which 18 owned by nultinational corporntions, over fourbfifths of
the total is owned by four countries: Tho United Statoe. Th&
United Kingdom, France, and The F.do'xﬁ_ Republic of Germany. uoro-
over, these fohr countries Qcéount foi;ovir thraé-quartorﬁ of the -
total number of forelgn affillates of ‘iultinational companies n |
the world, Of these four countries, the United States alons ac-
counts for more than half of the total foroign 1nvoetnont in tho
world and for about 8 third of the tota.l nusber of forelgn affil-

"

_ates, Thus, the source of foreign investnent made by the
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rultinational corporations and the parent bases of their operationse
in the devsloping countries iu nostly locatod in dovelopod narket

oconomiqs.

Second, theso corpor:tions are largo 1n size and they tond
‘to have an olisopolistic chaxucter. Tnking unnual sales as an in-
‘dicator. the sales of a typical lultinational oorporation run 1nto
hundreds of millions of dollara. For exanple, each of tho‘Iargnat
four multinational corporations has a caloe volune 1n 6xcess uf 10
billien dollars, and more than 200 multinutlonal corporations hav. E
'surpuud the one blllion dollar level n(u.N., 1971:). Because oach of
‘these corporations controls a largo anount of ussots and a large j‘ -
volume of sales, the oligopolistic chaructor of the oorporationa is )
apparont.‘ The markets in which they operatc are typically doninatad

by a few sellers or buyers, Thking another indicator of ocononic {=
concentration, forelgn direct investnont of these corporations

tends to be concentrated in a few firms, In the Unitod sum,

for example, about 250 to 300 firls accounz for over 70 percont of E
direct forelgn investment, In the Federal Republic of Gcnany, 82 .
‘firns account for 70 percont of such 1nvnstnent and the nino lax-»f'
gest.of these firms alone control 32 percont of the total, In the o
Unitod Kingdom, ovexr 80 percent of the total foreign invostnont is

controlled by 165 firms.

Third, multinational corporations are geographically distributed
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but vartically intogruted fizns. They oxtract reseurces fron ono
country, lanufaoture prodncta fron theso rosourcos 1n a socond, andflf
sell the products in a third, The goographical dlstribution of i
thoir econoaic activities onablas thea to capitalizo on the spocial
'advantagos of a partlcular country and utllise thea to their oun
ends The vertical and soosxaphical dlstribution of thelr cconeuic -
activities means that 1ntogration of tho activities and the suborb P
-  "dinat1on of branches and affiliatos 1ocatad in differant countrios

to a central plan and stratogy is crucial to their success,

BUSINESS pmrcxxs,aun PRVAG_TICES

Let us exaaine now the business policioa and practioos of 3
multinational corporations that are aaaooiatod and conaistont with
| .tho preceding charactoriatics.: We wlll exanine these policios and i
' ‘practices within seven areas: (1) organisation; (2) investncnt J'

and finance; (3) marketing; (4) productiona (5) manpowery (6) rcse;rch;
L‘ and (7) government relations, In each of those areas, policies and ;>
:'praoticos commonly employed by nultinatlonal corporntions will ho .
described and analyzed 1n terms of the purposea they serve and 1n‘;“
relation to the characterlstics of multinational firms provicusly}v

indicated.

Organization

The increasing sise of,-nliinathnal cqrporutignh an@'théifff:”'

ol e e A



vertically integrated chaiactor posovcdordinatiaﬁ problels for
theso corporations, tho solutlon of which 1s sought in applying an‘
increasing degree of centralization. In the oarly stages of thoir:’
expansion of activities abroad, nﬁltinational firns gavo consldexr- ;‘;
| able autonomy to thair foroign aubeidiarios.‘J analyais by Stop-:" iL
ford and Wells (19?2) of the orgnnizatlonal dovolopment of 1?8 }?'
" U.S.-based multinational corporations shows that this initial atage
of high autonomy leads to stages in uhich the autonony of the sub-
sidiaries is highly cnrtailod. Policyblaking and docisionsaaking

yowers of the subsidiaries tend to deoline as the sice of the 1nter-

,national activities of tho corporation 1ncroases. Thus, as the N
corporation expands by diverlifying its 1nternationa1 product: or
by movins into more and more forpisn countries. greater intorfgxonco,:?é

RS

from the home office is observed,

Although multinational corporations tend to oontralizo
policy-making in the parent coupany, thor. seen to be dlffortnccs A
in the degree of contralization along tho functional areas,policios,: Y"
cover, In a cruclial area :uch au financa. centralization 13 leno"

~ potent than in other aroaa.

Systematic and direct oﬁidonéc on this point ffon‘dcvelopihg"
countries is not avallable. but there 15 somo indiroct ovidence of
their general mode of operation.} In a rocont study by Causso and
Boudeville (1976) of the Universlty of Pms on the dogroe of ,
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autonomy of French subsidiaries of U,S, multinational corporations,
differences were found betwueh functional areas, The U,S, parent
company xept tight hold in the area of finance, It allowed the
most autonomy in the area of manpower, Differences were also found
among the companles by sector, Among extractive and manufacturing
industrias, greater centralization was found than was seen in the

service sector,

The methods by which centralized control over subsidlaries
is achieved differ according to the nationallty of the parent base
and the size of the multinational corporation, The U,S,-based
multinational corporations, being relatively larger than European-
based multinationals, use more formaliged procedures for organiga-
tion and control European parent companies use less formaliged
procedurss and rely on loyalty and esprit de corps of the affiliates’
managers (U,N,, 1974), The trend among European-based companies,
however, is to use formalized organizational structure and methods
similar tobthoae used by the U,S, companies, Such a trend is a
function of the increasing size and complexity of European-based

companies,

“he need for centraliged control exercised through advance
planning and scheduling by the parent base 1s greater when the
chain of productlion technology is divided among different coun-

tries, In this situation production represents an integrated network




of specialized processes, When each process 1s located in a
differe1t country, centralized control is cruclal to the integra-

ted fun:tioning of the corporation.

There are differences, however, between the degree of
autonom s given to subsidiaries, depending on the degree of similar-
1ty betieen host economy and parent economy, As this similarity
decreas s, less autonomy is given to the subsidiaries located in
the host economy., Thus, a subsidiary located in a less developed
country will have much less freedom in comparison with that of a
subsidisry located in a develoned country. The activity of a
subsldiary located 1? a less developed country represents one
element 1n a chain of a network most of which is located outside
that country; such an isolated element becomes highly dependent
on the “.otal network and therefors on the center, Comnsequently,
each af:'11iate or subsidiary in such a network is subject to a
greater degree of centralized control by the parent company, This
night e:plain why in the French study done by Causss and Boude-
ville (1976) previously cited, the autonomy given to the French
subsidliaries by U,S, multinational corpoiations in areas suéh as
marketing, production and manpower was not low, The French
economy is much closer to the U,S. economy than is that of any

developing country,

Jentrallzed control sxercised by the parent company over
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foreign affiliates is achieved through complete or majority owner-
ship of each affiliate, although at times this control can be
exercised from a minority position. The affiliate in the latter
case might be tled to the network of the total multinational cor-
poration through economic, production, or technological dependency,
Such dependency compensates for ninority ownership and creates
enough reliance on the parent company for it to exercise effective
central control. In some other cases when tight centralized control
and complete subordination of the affiliates to the center 1s
desired, full ownership is sought. These are the cases in which

a novel technology is developed and the multinational corporation
wishes to retain full control over it, In this event, joint ven-
tures are avoided, as they do not allow for tight, centraligzed
control, Similarly, when full control over markets or sources of
raw materials is deslred, wholly owned subsidiaries faclilltate

the making of decisions and the achieving of coordination at a

level higher than that of the individual subsidiary,

Tnveatnent and inance

In the area of investment and finance, policles and prac-
tices of nultinational corporations are geared to achieve two
objectivess to maximize the rate of profit for the parent com-

pany, and to minimize capital risk,
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Exenination of the investments made by wultinational cor-
porations in developing countries reveals that these £oals are
nost e¢asily met through invesiment in extractive industries, Ths
U,N, statistics show that 10 parcent of tha invsstusnts of mulii-
national corporations in developlng countries were in the develop-
ment of ratural resources, a little less than a thilxd in msau-
fasturing, and the rest in trade, public utilitiss, transport,

banklng, tourism, and other servicea.‘

Multinational corporationa tend to be extreamely cautlous
in planning their investments in developing countries, The capital
compoaition of the subsldlary reflects the deaslre to minimize
capital risk, Locally borrowed capital constitutes an important
source of funds for the subsidlaries, Hulilnatlonal corporaticrs
mininizs tho use of owned caplital as a means of minimlzing risk
and maximlging the rate of profit., Kidron (1$65) cliteca evidence
‘of foreign companies in Indla which marketed issues nt‘50-100 per-

cent abova par,

Despite the practice of maintalning a fairly high peﬁcen—
tage of subsidiarles® capital in fixed interest debt, multinational
coapanies are aple-to make a high rate of profit on thelr foreign
operations, The profit rate from forelgn investment in developihg
econcmies 18 higher than that froa developed eccnoales, For

example, U.S, .and British firms tend to receive highor rates of
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return in the third world than in their home economies (Turnor,

1974), Thus, U,S,-based multinational corporations earned 19,2

percent on thelr investments in Africa during the pericd 1960-68;

15.9 percent in the Middle East, the Far East, and Oceania, In
contrast, these fixms earned only 12,6 percent on investments in 7;

Europe and 8.9 percent in Canada (DeCubas, 1971)., If we examine

the period 1955-1968, investments of U,S, multinational corpora-

tions were twice as profitable in developing countries as in

developed countries (U,N,, 1974),

A closer examination of the financial practices of mulii-

national corporations reveals that the apparent high profit

flgures of forelign affiliates in developing countrles is llable to

grest distortion, The actual profit made by the parent company
from ils forelgn affiliates is generally higher than the profit : ‘ <ﬁ
reported in the books of the affillates, Dlividends and royalty
payments do not constitute the only means whersby the parent
company withdraws profits from a forelgn subsidiary. Profits can
be made through the manipulation of transfer prices of goods and
services suppllied by the parent company or by other affiliates,
;G Such prices are usually higher than market level, thus inflating
the coat in the books of the subsidiary. This practice reduces
the taxable profit of the subsidlary and also reduces dividends

paid to local owners in the case of Joint ventures,

TEE wel T 0. e . EL T
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The study by Constantine Vaitsos (1970) of foreign companies
in Colembia provides strong ;vidence on the phenomenon of manipu-
lating transfer prices to the benefit of parent companiea, In a
sample drawn from pharmaceutical, electironic and rubber coppanies,
Véitsos compared prices charged by parent companies to their
affiliates in these industries with market prices, It was found
that seventeen firms in the pharmaceutical industry overpriced by
165 percent; eleven firms in the electronic industry overpriced by
5% percent; three firms in the rubber industry overpriced by 40
percent, Ironically, some cases wers found in this study in
vhich a multinational corporation was selling machinery 30 percent
more cheaply to a Colomblan competitor than to its own subsidiary!
Valtsos found that in the cample of the pharmaceutical industry
overpricing constitutes 82,6 of the "effective return" made by
the subsidiary, which includes royalty paymehts, roported profit,
and intermcdiate product overpricing. Valtsos concluded that if
Colonbla could have reduced the prices charged to its intermediate
goods and capital goods by an average of 20 percent in 1968, it
would have saved the forelgn exchange equivalent of more than 50
percent of all of its exports, with the exception of petroleum

and coffee (Turner, 1974, pp. 59-60).

Kidron's (1965) study of three multinational corporations
in the tire industry in India (Dunlop, Firestone and Goodyear)

provides evidence similar to that found by Vaitsos on the practice
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of undervalulng profits of subsidiaries through the manipulation of

transfer pricing devices,

The phenomenon of overpricing intermedlate goods and ser-
vices as well as capital goods providsd by the parent company to
its foreign affiliates explains why some corporations (in the auto
industry, for example) accept a relatively modest rate of reported
profit on their foreign invesiments, Returns froa overpriclng
the goods and services which multinational corporations sell to

thelr subsidiaries compensate for such modest rates of profit,

It should be noted that the practice of overpricing 1s
applisd to the caplital contributed by the parent company at the
point of initial establishment of the foreign subsidiary, In
some cases, the capital goods provided constitute the share the
parent company contributes to the capital in Joint ventures,

In such cases, the actual rate of profit from forelign investaent
is higher than the reported rate, since contributed foreign capital

is actually less than reported.

The above practices of multinational corporations enable
then to evade taxes on thelr forelgn investments., The differences
in the tax ratcs among the different countries hoating their in-
vestments is utilized to their benefit by greater evasion of

taxes in hlgh tax countries, Thus, they atteupt to minlmize the
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tax bill by establishing an artificial transfer price which will
deflate profit earned in countries where taxes are high and in-
flate profits earned in countries where the tax buxden is low

(u.N,, 1974),

It should be noted that the amount of reinvested profit
mads by multinational corporations in developing countrles is rela-
tively low, Host of the profit mads in the subsidiaries is-trans-

ferred outside the host country to the parent company. These

proflts are reinvested either in the parent company or in other

areas, On this'point, Michael Tanzer (1969) notes that between
1900 and 1960 multinational corporations working in the oil field
in the Middle East relnvested only 11 percent of profits in the
same area, Turner (1974) also observes that U.S, oil companies in
Latin Amerlca were reinvesting only 5 percent of profits during

the 1560°s {(p. 59).

Marketing

The basic marketing strategy of multinational corporations
in dgvaloping countries is to deal with these markets &3 an exten-
slon of the home market, Thus, the cholce of sites of subsidiar-
les and affiliates serving as marketing outlets in developing
countries 1a based on how similar the demand patitexrn in these
markets is to that in the home market. For consuaption goods, and

especiaily for durable goods, the marketing strategy used by
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nultinational corporations in developlng econcmies 1is geared to
the ellte claaaes'of these econcmles, Theso classe3 have a hlgn
purchasing povier and a westerniged consumption pattexrn which miies
thea easy targels for the muliinationals, At {the eaxly siagss of
entering a rmaxrket, extensive advortising and sales prowmotion
devices axe used to create nocds amnong these clile clasces sinmilaxr
to those used in the developed socloties, Thias strategy of
initial cultivation of the market is necessary if tha product
introduced was originally designed to fit consumption necds of

another scclety,

When this initial stage of cultivating a markot in a
developlng countiry is sufficlently successful, and after decmand
haes boon stabllized, production sites are established to soxrve this

marxet and closer markets in the reglon,

When the subsidlary is serving a local maxrkoet or closer
markets in the reglon, the multinatlional corporation finds it
advantagsous to have local partnexrs, These partnora, due to
their knowledge of the market and to their local connsctlons, can

$ncresse the speed of entry into ths local market and can aiso

"Increase the nuaber of markets approached simultancously.

An examination of the litsrature 6n marketing practices

of multinatlonal corporations revecals that freedoa glven to

IS
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sulsidlaries concerning buyling, exporting, and priclrng is often
curtalled, Policles and decisicna in thess arcas are cet 10 max-
imlge the interest of the total corporation, Thoe evidence indicates
that nany wosirletive marketing practices ere inmpossd on the forelign

sutaldiaries to the benefit of the parent cowpany.

Sources of supply of raterials and interumediate goods axe
of ton Getermlned for the subsidisrles. In rany cases, thé s0UTCC
is the parent company itself or one of it3 other forelgn subsidicr=
les, Such practices restrict deallng with local supplicis and
increase the inmported content of the gocds produced by thae subsid-

laries,

Tne practice of restricting the purcihase of naterlals and
intormediate goods used as inputs by tho aﬁb&idiary to the
parcnt conpany or 1is forelgn subsidiaries is integratcd with the
practice of overpilcing of transfer goods, This overpricing 1is
ucually appliod to the transfer goods used by subaldiavica
lccated in hlgh tax arcas and/or teking the form of Joint von-
tures (whore a local partnsr exlsts). Sirce there is often no
narkel price for the goods in question znd thelr priclng is

usually on the basis of cost-pius an amount of profit, the sattiing

of tho trancfer prices is quite arbitrary,
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are 80 CoRmon

some India.n subsidiart

, were pa.ylns up to

aple, he fousd that
oxplicitlypemittcd the C

‘of subsidiarles and affiliates ight be Testricted to certain mar-
kets, The nultina.tiomi corporation exercis '




sone of their affillates m not thereby minized. Tm:nor (197u

55) m pointed out that third wond nations boneve that the
parent coupany koeps thn nost profitable export narkote for itsolf.
These restrictions arb eften set to curtail competition anong the
3jcorporation'a own afflli&tos.

fﬁ nunber of atudios;‘ A roport by thc Resorvu Bank of India (1968)?
jshona that hs pornont of 1051 Joint vonturea and licenaing agroe-
lants 1n effoct 1n 196& 1n India had expllcit restrictions on
bxports. The study by% Vattsos (1970) on foreign coapa.nies in
vcoloubia 1nd1cates that export rastrictions ‘were connon anons .
,thoae conpaniea. Ho fouﬁd’that only seventoon out of sovonty con«u'
t!aots in the pha:aaceutioal 1ndustry alloued affiliates thc free-
;dén to export In thelchenical industry, thera were. eleven casea’l
~in whioh exports wero rostxicted and seven uhers exports Horo por~
'f n1tted In the textile 1ndustry, tho scoro was eleven fo one, . :
nKidron’s atudy on India confiras such prnctices.' He found these. .
""restrictiona to be alnost univorsa.l.; Vhen exports were allowed
:(1to the Indian affiliatos, they nore éonfined to certain narrow




stages o:t’ the product cyclo hava taken place. It 13 only during

,taohnologica.l chain. Such a distribution enables thanvto_ capi-




: '.thi's' mge. : The rest of tha proauouon 1inks

following extraetion exist outaide the country, and
in some Bases, such as the oil 1ndustry, .t.hey are
i'lcuzai:ed in devaloped ocononies. :

fIntemediate production. The production 1inks here

represent processes or atagns 1oca.ted aomwhare 1n ’the
‘middlo of tho technological 'cbain. 'I‘hay may repre-
sent the production of certa.in pa.rts or elanenta to
be assemblod or mixad elseahero.

Final stégg groduction. Hero the production links
reprasent a ata,ge closevto the end of a technologi-
cal cha,ln such as pa,ckins or assembling.

Multinational eorperatlona tend to 1oca.te production 11nks
belonging to any or- soma of the abo:ve types 1n developing coun-
_.tries, so that the tota,l toohnalogical chain will not be mtegrated

An exa.mination of the type and level of technology exported
| to devolopins econonies by multina.tional corporations :r:eveals
‘.‘jf"tha.t 1t 1s capital-intenaiva technology: that 1s being transforrcd




- The technology uaed by production affiliates of nultinational-
corporations 1s also of high level, including the use of highly
:sophisticated equipment, This type of tochnology is usually noro
L’éroductivo and more cost reducing. It uses less but highly

skilled nanpower than the less sophistlcatod technology.

The capltal-intensive and highly sophisticated technology

Vused by multinational conpanies is usually developed to ouli the
economies of the parent companies in which in1£1a1 s1tes of pro~
duction originally started, fho pnico of such technclcgy takins'

the form of royalty and license payments by the affiliates to

‘the pnrent company 1s usually high. Technology transfer 1s used,
therefore, to manipulate ocsts and to increase 1nd1ncct returnc.

going'to the parent company.

Manpowsr

The capital—manpowor mix used by nultinational corporationa
in developing countries varies deponding on the type of econonic
activity (e.g., manufacture, service, etc.) performed, }_Iowevor,’
the level of technology utilized Teflects greater need for highly

gualified manpowcr,'

| To attract the best qualified persomnel suited to the high "
technology they use, the wage rates offered by nultinational cor=

‘porations to local personnel are much higher than the going rates




in the paront econonies. But thoso'ritoo.?by local atandardi;ﬂiii
high enough to enablo the nultinationala to attract the crean of
”hanpouer_availablo in the ;ooal market,

Top and high level jobs might not be assigned to local per- -
sonnel, but to porsonnol of the parant nationality, Thsse |
individuals usually occupy poaitions sorving as liaisons botuuon
the parent and the affiliate or other poaitions of a cruoial
nature, When such mixture of enploynont exists, mage rates diffar

depénding on the nationality of the employee. Foroign cnplgy,...,,,A-

“.ﬂpecially those from the country of the pa:ent co-pany, are
usually paid higher vage rates with greater fringo benefits (o.g.,; ;
housing, tra.nspomuop, tickets to visit the home country) than

are local citigens,

When local personnal Qma'hired for managerial and top Jobe i

1n affiliates and subsidiarios of nultinational corporations,
they are screened not only on the basis of competence, but also
on their connections with and influence on government agencies and

the local conmunity.,

Training of_nanagerﬁ is_uaed as a means of achioving'
‘groat§r standardization of policies anong subsidiaries, - Such
tralning s often used as & substitute for direct centraligation
of policy and decisionpnaking. Hanasouent trainins and devalop-[£ f(
‘ment programs are usually ptovidod on oontrulisod basoa, and ux'~??1
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?‘tibn chdu. Faroign afﬂlinm do ,ut c-ny out the w.tin fnnn
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The location of rosea;ch and development functions in the
parent company provides the multinational corporations enables them
to develop technologies sultable to the conditions of thelr parent
econonies, Only after the novel technology and products are stabdll-
ized and used on a large scale basls, fhoy then could bes transferred

to developing nations,

Government Relatlons

Multinational corporations cannot make good business unless
they develop good relations with, and exercise sonaripfluenoa on,
governaents of host countries, They have to get the approval and
support of the governments of these countries, They usually try to
convince governments that, due to the great risks.they undertake in
investing in developing economies, certain special advantages and
exemptions should be grantéd to them, They try to prova that such
treatment 1s necessary for them to perform the developing role

they clalnm to provide to these economies,

The means they use to gef the speclal treatment and con-
cesslons vary, but these means esre not always either dirsect or
ethical. HMultinational corporatlons of ten use their parent govern-
ment to exert pressure on the government of the develeping country
to provide them with the special demands and concessions they

request, They often try to buy their demands through various

24,
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forms of bribery to top government persennel, They may pay te some
political leaders and finance their political campaigns, Such paye
ments are g€lven on proaises by these leaders to prbvide sﬁechl |

treatment when they rise to power,

Multinational companies do not only take protective
léa.sures to secure their interests by bullding Inpport and
buying loyalty of. influential personnel 1n government and im
politics, When they find their interests being Jeopardiged ox
‘threatened by government actions, they may tty to ﬁndonino o
the government by planning and fimnblng (vith the help and |
support of the home government) politieal diuﬁipﬂana and/or
political and military coups,
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EFFECTS ON DEVELOPING NATIONS

Economic Effects

-

Proponents of lﬁltimtional corporations claim that they
help develpping nations by providing the scarce caplital they nead,
and by improving their balance of payment through the import-
substituting and export-substitutiag industiries they establis&

Their effects on economic development of theae nations are |

claimed to be positive,

Such a claim is not always valid, On the contrary, the
abusive policies and practices of nultimtioml corporation.s nay
rétard development rather than accelerate it, particularly in
the absence of effective control over their activities, Let us
exanine the negative effects of these corporations on the
economic development of developing nations in thg absence of

such control,

First, multinational corporations often retard the process
of capital formation, and may even reverse it, By means of ele-
vating the cost of capital goods, as well as the cost of other
transfer goods and services provided by parents or other foreign
_affiliates, they often exaggerate the figures of the inflow of
capltal and resources provided to the developing economy. On the
of;her hand, the rolativol& high profit ratos” are mostly transferred




outside the country, mg makes the net flow of funds and re-
sources onesided, The demonstration of that is simple: frea 1960
to 1968, for example, while ons billion dollars or so of capital
was being transferred annually to U.S.-oontrolled subsidiaries 1n -
less developed areas, a,bdut 2.5 billion dollars were belng with~-
drawn annually in the form of income a.léno. If withdrawals in the
fomm of royalties and overpricing of intermedlate goods were
added, the figure might be much larger (Vemon; 1972, p. 221).

Further evidence of the one-sided n§t flow of funds could
be obtained from a recent U,N, report (1974), The report indi-
cates that in 1971 U.S. multinational corporations genarated a‘n"
outflow of capital of 4,8 billion dollars for direct 1nv§stnont
abroad and an inflow of a.ppﬁoxiutoly 9 billion dollars in th& | |
form of interest, dividendd, royalties, and manageaent fess, Thess
flgures indloate that the net flow is negative from the polat of
view of developing nations, They mean that multinational corpor-
ations, contrary to what they claim, "decapitalise”™ the economies

of doveloping nations,

Second, policles a.nd practices of aultinational corporations
often conflict with development needs., In addition to their
draining of national resources, they seem te be unconcerned about
eaployment goals or popular consumption ixood:. The up;tal-

intensive technology they elploj,v 'thov "truncated” nature of their
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activities (mng dependent on abroad), makes thelr contribution

to elplaynanf. trivial, Furtﬁonore, when these corporations serve A
_ the local market, they usually fulfill the consumption needs of

the elite classes in the society. 'mgy gensrally reduce the
-t’vera@ savings by creating high consumption upi.rutiox_x_é anong

all ngionts of the population, These aspirations are usually
beyond the capacity of the econény. They are also in cbnflict

with the rationalization of consuaption and mobilisation of =

savings needed for development,

Third, multinational corporations are instruments by which

Vdoveloping nations find themselves tied to and dependent oh pi-
hMl foreo‘s. The fact that each subsidiary existing in a coun-
try is a p@rt of a network most of which exists outside the
cbuntry, and that this subsidiary is dependent on such an ex-
tornal network rather than kon local forxcea, creatgs a s’t;to of
dependency, The subsidiaries tend to be more responsive %
external than to internal influonces. Doponding on the relative
posltion' that foreign suboldiu‘los ocoupy in a particular A
foconeny, the forelign investment sector may be a real hindrahoo
t0 national development, planning and contrel.,

Socisl and Political Effects

As a part of thelr econcaic strategles, multinational
corporations try to westernise the affluent segaent of the ’




population of developing economies, They reinforce the distinct
vposition of the elite class.‘ Such a élass is usually offered eme
ployment opportunities, high wages, as well as a way of life similar
to that of the west., The employment policles of these corporations
create an elite lnbér group which becomes isolated from other

labor groups. Such policles and practices increasze sccial and

class differentiation already present in developing nations,

The soclal problené created are usually magnified when we
take into consideration that multinational corporations often
choke local enterprises without absorbing the unenployed labér
which they help to create, Furthermore, these corporations con-

_tribute almost nothing to the solution of the high uneaployment |

rates existiing in developing nations,

Their interference in internal politics, and their use of

seductive means of 1nf1uencing government officials te galn

: spodial privileges or to evade regulations promotes political cor-

ruption in politics and in government, The financial power they
- possess and the easy access they have to tha top hlerarchy in

government and in business enables these corporations to exert

influence on the domestic political processes to their 1liking |

(U.N,, 1974), The eitonsiva bridery paid by these corporaticns

to government officlals explniﬁn why 8o many poorly Jjudged foreign

investments are established in developing countries,




| The existence of multinational corporations in a certain
nation might, lomnfiaea. be a hindrance to the development of an

‘independent foruign policy. The dependent econcmic ties to the
ﬂdconony of the parent companles often prevents ihe government of
the host nation from taking independent forelgn policy stands,
The multinational corporation often serves as the vehicle by
ihich the parent government achieves euch objectives, On the
other hand, host governnents‘arc of ten reluctant to pursue ~
‘policies in respect to multinational corporations that uﬁa con=-
slstent with their national intetesta. They néy fear the reper-

cussions of negative reactions from home governments (U.N., 1974,

p. 49),

ALTERNATIVE RESPONSES OF DEVELOPING NATIONS

“The increasingly viaiblo ?reblena created by multinational -
qorporationsbin developing natiohs have generated concern, The
-ériginnl reception given to these corporations in the host coun-
~tries in the hope that they can serve as véhiclea for scarcs
capital, modern teéhnology, business and managerial know-how, and &
1ink to ubrld markets, all of which these countries need; has
'tgr;ed into oautio@ and worry about their nog;tivo effects on
development. Responses by developing nations to these negative
- effects have varled, Son§ h.tioha have takon unilateral measures,

Others have triod‘nultinationnl control,

A




m ional .bont:ml

~In the search for solutiona, sone govomonts have t-.ken
| radical stcpc through mtionaliuuon and expropmtion. Others
‘ havc_v blocked certain sectors against forelgn investaent, resar;
ving itha fér hationa]b only, In some other countiiu, measurss
of control have been tried on forelen fimms.

Vhon nstioml cont:ol has beon attempted, it has a.inod at

‘ imdueing and eontuining the poulblc negative effects created by
) the ulpmtices of multinational corpeutiom. These controls may
| 1ncludo scae or all of the follouings | | |

e In & number of, éountrios. there has been & move to
eaublish soae form of a central body for screening
.foreign 1nvostnont| on the basis of value added.
employnent effect, balance of puynent, efcht‘a.nd |
" other econoalc ‘and égcigl eriteria,

It has been suggeétbd’that nel‘l;lnvabtnents would be

: pm.ttted ‘oﬁly after iene forn of competitive
bidding. Ccnpotition oould a.lso be introduced
whenever lultlmtioml fim ‘show -igna of 1gmr:lng
the interests of the country concerned, m; A

strategy of playing the nﬁluhuuom corporations




‘against each othe; has a éreater chance of success
vwhen tﬁo corporations are not from the sare coun-
try (M§r, 1974, pp..98-99). The possibility
that corporations in the saﬁa sector will coalesce
_or coordinatovtholr interests 1s greater when thay

are of the same natlionality,

A concession pericd for foreign investaent could be
set at ten to twenty years, At the end of such a
period, contrel could be transferred to local hands,
Transferring ownership to local hands is easier
vhen local participation exists in the inltial
investment to guard against the possible over-ex-
ploitation of the investment before the and of the
allowed poriod; It is posslblé to devise a scheme
such as the one used by Venezuela in the oil indus-
try, whereby the fimms put money into a central
fund, and 1f at the end of the concession period

it is adjudged that the assets in question are in
bad condition, the sum will not be returned (Turner,
1974, pp. 109-110),

Certain roquiro-onts>rtsarding investaent policles

could be demanded, Reinvesting a certain amount of




-profit locally could be demanded to control the out~
flow of funds, Algeria in the oll fleld demands some
form of compulsory reinvestaent, Such a pollcy might
put pressure on the multinationals to consider diver-
sifying into new industries, since there are limita-
tions to the expansion of their traditional activi-
ties in any one country (Turner, 1974, p. 102). Re-
strictions on local borrowing could servé as a pres-
sure to increase the foreign capital component con-

tributed to the 1nvwatnent;

Other demands to have favorabls effects on the local

econony could be required. Countries may require the

eogpanioe t0 replace thelr impoxts with locally made

products and prodﬁée produgts with a given proportion
of local value added, Forelgn investment projects
could be Judged’on the basis of fulfllling censumptlon -
needs consist;nt with development requirements, Come-
panies may also be required to use less capital-
intensive technology and to have vislible positive
‘effects on employment, Wage policies could also be
examined to make sure of their effect on national
wage structure, on the local labor market, and on the
supply of labor to other local fixﬁs.




.Governments cgg}ld require that certain percentages

of sales :l';e\uld bo exported, They may also put pres-
sures on multinational corporations to tis their
ability to import to their exports. The Mexican
government has put such pressure on forelgn auto-~
manufacturers, Such requirements may 1limit, to scme
extent, the balance of payment problems multinaticnsls

create, - ' -

Pricing and costing pra.cticeé of gultinational corpor-

ations could be put under close scrutiny by governe

Gt Syl

‘ments to 11!111'. the tbnsilvo manipulation of transfer

prices, Such control requires that up~to-date reoofds
of market prices of goods u.nd services used or exported -
by foreign subsidiaries would have to be kept by some

govermment agency,

Effective external control and surveillance by the host

government over' the affillates and subsidiaries of
multinationals may require the establishment of a

" central coordination and control body representing |
various relevant ministries such as planning, finance, I
- mining, if:duntni vtr_o‘Ao, and agriculture, Such an
| '6rgam‘1vutioﬁ' éhoui@'ﬁrepxl'oaent thov intersst of the

dlfforént l:lnism“. To be n.blo’ to pexform their




‘contral and survelllance function, they have to be
glven access to c'erta.in company records and opera-

tions,

Control could be achieved through internsl means by
requiring certaln percentage control by local

owners, Sueh controli is more effectively achieved
when the host government participates in the ownership
of the subsidiary, Other forms of Internal control
might be to require government repzjesenta.tivu to

sit with the managers of the subsidiary or with the
parent board to discuss matters of company policies
and plans, |

The Need for Multinational Contrel

National control over multinational corporations has serious

limitations, A country could request eertain adaptations in policy
and may attempt to implement certain regulations, But the ability
of any one country to gain concessions from multinational corpera- .
tions 1; limited as long as thosé corporations can ~p1ay ‘one country
'sgaimt another, | . .

The power of the nultinational corporations in facing any one '

céuntry is great, The sise, monopolistic position and transnational
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lctivittes‘of the multinationals weaken the bargalning poeition of
any single developing natlion to handle the problems created by or

to limit the pewer of multinational corporations., Indeed, no single
national Jjurisdiction can cope adequately and effectively with the
£lobal phenomenon of the multinational corporation, The situatioen
of developing nations 1s worse in this respect than that of the
developed nations, Most developed host nations belong to a retwork
of advanced economic and political relationships that allow far |
more successful economic and political bargaining (U.N., 1974, p,

- 8). )

The trap developing nations often fall into is that through
their efforts to attract multinational corporations by offering
generous incentives and concessions, they often appear to be bldding
agalnst each other, Multinationsl corporations capltalise on the

lack of ooordinatidn among developing nations,

Some form of multinational control among developing
nations 1s needed, Such contrel could be achieved through the
development of an economic pact, Thi; pact could serve as a
coordinating body between the member nations in bargaining with
multinational corporations at thé initial stage of investment and

in controlling their activities at later stages,

The pact could set a ceiling on incentives and concesalons
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any member country could offer to multinational corporaticns,
Certain criteria and guidelines could be developed and applied com-
monly to the inveslments these corporations maks, Model contracts

could be developed and used in common by the member nations,

The pact could be based on reglonal and/or sectorial tases,
On & regional basis, a group of developing nations located in a
glven region could form an economic coalition, The Andean pact of
Latin America is a good example of such a regional coalition, By
increasing the size of the bargaining unit from natlonnl to
regional, the six member countries of the Andean pact are able to
impose rules upon and derive concessions from amultinational enter-
prlbes that could not have been realiged by any one of the member
countries acting alone, Furthermore, by expanding the sige of the
market to which a foreign investor can galn access, the member-
countries provide an inducement for the potential investors to do

business under the rules of the reglon. (U.,N,, 1974, p. %).

When the pact is based sectorlally, natlions using multi-
national corporations belonging to a varticular economic sector
could form a coalltion, The example of such a sectorial pact 1is
the OPEC, The likelihood of success for sectorial pacts depends
on the degree of control the countries have over the sactor in
which the corporations internationally operate. The greoater the

percentage of the sector they control and the greater the demand
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on that sector, the more bargaining power the pact would have,
These conditions oiplain how‘OPEC was able to bargain effactively
with the oil coupanioa‘and to achleve great success in the intarest
of the nenﬁor nations, Its success depends on the seml-monopolis-

tic hold on oll resources, as well as on the rising demand on

o1l during the late sixtles, | S

Relylng Less on Multinational Corporations

#

The hazarde multinational corporations often create for
developing nations and the inability of these nations to exercise
effective control over direct forsign investment by these corpora-
tions have moved tho‘dove10p1ng nations to find a way out of these
hazards, For some nations whers capital availablility is not a
problem, the know-how of multinational corporations could be

| rented or bought, Thus, some nations have tried to develop con- E
tractual agresments with the corporations by which the corporations
provide the technology, know-how, and managerial skillls under ar-
rangenents not including direct investment, Theso.agreonentl Ray
include one or more of the following types:

1. Ligensing, In this sort of agrsement, the multi-
national corporation provides 1ts technology and
know-how by making available the facllitles required

for manufacturing their products in a certain




-country for a srooifiod fee and/or a specified share
in profit. These facllitles may include machinery,
equipment, materials, and intermediate goods,

2, Management Contracts, Under thls arrangement, the
multinational corporation agrees to perform certain

'nanagetial functions but without sharing ownership of
the enterprise, Th&s, the ocorporation provides some
of its managerial pexsonnel to r&n the nationally=-

. ouned firm and providos the ;so of some of its managasr-
ial systems for a bortain period of time and agreed-

" upon fees,

3, Turnkey grojocta.>,ln thi; form of oontructuQI agrao-
‘ment, the multinational corporation carries oﬁt the

task of constructing s factory or an enterprise that
upon completion is ready for operation by local - %iﬁ
owners and/or msnagers, The corporation provides |

ey

the facilities required and servas as a contractor

.

without sharing ownership of the enterprise established,

’

4, Consultancy. = Under this arrangement, the multi-

national corporation provides consultancy services
to governnent or to local enterprises on technical

matters, Such services are provided for a certaln

»



Py Lk & 4 m, %

‘fee, but the goal of the corporation is to get

closer to the opportunities that some of these con-
sultancy services may turn into managemsnt con-
tracts or turnkey projects where the fees are

“luoh higher than consultanoy fees,

The above forms of contribﬁtions by néltinationai corpora~
tipno'to doVoloping nations pitho&t direct ownership or control are
not cbnmon. Generally, corporations resent these forus, since they
include dilution of thoir control and a great reductlon in thelr
return, The fow oorporations which agree to have such arrangemento
\:usuully make sure that the technology or knou-hou provided will
npt‘eruato conpetltion for their own activities or hamper their
“1ntérbots. |

Hultinationul corpo:ationn, when they agree to these types
| of contracts, usually roquiro high fees for their servico-. They
 also impose certain restrictions in the contrast. ‘Thue, the local
“onforprisg nay bo'roqnirbd‘to use the corporation's intermediats
and capitsl goods, or it may be forbidden fron exporting to cer-
k~~ta1n narketu Thnroforo, the gnlns of relinquishing control of
,tho nultlnational companies through thoso forns of tranaforring
,knoybhow without direct ownorship are limited by the rastrictions
and dopon&oncy injected Lﬁto'thoso coﬁ;racts. |
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TOWARD A STRATEGY OF DEVELJPMENT
INDEPENDENT OF MULTINATIONAL CORPORATIONS

~ Multinational corporations represent a relatively new fomm
of organization taken by internmational capital, From this vicw,
the question could be raised, to what extant could internatisonal

oapit&lyenhanco the process of development in developling natlons?
The answer to that qﬁoation lies in the historical role lnteirnational | xf%?
capital played in developing nations, Such a role was not at all i
positive or developmental. In fact, an examinatlon of the exper-
iences of third world nations with international capital leads to

the conclusion that the state of underdevelopment in these natlons
‘16 a product of subordination to international capital. This

means that breaking the circle of ﬁnderdovolopment roqﬁirea

breaking ties with the agent basically responsible for that v S
state, It means that developmenti strategy woﬁld have to achleve
independence from international capital in any foram of organisa-
tion iﬁ takes, A perpetﬁation of 1links with international capltal "  o
may preserve some forces of underdevelopment and may retard the \

rate of development,

An independent strategy for development would have to do ok
awvay ‘with forms of foreign investment. Such forelgn 1nvestnoﬁt

distorts the process of dovslopneﬁt by transferring its returns

externally, by directing national resources to serve externally
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existing decand (export industrics), by ctinulating and rclnforeinz
denand pattorns simulating foroign patterns, and by transferring
extornally tho funds necdad for capltcl for-ation ot hen, Doing
away with dircet forelgn invest:icnt of intarmationc) ecpital enibl-o
developing nations to have full control over the factorw aficetins
devolop=ent in the long run, Theso natlenz zhould reclios tint
long rango dewvolopient is solf-rolicnt, colf-initlated, colf-
dirceted, and pelf-pustained,

The stiragey for independent and long~rango devolopiont
chould bo adaptive to loesl nocds ond loenl rosources and poten~
tials, More specifically, cuch strategy should bas baced on the

following clenentss

1, A ;cadihg publie scetor, To cceelexmto cobiliation
of resources and to control crd direct thulr utilisne
tion effoctivcly, a public sector should lnke tho
leading roloe in dovolopaont projeets. Tho publle
sector should be tho main instrurent of a central

national plan of devolopzent,

4

2, Fulfilline popular loeal nocda, Tdentifying and
neasuring inportant local necds should be tho basis

upon vwhich develop:ent projcots vould to cstablished,
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Relying pninly on leo 'l r soutucd, & wary of oetlon)

‘Buterial and humn~n resources chould b tho bone wpon

which develop.ent projcctu .re uct,

Usinrt o tcehnolorical miliru ndrptivae to loosnl porit-

tions cnd to davelor :ont necda, Tho eaplitel-raraur

£lx should be sultuble to lecal conditioms, Tha lowel
cnd typo of technology utilircd should provide the op-
portunity for locnl control ovur nuch tochnology and

for further cnhaneccont and dowlop:ent of 1t,

Dovoloping econcile iatorration with oth e duvlopi~t

nations of sl~ilew develoranntal) steatory, Sc.o- for:

of cocperation arong nctiors of siull-r dovweler it
stratcgles and of ccion intercut could .ohaneo duvalops
nent, This oy irclude folosaion o o2 o @ dop wmt )

projects and arrangcmicnts for iaxlol intcgrntlon,.
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PLAN DETAILTLE

SECTION 1 : Déploiement dans le secteur de la construction
électrique et &lectronique : permanence et adap-
tation des stratégies des grandes firmes.

INTRODUCTION . oo v v s e e e e L et etraaeareseaseenes, PP 1 B2

'l - Le redéploiement des implantations industri-
elles desfirmes de la construction électrique
et électronique dans l'espace méditerranéen PP 2 & 13

1.1 - Le redéploiement et sous-traitance
internationale.........o.. S .

1.1.1 - Repérage de quelques formes de re-
déploiement qui s'apparentent 3 la
logique de la sous-traitance irer-
nationale dans gquelgues pays de la
région.

- Tunisie
~ Maroc
- Egypte
~ Iran
- Les zones périphériques de 1'Europe
du Sud,...... D P P 2

1.1.2 - Les caractéristigues communes de ces
OPErationS. i iiieniveriiiinanaens .. P 8

1.2 ~ Redéploiement et noyens d'accés 3 la
vroduction de biens électriques et &lec~
tronigues dans des pays en vole de dé-
veloppement......ocvevnenn e .. P 9
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1.2.1 - Dans les pays qui ne privilégient pas
d'entrer dans le fin de la sous-
traitance internationale et qui
veulent néanmoins mettre en place
un secteur d'industries électriques
‘et &lectroniques, l'acc@s 3 la tech-
nologie reste soumis 3 une certaine
forme de participation avec des fir-~
mes multinationales.

- 1'Algérie _
N - O

1.2.2 - Les principales caractéristiques de
CES OPBrationsS..cesveeeeeeesoecsaassnss P 10
2 - L'accentuation des flux d'édanges dans le bas-
sin méditerranéen, le déploiement des firmes
de construction &lectriques et électroniques
dans ces flux d'EChanges. i vvvicttssassescseas P 13

2.1 - I'importance de la demande de biens 4'é-
guipements @lectriques et &lectroniques
induite par les projets de développement
dans le bassin méditerranen............. P 13

2.2 - Le bassin méditerranéen devient une région
‘stratégique et de grande concurrence dans
la vente d'équipements &lectriques et
ElectronigQUesS. i ci e vasssnesraaesaas P17

2.3 - Les voles et moyens pris par les firmes pour
accentuer les flux d'échanges vers le bas-
sin mediterranden. .. ..o irisseenennasaa.s P20
2.3.1 -~ La consclidation des flux &'é&changes des
firmes par l'intervention des gouvernes
ments occidentaux
- les accords techniques

- les accords de coopération technigue.. P 20
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2.3.2 -~ La consoliddion des flux d'échanges par
la mise en oeuvre d4'arrangements indus-
triels et {inanciers lors de contrats
"clés ou produits en mein".....vv.ee.e P21

a) la mise en ceuvre des opérateurs in-
dustriels
-~ cas oll le chef de file ( maitre
d'oeuvre) est du secteur de la
construction €lectrique et E&lec-
tronique.
- cas od la firme intervient comme
opérateur industriel.
b) la mise en oeuvre des opéréteurs fi-
nanciers.
3 - Implantations industriélles et flux d'échanges :
les interdépéﬁdances 5 venir...eeeeeernnnnana.. P 253 26

ANNEXES I & 7ITI ]
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SECTION 2 : Déploiement de 1'industrie gazo-pétrochimique :
permanence et adaptation des stratégies
de grandes firmes.....oevessseasscessss P 30 38 50

INTRODUCTICON i v v e v s ennavsnneas e e ceevse.. P 30 8 32

1 - Déploiement de l'industrie gazo-pé&trochimique P 33 & 42

1.1 - Constitution d'architectures productives
de l'industrie gazc-pétrochimique et
organisation de réseaux d'échanges...... P 33
1.2 - Permanence et adaptation des stratégies
de Firmes...veviieinneen D - 1
1.2.1 - Les formes "de coopZration" et d'asso-
ciation : essai de typologie ..
a) les formes classigues..... A A - 1
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1.2.2 - l'association : le cas des industries
gazo-pétrochimiques des pays de la
CEE.

a) 1'éthyléne en CEE
b) firmes pétroliéres et chimiques en-
gagées dans la vétrochimie de base
de la CEE..... e evissrassnrsacnanss P39

2 - Emergence des pdles régionaux nouveaux et mise
en oeuvre de réseaux d'échanges régionaux et
PlUP I ioNaUX .t vt v eseneceneannsessenesannnas P U2 3 Uf

a) accords d'approvisionnement et réseaux
ATEChangeS st tavversssassansssarsae P U2

b) accords d'approvisionnement et l'in-
dustrie gazo-pétrochimique......... P U3

3 - Action des grandes firmes sur la constitution
de nouvelle industries gazo-pétrochimiques.... P 144 3 50

3.1 ~ les grandes firmes et la définition "d‘ar-
chitectures productives"..........cv.v0s P 45

-3

3.2 - Déploiement et "orientation 3 l'exportation
des "nouvelles'" industries gazo-pétrochi-

MiguesS. it irnesioassen et et e P U7

3.3 - Les germes d'une destabilisation proba~
ble‘.'l lllllllll C.-.‘I'Il.l.ll".lllﬂll.. P ug

ANNEXE : Tableau 1 3 12
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