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The purpose of this paper is threefold• (1) to exaaine 

business polic~es and practices of aultinational corporation•• 

(2) to focus on the economic and sociopolitical effects of these 

policies and practices on developing countries hosting the 

aultinationalsa and (J) to examine and evaluate soae altemative 

strategies and aethods to control these corporations by 

developing countries, 

The term "multinational corporation" will be used in this 

paper in a broad sense to cover all enterprises that control 

assets, factories, aines, sales offices, and,the like in two or 

more countries, This coincides with the aeaning the United 

Nations Department of Social Affairs has used in reference to 

these corporations. The preceding definition means that the ac-

tivity of the mult1nat1on corporations is transnational in nature 

and may refer to assets, production, eaployment, 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 is derived froa the fact that these types of enterprises 

are playing a larger role as an economic vehicle by which \ 
\ 

developing coun~ries are related and tied to developed aarket 
. ;·~ 
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2. 

econoaiea. · 1lle1r effect on the developing countries la aaplfled 
.. 

due to the cri t1cal sectors in which they work, a1nce they pn-

erally tend to concentrate their inveat.Mnta 1n the •tuJ:al 

resource sector, the manufacturing sector,· and the services 

sector. If we take into consideration that in aany oaaea these 

mul t1nat1onala are in a aonopollatic poa1 tion, in fact or 1n ef'•, 

feet, the role they play in these countrlu la significant. 

l . : ·:· .. :' .' 
Busin~s policies and practic.S of the multinational .cor- ·; , 

porat1ons are derived froa the nature of these enterpriaes. First,:,, 
'\ 

these enterprises have aul tinational aoti v1 ties connected to baSes ~~~. 

locatedr..ln developed aarket economiea. Their investment, procluc• '· 

tion, sales, and profits are aade tbroush branches or a.f'filiatea 

located in different countries and are directed froa parent bases.; 

located 1n developed countries. A relatively recent U.N. repOrt 

{1974) ehows that out of the total foreign inveataent, aoat ot . .. 
which 1e owned by llult1nat1onal corporations, over four-fifths of 

the total 1a owned by four countr1"• ·The United States, The · · 

Un1 ted Kingdom, France, and The Federal Republic ot Ge:raany. 

over, these four countries account for over three-quarters of the 

total nwaber or foreign affiliates of ault1nat1onal capaniM 1n 

the world. Of these four countries, the Un1 ted Stat.ea alone &C";• 

counts for aore than half' of the total f'ore1cn 1nveetaent 1a the 

world .and for about a third of tbe total. nuaber of' foreisn aff'111- · 

atea. Thus, the source of' foreign inveataent Jl&de bf the 

• •1'_\. 
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aultinational corporations and the parent baaea of' their operationS~ 

in the developing countries ia aoatly .locat8d. in develop~ aartcet 

econom1 ea. 

Second, these corporationa are large ln ei1se and they tend 

to have an olisopolistic character, Takins ·annual. sales as an in­

dicator, the sales of a typical ault1nat1ooal ·corporation run into 

hundreds of a1111ona of dollars, For exuple, each of the.1argut 

four aultinational. corporatiou has a NJ.• volwae in exceaa of' 10. 

billion dollars, and aore than 200 ault1nationa1 corporationa h&Ye 

surpassed the one billlon dollar level (U.N,, 1974), 

these corporations controls. a large aaount of assets and a large 

voluae of sales, the ol1gopol1st1c character of the oorporationa 1a· 

apparent, The aarketa in which ·they operate are typically doa1Dated 

by a few sellers or buyers. Taking another indicator of econoaio . 

concentration, f'oreip direct investaelit of these corporationa 
I 

tenda to be concentrated in a f'ew firaa, In the Un1 ted statea, 

for example, about 25) to J()O f1raa account for over 70 percent of' ' 

direct foreign 1nveataent. In the Federal Republic ot a.xa~, 82 . 

fins account tor 70 percent ot such investMent, and the nine l.ar- . 

gest .. .of these fil'lla alone control 32 percent of' the total. In the 

Un1 ted Kingdoa, over 80 percent of the total foreign inveatlll.ent ia 

controlled by 165 fixaa. 

Third, aultinational corporations are geographically distributed. 
' ' 
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but verlical~y integrated fima. ~ey extract resources froa one 
., '·.; 

country, u.nufacture products froa theae · resourcea in a second, and 

sell the products i~ a thiX'd, The geo~phical distribution of' 
• ' ' I ' 

their eoonoa1c aoti Y1 tiea enablea tbea to capitalise on the .~tal··· 

&4vantagea of a particular co\muy and utilise thaa to their O'ND . 

ends. 'Ihe vertical and geosraphical distribution of' their econ~c 

activities means that integration of the activities and the suboZ'"'!". · 

d1nation of branches and af'filia.tea located in different countries 

to a central plan and strategy 11 crucial to their success • 

.BUSINESS POLICIES AND PRACTICES 

Let us e.xaaine now the business policies and practices or· .. 
multinational corporations that are aaaoo1ated and coasiatent· witb .·. · ... 
the preceding characterlatica, We will eX&Iline these policiM and ; 

'practices within seven areas a (1) orgazt,lsat1on, (2) 1nveataent · 

and finance1 (3) aarketing1 (4) production• (.5) u.npower1 (6) re&earchJ · 

and (7) governaent relatione. In each of' these areas, polioiea and · 

·~tices .cOJUlonly eaployed by ault1nat1onal corporationa will be 
. . ' 

described and analysed in teras of the purposes they serv~ and in 

relation to the characteristics of' multinational firaa previously 
--· . . ~ 

indicated, 

Organization 

The increasing sise of .aultinatioD&l. corporations and their 
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vertically .integrated character poae COordination probleaa tor· 

these corporations: the solution ot which is sought in applying an 

increasing degree ot centralization. In the early stages of their 

expansion of activities abroad, aultinat!onal fi:ru pve coualder­

able autonoay to their foreign auba1d1ar1ee. An analysis by Step.:. 

ford and Wells (1972) of the organisational development of 178 

u.s.-baaed aultinational corporations shows that this initial stage 

ot high autonoay leads to atageis in which the autonoay or· the sub­

sidiaries la highly curtailed. · Pol1oy-aaldng and deoiaion-Jaaklns 
. . 

powers ot the subsidiaries tend to deoUne as the aiBe of the inte1'-

Dational activities of the corporation increases. Thus, as the 

corporation expands by diversifying ita international producta or 

by II.Ovin& into aore and aore f'oreicn countnee, srea.ter 1nt.:r:f'uence .· 

f'roa the hoae office is observed. 
,,.,.· 

Although aultinational corporations tend to centralise 

policy-making in the parent COJIIP&ny, there se• to be differences 

in the degree ot centralicatlon aaong the functional areas. pollciea 

cover. In a crucial area auch aa finanCe, centralization is aor. 

poteqt than in other areas. 

Systematic and direct evidence on this point f'roa developing 

countries is not available, but there is some 1nd1rec.t evidence of 

their general aode of operation. In a recent study by Causae and 

Boudeville (1976) or the Unl vetsity ot Paris on the degree of 

~·: " 
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6. 

autonomy of French subsidiaries of u.s. aultinational corporations, 

differences were found between functional areas. The u.s. parent 

company kept tight hold in the area of finance. It allowed the 

aost autonomy in the area of manpower. Differences were also found 

among the companies by sector. Among extract! ve and manufacturing 

industri·~s, greater centralization was found than was seen in the 

service sector. 

The methods by which centralized control over subsidiaries 

is achieved differ according to the nationality of the parent base 

and the size of the multinational corporation. The U,S.-based 

aultinat.tonal corporations, being relatively larger than European-

based multinationals, use more forMalized procedures for organiza-

tion and control European parent companies use less foraalized 

proaedu~as 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 to those used by the u.s. companies. Such a trend ie a 

function of the increasing size and c011plexi ty of European-based 

compan1€s, 

:be need for centralized control exercised through advance 

planntn~. and scheduling by the parent base ia greater when the 

chaln of production technology is d1 vided among different coun­

tries, In this situation production represents an integrated network 
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of specLalized processes. When each process ia located in a 

differe1t country, centrali~ed control la crucial to the integra­

ted fun~t1oning of the corporation. 

rhere are differences, however, between the degree of 

7. 

autononv g1 ven to subsidiaries, depending on the degree of silrllar-

ity bet·-teen host econOJily and parent econoay. As this sill1larity 

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 

subsidh~ry located in a developed country. The activity of a 

subsidiary located 1f a less developed country represents one 

element in a chain o~ a network most of which is located outside 

that CO\mtryr such an isolated element becomes highly dependent 

on the · .otal network and therefore on the canter. Consequently, 

each af:'111ate or subsidiary in such a network is subject to a 

greater degree of centralized control by the parent company, This 

might e:cplaln why in the French study done by Causae and Boude­

ville ( ~9'16) previously cl ted, the autonomy gl ven to the French 

subsidiaries by u.s. multinational corporations in areas such as 

marketing, production and manpower was not low. The French 

economy is much closer to the u.s. economy than is that of any 

developLng country. 

Gentralized control exercised by the parent company over 

> :~ • 
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foreign affiliates is achieved through complete or majority owner­

ship of each affiliate, although at tiaea this control can be 

exercised from a minority position. The affiliate in the latter 

case might be tied to the network of the total multinational cor-

poration through economic, production, or technological dependency, 

Such dependency compensates for ainorlty 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 canter is 

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, centralized 

control. Similarly, when full control over markets or sources or 

raw materials is desired, wholly owned subsidiaries facilitate 

th& making of decisions and the achieving of coordination at a 

level higher than that of the individual subsidiary. 

InYeatment and Finance 

In the area of investment and finance, policies and prac-

t1ces of raultinationa.l corporations are geared to achieve two 

objectives• to maximize the rate of profit for the parent com-

pany, and to minimize capital risk, 

i-
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E.xo.:Jina.tion of the investments made by multinational cor-

porat1ons in dGveloping countrlos reveals that thGca r;oals art! 

most Gas1ly &et thrvugh investlilant in extract! va 1nd..uct:dea. 'Iha 

U.N. statistics show tl~t 10 parcent of th3 1nvGa~ont3 of multi-

national corporations in davaloplng countrie~ ~era in the develop-

ment of r~tural resourcoa, a little less tP~n a thlrd in &~1u-

faet~.tri~, &nd the rest in trade, public utllitioa, t1.·anaport, 

banking, tourism, and othGr services. 

Multinational corpora.t1oll3 tend to be extromely cau·Hous 

in planning their inveataenta in developing countl.-iea. Tha capital 

composition of the subsidiary reflects tha deaira to minimize 

capital risk. Locally borrowed capital conati tu tea an iruportant 

source of funda for the aubs1d1ar1as. Multi~tlonal corporaticr.s 

a1n1miza th~ use of owned capital as a meana of minimizing risk 

and ma.xiaizino the ra.to of profit. Kidron (1965) cl tea evidence 

of foreign oompardes in India which marketed 1ssu6S at 50-100 par-

cent above par. 

Despite the practice of maintaining a fairly hi6h percen­

tage of subaicliarles' capital in fixed interast debt, multinational 

companies are able to ~te a high rate of profit on their foreign 

operations. The profit rate from foreign investment in developing 

economies is hi~1er than tr~t fro~ developed econoQlea. For 

example, u.s •. and British fixas tend to receive high~r rates of 

1'1 
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return in th.:t third world than in their h0111e economies (Turner, 

1974). Thus, U. S.-baaed aul tina tional corporations ea.rne(l 19. 2 

percent on their investments in Atrioa durlns the period 1960-681 

15.9 percent in the Middle East, the Far East, and Oceania.. In 

contrast, these firms earned only 12.6 percent on investments in 

Europe and 8. 9 percent in Canada (DeCubas, 1971). If we examine 

the period 196.5-1968, investments of u.s. multinational corpora.-

tions wel'e twice as profitable in de'leloping countries as in 

developed countries (U.N,, 1974). 

A closer examlna.tion of the financial practices of multi-

national corporations reveals that the apparent high profit 

figures of forelsn affiliates in developing countries is liable to 

great distortion. The actual profit made by the parent company 

from its foreign a.ffilia.tes is generally higher than the profit 

reportod in the books of the affiliates. Dividends and royalty 

payments do not constitute the only means whereby the p~~nt 

company withdraws profits from a foreign subsidiary. Profits can 

be made trJOugh the manipulation of transfer prices of goods and 

services supplied by the parent company or by other affiliates. 

Such prices are usually higher than market level, thus inflating 

the cost in the books of the subsidiary. This practice reduces 

the taxable profit of the subsidiary and also reduces dividends 

paid to local ouners in the case of joint ventures. 

.. :• 

- __________________________ ............ 
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The study by Consta.ntine Vai tsos (1970) of foreign co11paniea 

in Colombia provides strong evidence on the phenomenon of .manipu­

lating transfer prices to the benefit of parent compani~s. In a 

sample drawn from pbarma.ceut1oal, oleotronlo and rubber co;apanies, 

Vaitsos compared prices charged by parent companies to their 

affiliates in these industries with market prices. It ~as found 

that seventeen finas in the pharmaceutical industry overpriced by 

165 percenta eleven firms in the electronic industry overpriced by 

54 percentJ three firms in the rubber industry overpriced by 40 

percent. Ironically, some eases were found in this study in 

which a multii~tional corporation was selling machinery 30 percent 

more cheaply to a Colombian competitor than to 1 ts own subsidiary! 

Vai tsos foWld that in the £ample of the pharlllaceutical industry 

overprieing constitutes 82.6 of the "effective return" made by 

the subsidiary, which includes royalty payments, reported profit, 

and intemodiate product overpricing. Vai tsos concluded that if 

Colombia 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 foreign exchange equivalent of more than 50 

percent of all of its exports, with the exception of petroleum 

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

K.idron•a (1965) study of three multinational corporations 

in the tira industry in India (Dunlop, Firestone and Goodyear) 

provides evidence sill\ilar to that found by Vai tsos on the practice 

,: ! 
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of undervaluing profits of s~bsidiaries through the manipulation of 

transfer pricing devices. 

The phenomenon of overpricing intemedia.te goods and ser-

vices as well a.s capital goods provided by the parent company to 

its foreign affiliates explains why some corporations (in the auto 

industry, for &xample) accept a relatively modest rate of reported 

profit on their foreign investments. Returns froa ovarpricing 

the goods and services which multinational corporations sell to 

their subsidiaries compensate for such modest rates of profit. 

It should be noted that the practice of overprlcing is 

applied to the capital contributed by the parent company at the 

point of initial establishment of the foreign subsidiary. In 

some cases, the capital goods provided constitute the sha.re the 

parent company contributes to the capital in jolnt ventures. 

In such cases, the actual rate of profit from foreign inveataent 

is higher than the reported rate, since contributed foreign capital 

is actually less than reported. 

The above pr&etlces of multinational corporations enable 

them to evade tax(::s on their foreign investments. 'lbe differences 

in the ta.x rates among the different countries hoat.ing their in-

vestments is utilized to their benefit by greater evasion of 

taxes in high tax countries. Thus, they attempt to m1n1111liie the 



•• 

tax bill by establishing an artificial tranafer prioe which will 

deflate profit earned in oountri~s where taxes are high and in­

flate profits 6arned in countries ~hare the tax burden is low 

(u.N., 1974). 

It should be noted that the amount of reinvested profit 

13. 

made by multinational corporatior~ in developing countries is rela­

tively low. Host of the profit made in the &ubsidiarbs is tra.ns-

ferred outside the host country to the parent company. These 

profits are reinvested e1 ther in the pa.ren·t co:npany or in other 

areas. On this point, Michael Ta.nzer (1969) notes that between 

1900 and 1960 multinational corporations working in tbe oil field 

in the Middle East reinvested only 11 percent of profits in the 

same area. Turner (1974) also observes that u.s. oil companies in 

Latin America were reinvesting only S percent of profits during 

the 1960's (p. 59). 

The basio marketing strategy of multinational corporations 

in developing countries is to deal with these markets as an exten-

sion of the home market. Thus, the choice of sites of subsidiar-

ies ar4 affiliates serving as marketing outlets in developing 

countries la based on how similar the demand ~ttern in these 

markets is to that in the hone market. For conswaption goods, and 

especially for durable goods, the marketing strategy uaod by 

'"~""" 
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multinational corpora.tiol13 in developing ecor.or.1lea io geared to 

purchasing porrer and a westernized consumption :pattex·n which m:.;~e::. 

th01 ea:Jy targets for tha multlr.ationa.la. kt tha eQ.l'ly &ta.ccs of 

entering a ~arket, extensive &dvortising and Gal&a ~rowotion 

devices are usGd to create nooda among these elite cl~cGa similar 

to thoae uoed in the developed soo1oties. This strategy of 

1ni tlal cui t1 vat! on of the market la neceGsa.ry if tha produot 

introduced was originally designed to fit conaumpti~n neada of 

s.nother sc~lety. _{ ' 

whon thi3 1nl tial stage of cultivating a r;.arko·t in a 

developing country is sufficiently successful, and after dClllar.d 

has boon stabilized, production si tos are established to serve this 

market and closer markets in the region. 

When the subsidiary is serving a local mu'kot or cloaer 

markets in the region, th3 multinational co~~ration find3 it 

advantageous to have local pcn-tnera. Tbeae partnora, due to 

their knowledge of the market a.nd to their local connect1on:s, can 

increase the upGed of entry into the local market and can also 

increase tha nl.Lllber of markets approached simultanooualy. 

An cx~1r~t1on of the literaturo on m~rkating practicGa 

of multi~tional corporations reveals that freedo~ given to 

';; 
...... 1 

l 
'lf ,. 

. ··. .. ~~ ·~~ . 
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suL.sidla:dc.s concerning buyine;, exporting, and pl.':l.clr.g iu often 

cu.rtaile:d. Policios and deoisic.rw in theso arca3 aro cet to ca.x-

imlza tha inte::ast of the total corporation. The cvidenco il~dicatG3 

that "-<lilY 1'(.3\.:dcti "le marketing pl'acticcs &ro inpo.:wd on the fore:l.c;~1 

sul.sldl.arius to the benafi t of the parent cowpany. 

SourcGa of supply of ~atariala and intormGulate goouJ &re 

ofton uetarmlned for the subaidi&rl~s. In many CU3eo, the source 

is the pc..:z:~nt company 1 tsolf or ono of i t3 other foreign subaic'iic.::-

loa, Such pr®ti.:;ea restrict dealing with local supplicn:a anJ 

incrc.asa the iuportod content of the goods producGd by th~ &ubsid-

1a.rlc.3, 

The practice of restricting the pm:ctu.:.o of ~.:.tcl·lals alld 

intorm6diate goods used as inputs by tha ~uhaidi~·y to the 

p~.rcnt coapa.ny or 1 ta foroign ouooidin.rlca is intc:g:ra.tod ~1-~h tha 

practice of overp:dcing .of tl"ansfcr goods, This ovlll.1)rlcing is 

ucually Hf,pllod to the transfer goods used by subaidia.ries 

located in high tax areas and/or taki11g tha fOl.'ll of join-t von­

tures ( Hhc:ro a local p..;1.rtnsr exlst3). Since there is often no 

market price for the goods in question e.nd thoh· prici14g is 

usualJ.y on tho ba2is of coat ·plus <ln amount of profit, the {'.atting 

of tho truncfer pr1c~s ia quite arbi tral:'Y. 





' ' . .• ..•. ;i; i.. .·. . ' .... 

••• or their af'f111atee ·~~· not thereby ''uxillized. 
'·. . ; ; ,· ·;._, __ d;. '•' '· . . 

·,. ss> has pointed' out. -~t. .third world M.tiona believe that, the 

~.· parent coapany keeP. t~ ~oat p:ro:ti tabl~~ export aarketa for i taelf ~ ' 
··.,;.:'", 

0· 

these :restrictions are often set to cu.rt&il competition aaong the 

.; corporation's own itf111atea. 

The evidence on export mtr1ctiona has been prodded by 

a nuaber o:t studies• A 'report by the Reserve Bank of India (1968) 

.·· .. ahoa, that 45 percent .of io.51 Joint _vent~ and licensing agree­

... .lent& in ~feet in 1964 1n.Ind1a had e~llcit restrlctioaa on 
., ' 

The a~udy.by,Vdtaoa (1970) on ·foreign coaplmea in 
.. . ._· 

, Col•bla 1nd1catea' that 41t:xport-r.flt:z:oictio~ were coaaon uong 

·!·.;" 

· theae . companies.. He found' that only seventeen out ot sevent)' con-:. 

tracts in the ptuu'uceuti~ induatry allowed affiliates the free• . 

.• ).ao• to export •. ;:In the ch .. ical.: industry, there were. eleven ~ ..... 
~ ~-- . 

' in which exports were mtrtcted ·and seven where exporta wen per- ; 

' ai tted. In the textile 1Mustry ,· . the score waa eleven to one. . 
,:• I ' 

K1d%!on'a study on, Indif. conf'iru such ·praoUcea. He found these-
; . ' ' . ' -· -

restrictions to be · al.lloet un1 venal. When expoJ"ta we:re allowed 

.• .to the Indian &ffiliat., ·.they were confin~ . to certain Darr011 

,ne1ghbor1ng ·ma.rteta.' ·. · , .. 

•! :' '· > 
'. . . . . 
Production 

'· -~ '' ' ·. ,,. -,, ,, :'; I • • :- ', • :'l ·, '' 

.,"tton sites in develop1q oo®tr1ea it usua111 taken atter oertaln · 

l '' ''· :' 

' . i, . 

•.• . ,, '.l., ~,-
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stages of the ptoduc~ cycle have tak•~ place. It is only durins. 
. ··· ... · •·. . 

the stage or sta.ndard1sa.Uort ·.and larp so&le production that these · ··_ ·· 

.. a1~ ara.'eatabliabed. ';.~on (1956)~· ~ly~ed thestages_.or:·}t,·J~;{··· . 
,':.· .. •. '· . . '•'~t' 

,,- . ' . . ··. . . . :. . :. . . . . . . :-..:' 

... ·product cycles of mu1Unat1onal corporations, and indicates that i: . 
. , '" ·-- \···. . 

'•'': 

· ihdustrlal prOduction moves to devel~~in~ econoaies oDl;y after the 
: •. p~uct 'i-eaches .. high le~ei ()~ maturl.l;1_1n. the ~ket and when 

·, ... ; 

· _'been greatly stabilized. 

'·'· ·,. -~·., 

• d1strlbut.1ne; the different .processes ~ stages of production. 

mon& dittarent countri.S, rus at~IY 1~ applied even when 

the dif'f~rent proceasea or stag~ repr~e.nt: llnka of an -lntegratEid ~ 
., ''!: \ ,: .,· -~~~. 

technological chain. Su~h·· a d1str1b~t1on ena.biaa thea,.to cap1;_ ~ 
.. ' ', :;.1· . •' ' • .. '• .. .,., 

: · .. ~· 

: t&lize on the specific. c()htrlbut:1on ei.Ch econOay pan prGdde tt.). 
,. .. .· ' ', :.·. : .. ,· . . ' . ,, .. i . . 

,:· ' . .; .. 

. ·;·particul&r .links .. ot . th~ cha.in,•.':·i More .~P,ort;ant. such· a.· stra.tegy is: ' 
;_,' 

._. ua.d .as a means to protect the. t~t.c\1 · technol~gioal clla1n ~in•t ·· . 
• - . • - ' • ' ';,: c •' . --~ i •' • "" ' 

! possible. r1 valrf and. w ena\)1e the :earerit oo~pany io auudpul&te 
• \ . ;'. ', : ;, ,• • .• '~ • . . • • ' • . . ,'I • 

' ,, ·,~f·~".:. {'~>~<·!·· ;.(;;,' 
tra.naf'er tra.nsa.ctions uona the itfiliatee ana. aubs1diarl.es. 

~~t? ' .. 
'.. . {·.,;~: /;" 

~\~·\i-' ·.l' :.i :: .... ~~:::,_.:_ 
.. ·. .·· .. · .. ·. / ·. ; ;, . :; ' 1~~! ,.·· >;~: . . . ' ! .• . ' ·. 

- 'lbe links otctbe priduot~on ohfJ,n !light belong. to.one. of' 
..... ·-. .,, , .... l'/ .-~·:}:,'V. 1:., . ·~_\_ . . . 

'' '.,' . . .,.,. .. ~;)~: ... · . 

. the following ,three. types a .. · .:,5;M~"·' .. f. 

1; htraoii~~~g~£~~£i~;·~~~~~)',,,, .. 
. In th1a::type pt9d~t1~n·_tiatuiil1,$tops a.t th•'lill1ts· 

' . ~· ,. . . '1 ·,' .,: . :' .·. 1 ' "'•' -:· . ' .. < • .• ' ' • • " • • • • • 
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this stage •. The rest of t~· produot.i~ linkS 
'! .'\, 

followins extraction exist outside the country, and 

in aom.e oases • ·~,:such as the oil industry, ·~they are 

located in developed econoaiea ~ · · 

, . 2. Intermediate:;et'Oduotion; .·The production link~ h~re 

represent processes or· stages .located a011where 1n. the 
,' . ' 

middle of the tectmC,logioal chain. · The,y uy repr.- · 

sent the ·produ9tion ot ·certain parts or eleaenta-~to 

be asselllbled or mixed elsewhere. 

3. Final stage production. He~ the production. links 

represent a stage cloae to the end of a technologi-

cal cbain such u ~td.ng·or_.aasembling. · 

19. 

Multinational oorporat1ona. tend :to· locate prOduction links 

belonging to any or som.e of' the 4lbo¥e type& in developing c~un-, 
tries, so that the total 'ttohnological chain will not be integrated 

. ' ; ' . . . . ' . . 

in a. single country. 

An examination of the t~ and ievei of technol~gy exported 
. ' . . 

' ~~ 

that-~lt is capital·intewslve t,"~chnology tbat is being tranafett,cl 

now to develop!~ oountrtes, · 'th ,\be p~t, .oD;lY the extr•ely labol.'-
. . : ··:: '·. .,. ·. ": :_,. ;.:_,_., - ' \ ' ; 

intensive techn()logy went,,to:d.evtl~ping econOilies, while ~pital.:, ,. . :~r.. . -:{~~;.,.. . . , . . 
. ' .. ,,.,_.;.. ·:- . 

intens1 ve technology was fcep" 4,nu.~:~~.1'•""'~JiaM 
' . ·. " '. :-· ; ~- . ,' ~ i·': 



20. 

The technology us~ b~ production atfiliatea of aultlnatioaal 

. corporations is also of high level, ino~uding the use of highly : 

sophisticated equipment. This type of technology is ~ually aore 

productive a.nd aore cost reducing. It uses less but highly 

skilled manpower than the less sophisticated technology. 

The capital-intenaive and highly sophisticated technology 

used by multinational COJilpanies is usually developed to suit the 

eoonoaies of the parent companies in which initial sites of pro­

duction originally started. The price of such technology taking 

the fo%m of royalty and license payments by the affiliates to 

the parent company is usually high. Technology transfer is used, 

therefore, to maJ;lipulate costs and to.increaa• indirect returns 

going to the parent company. 

Manpowe; 

The oapi tal-manpower mix used by aul tinational corporationa · · 

in developing countries varies depending on the type of econoa1o 

activity (e.g., ~anufaoture, se~ice, etc.) performed. However, 

the level of technology utilized reflects greater need for hlghlJ 
. 

qualified manpower. 

To attract the best qualified personnel suited to the h1ch 

technology they use, the wage rates offered by ault1nat1onal cor­

porations to local personnel a:re much higher than the going ratea 



,, ' 

·~: 

in the parent econoaies. Bu~ these raW., by looal et&ndarda~ aft'\'1' ~ · 

high enough to enable the aultinatioD&le to attract the creaa of 

ianpower available in the looal urket. 

Top and high level jobs aight not be assigned to local pu-

sonnel, but to personnel of the parent nationality. Theae 

indi v1duala usually occupy positions serV:lDg aa liaiaou between, 

the parent and the affiliate or other poaitioDS of a crucial 

Dature. When such mixture of eaployaent exists, age rates differ 
.!.' depending on the nationality of the eaployee. Foreisn aploya• • 

. ·~specially those :f'roa the country of the parent coapany, are 
\:' 

usually paid higher wage rates with greater fringe benefits (e.g., 

housing, transportation, tickets to v1ai t the hoae country) t~ 

are local citizens, 

When local personnel are hired for aanagerial and top jobl 

in affiliates and subsidiaries of' aultinational corporations, 

they are screened not only on the baaia ot competence, but alao 

on their connections w1 th and influence on governaent ageneiea and 

the local cOIUiluni ty. 

Training of' managers is used as a aeans of achiev1D8 

greater standardization of' pollciea uong subs1d1arlea.- Such 

training is often used as a subst1 tute for direct centrall_sation 

ot policy and decisioa--JI&Idng. Manageaent tmining and develOP­

aent prograas are usually pxodded on oentral1sed baaea, &Dd are · 
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Conoera1.Jig l&~:r rel&tioaa,. ~"; i• DOUc.-,~1~ ~~- aul.U.., .,-. · 
' . ' . • • • :. ~~. . J.. ' ·'. • •• i' :· . - i. . ; . . 

· Jiational col'pO~tloaa •• J. •. \. tu1• •It--· 1n· ooun~.-.. aen l&bOr . 
. . ' - . . . . .. ' ·, ;·_,_!f \ . . ~ ·. 

relatiozaa ancl·wdonao ... enia,an·~·b&c~. ··The,--........ 
. , . . ' -· .... 'l'j·,' -'.'j· •.. .-- . , .. 

;:· ,. 
<r-.~· . . :, . ' ·,. ,;_.i·:~ ·' 

iven when nat1on&1 · unlo2111;~~ld..t,.;,·a~tbatl~··•c·4 :u:1»on~u•• 
.. ·,-. ·.·: .~_·_:·_.· .. ·:;_ ·-;:·_-·:)~:.t·:·-:~... . ("::·.·~:· 1:':•;_- •• :: f" 

pO&aeas greater power ia}rae11la th•t:_jaton." . The ·~l.tt1 'et . 

· .-ult1nat1ona1 corporatlon to k&Dat~·:~~tloa.at~• tl'Oil·•~:~. 
' . . . . .• ; . .· . . . :::;<:!~·':J< ... . . . . i. l .• · ' . '• .. · 

country to another, &nd to 1ncreu• 1p.o4uct1on ln Olle ·oount.ry. 
' ' ' . '; : "' :- . ' ' ' ~ 

. .. ·. . -" .. : . _}'.~ :.·:~~ ~ ~ :::r:.- . .. .. ~ .. 
oaapensate for a deoftaa• o:r: •w;P»aae :;'(~~ :to etri~) tald.nc:: ... · · 
: · . _. ;_·._ : .~·- .--~·:<r~<.·>~~:, .. _:-· -... . . · .. ---· . 

place in another, decrease sre.t11. the. b&:rpbd.q ponr of aD1 ·: 
•;$.,", 

Research 
•' ... · .... \•,•'· 

Xi J·~c-.>: 

Multinational :corpoht1o•, 4-J. to tJ1e1r sreat reeouroM,' 

are able to use different 4•~i0p.ute, ~ ~l••• .Ma :tecbDololt 
r:·~· ,,.~·-~·-'--<··. ;_ ·;·,~·:~: 'I• 1_': .-;!. 

1fh1oh a1gbt ha•• beea ·wuiert.ken •la•whm &D4 app~ _thea to 
. ,-· '.·t .. ··:·:';;_.. ' ·;·· Jj··;. ' 

the developaent of ne• pro4uou _.. ••·:P.•••• o~. )roduot1oa. 

1hey alao underiake 1~,:.\t..:.. ~··~. t!a81r . .a:· ·· Hove~,' 
i 3 ,, " ··' ,,· }·"·_. • ,.. ' ' 
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The location of research and development functions in the 

parent company provides the multinational corporations enables them 

to develop technologies suitable to the conditions of their parent 

economies. Only after the novel technology and products are stabil-

ized and used on a large scale basis, they then could be transferred 

to developing nations. 

Governm~nt Relations 

Y.Iultinational corporations cannot lllake good business unless 

they develop good relations with, and exercise some influence on, 

goverllillenta of host countries. They have to get the approval and 

support of the goverr~ants of these countries. They usually try to 

convince governments that, due to the great risks ... they undertake in 

investing in developing econoaies, certain special advantages and 

exemptions should be granted to tb!11. They try to prove that such 

treatment is necessary for them t~ perform the developing role 

they clatm to provide to these economies. 

The means they use to get the special treatment and con-

cessions va.ry, but these means are not always either direct or 

ethical. Multinational corporations often use their parent govern-
' 

ment to exert pressure on the government of the developing country 

to provide them with the special demands and concessions they 

request. They often try to buy their demands through various 

,., 
'l 

·r 
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foru of brlber, to top govez:aent per~MHU1el. '!'hey •Y pay te ._. 

poll tical le&dem and flaanoe their polltieal cupalgaa. Such paT• 

aenta are gl wn on proal- by tbeae lea4era to proYide special 

treataent when they rlae to power. 

Multlnatlonal coapanl• do not only take p%0tect1ve 

••surea to secure their lntereata by bu1ld1DC rapport and 

buyins loralty of 1Dfluent1&1 penonnel in covernaent &Dd la· 

poll tics. Vhen they find their 1ntereata be1ag jeopardised ol" 

· tbnatened b7 govemaeDt &etlona, they MY U.J' to undel'lliDe -~ 

. the governaent by pl&na1ag and financing (with the help and 

support ot the hoae goveraact) polltle&l d1arupt1ona and/or 

political and military coups. 



;'ih ,";,._ 
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EFFECTS ON DBVELCPING HA TIOHS 

Proponents of aul tinational corporationa cl.aill that t.hey 

help developing nationa by pzo'Yiding the ac&l'Ce oapi tal they need, 

and b;y iJiproving their 'b&l.&Doe of payaent through the iaport­

aubsti tuting and export-subat1 tuti:ag illduatriee they eatabllah. 

Their effect& on econo.ic developaent of theae nations are 

claimed to be positive. 

Such a claia is not &l'nya valid. CG 'U'le contrary, the 

abusive policiea and practices of aultinational co:porationa aay 

retard developaent rather than accelerate it, particularly in 

the absence of effective control over their activitiea. l:.t us 

examine the nega.ti ve effects of these corporationa on the 

economic developllent of developing nationa in the absence of 

such control, 

First, mul tinatioD&l corporations often retard the prooas 

of capital foru.tion, and JR&Y even revene it. By aeans of ele­

vating the cost of capital goods, as well u the eoat of other 

transfer goods and servlcea pl"'vided by parents or other foniga 

affiliates, they often exaggerate the figures of the inflow of 

oapi tal and resources provided to the developiag econoay. On the 

other hand, the relatively hip profit rate& are aoatlr transferred 



.,,, 
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outside the. country~ rue ale• the raet now ot tun4S and re­

aourcea on•1ded. The d•ona.tration of tb&t ie staple• fl'Cil 1960 

to 1968, for exaaple, while one billion dollars or so of capital 

- being transferred annually to u.s.-oontrolled sube1d1ar1.• 1n 

lue developed areas, about 2.5 billion dollars were being with­

drawn annually in the fom flf lDc•• &lone. It 111 tbdran.la in the 

fom of royal tiee and ov.:prlciDg of intemedlate goods were 

added, the figure aipt be auch larpr (Vemon., 1972, p. 221). 

Further evidence of the one-aided net tlow of fuDda could 

be obtained fl"'OI a recent u. N. report {1974), The report indi­

cates that in 1971 u.s. ault1uat1oD&l. oorporationa generated u 

outflow of oapi tal of 4. 8 billlon dollar& f~ direct 1nveatlftent 

abroad and an inflow of approxi~~&tely 9 b11Uon dollara in the 

tom of interest, dividend&, royalti .. , and II&D&paent tees. Tbtee 

tig\lfte indicate that the net flow ia neptive froa the point of 

view of developing nations. They aean that aultinational corpor­

ations, contrary to what they cla1a, "4acapital1H" the econoa1• 

of developing nations. 

Second, policies &Dd praoticea ot aultinational corporat1oDB 

often conflict 111 th developaent needs. In add1 tion to their 

4ra1n1ng of national reaourc•, they aeea to be uncoDCerned about 

•ployaent go&1a or popular cou•:pt1on D.Mda. The e&pi tal• 

intensive technology they eaploy, the "tmnoated" nature of their 



· ':. actintiea {being depeDdent on abroad), aakea their contribution 

'·.;.. .. 

to eaployaent tr1v1al.. Furtbezaore, 'Nben theae corporatiou aene . 

the local aarket, tbe7 usually fulfill the oona~ption needs of 

the elite claaaee in the society. 'lbe7 generally reduce the 

averace aavinp bJ creating high oona-.ption upirations uonc 

all aegaenta of the populat.ion. These aald.rationa are· usuall.J 

beyond the oapaci ty of the eoo!lMJ. The7 are also in conflict 

111 th the rationaliration of ooaauaption and aobillation or­

aavinp needed for developaent. 

'lb1:r:d, aultiaational oorporatio• an i~Y~truaenta by which 

developing natioDS find thaaelvea tied to aDd depel'Jdent on ex­

ternal forcea. The fact that eaeh au~idiary existing in a coun­

try ia a pa;rt of a network aoat of which exiata outside the 

country, and that this aubsidi&rJ ia depeDden:t on auch an ex­

ternal network rather .than on 100&1 fore•, oreatea a state of 

depend.enoy. Tb• aubaidiariea teDd to be acre reaponai'" to 

external than to internal influencea. Depending on the nla t1 ft 

position that foreign aube141ar1ea occupy in a pa;rtioular 

.econcay, the foreign investment aector 11&1 be a real hindrance 

to national development, planning &D4 con~l. 

Soc11J.. and PoUt1ca1 Eff'ecta 

.As a part of their eooDOilio etmtegiea, aultinational, 

corporationa try w wateJ:Bl• tbe affiuent aepent of the 

. ·~' 
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population of developing econoaiea. They reinforce the distinct 

position of the elite class. Such a class la usually offer~ u.­

ployaent oppo:r:tuni ties, high ~. aa well u a way of life a1a1lar 

to that of the west. The eaployaent policies of these corporations 

create an ell te labor group which becoaes isolated troa other 

labor sroupe. Suob pol1c1es and practices increase social and 

claas dlfferent1a.t1on already present in developing nation&. 

The aocia.l problems created are usually aagnified when we 

take into consideration that ault1nat1oD&l corporations often 

choke local enterprises vi thout absorbing the uneaployed l.&bor 

which they help to create. Furtheraore, these corporationa con­

tribute al.lloat nothing to the solution of the high unuployaent 

ratee existing in developiJl6 aatiou. 

Their interference in internal. politics, and their use of 

seductive means of influencing governaent off1ci&la te gain 

special privileges or to evade regulation& . proaotes poll tlcal. cor­

ruption in poll tics and in government. The financial power they 

possess and the easy access they bave to the top hierarchy in 

governaent and in business eaablea these .corporations to exert 

influence on the d.oaeat1c political processes to their liking 

(U.N., 1974). The extensive bribery paid by thue oorporatlou 

to covernaent of'f'lclala explaiM why eo aany poorly judged foreign 

investments are established in developing oountr1ee. 
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The exist.noe of aul:Unational corporations in a certain 

Ja&tion aight, Hut1aes, be a hirdrance to the develc,pment of an 

independent foreign policy. 'lbe dependent econGillc ties to the 

.oonoay of the parent coapaniea often prevents the governaent ot 

tbe boat nation froa taking independent foreign policy stands. 

The aul.tinational corpon.tion often serves aa the vehicle by 

which the parent goveriiiilent achieves such objectives. On the 

other hand, host governments are often reluctant to pursue -

policiea in respect to aultinational corporations that are con­

sistent with their national interests. They aay fear the reper­

cuaaions of negative reactioDS fl"'lll hoae governments (U.N., 1974, 

p. 49}. 

AL'lERNATIVE RESPONSES OF DEVILOPING NATIONS 

Tbe increasingly visible probleaa created by aultinat1onal. 

corpora.tiona in developiq u.tiona have generated concern. The 

ortglnaJ. reception g1 ven to these corporations in the boat coun­

trt .. in the hope that they can aerve aa vehicles for scarce 

capital, aodern technolog, buaineaa and J~~~Dagerlal. know-how, and a 

link to world aarketa, all of which theae countriea need, has 
i .... 

turned into caution and worry about their nepti ve effects on 

developaent. BespoD&ea by developing D&t1oD8 to these negative 

effecte have varied. Soae nations have taken wlilateral aeaaurea. 

Ot.hera haw tried auJ.Unatioaal oontrol. 

'} 
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31. 

Nftlonal Contzol 

In the search for solutlona, aoae aovernaenta have taken 

radiC&l atepe tbroqh D&t1oDA11at1on &lld expropriation. othera 

have blocked cutaln sectora acalut foreign 1nveataent, reser-

.dq th• for aatlonala only. In soae other countries, aeasures 

et control have been trl.ed on foreign f1XM. 

When :natlor.aal oontnl baa been attapted, it baa &iaed at 

· retluolng and COiltalnlq the poaa1ble necat1 ve effects created by 

the aal.practlcea of multiD&tioDal. corporatiou. Theae contl:ola aay 

1nclu4e ••• or all of the followlnga 

1, In a nuaber ot. countries, there baa been a aove to 

eat.abllah aoae fom of a central body tor acreen1Jla 

foreign investaenta on the buia of ruue added, 

eaployaent effect, balance of payaent effect ·aDd 

other econalc ·aDd aeoial cri ter.ta. 

2. It haa bHn suggested that new inveataents would be 

pel.'lli tted · oral7 after aeae fe~~t of 0011pet1 ti ve 

bidding. Coapet1 tlon oould also be introduced 

whenever aultinatloD&l. f1ru· show aigns of 1pring 

the 1ntereata ot the oount:ry oonoerned. Thia 

strategy of p~ the aul.Unat.iou.l. oozoporatiou 
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·against each other hu a greater chance of success 

when the corporations are not froa the same coun-

try (Turner, 19?4, pp. 98-99). The posaibilit.y 

that corporatiou in the same sector will coalesce 

or coordinate their interests is greater when they 

are of the saae nat1onali ty. 

. ..... 

3. A concession period for foreign investaent could be 

set at ten to twenty years. At the end of such a 

period, control could be transferred to local hands, 

'l'ranaterr1ng ownership to local bands is easier 

when local participation exists in the initial 

investaent to guard against the possible ovar-ex­

ploi tation of the investaent before the end of the 

allowed period. It ia possible to devise a scheae 

such as the one used by Venezuela in the oil 1ndus-

try, whereby the firu put aoney into a central 

fund, and 1f at the end of the concesa1on period 

1 t is adjudged that the assets in question are in 

ba.d conc.Ution, the S\111 will not be returned {Turner, 

19?4, pp. 109-110). 

4. Certain requir•ente resar<tins 1nvestaent policies 

ceuld be deu.nde4. Re1nvutlns a certain aaount of 

J2. 
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profit locally could be demanded to cont.Nl the cut­

flow of funds. Algeria in the oil field demanJs soae 

fom of COIIlpulsoey reinvestaent. Such a policy Jdght. 

put pressure on the multinationals to consider dl ver­

sifying into new industries, since there are liai ta.­

tiona to the expansion of their tradi Uonal acti vi­

ties in any one country (Tumer, 1974, p. 102). Re­

strictions on local borrowing could serve aa a pi·es­

sure to increase the foreign eapl tal component con­

tributed to the inveataent. 

S. Other deunda to ha.ve :tavorable effects on the local 

ecoftOily could be required. Countries may requixe the 

cOJipaniea te replace their illporta w1 th locally made 

p:rOducta and prodaoe products with a g1 ven proportion 

of local value added. Foreign investment projects 

could be judged on the basis of fulfilling oonsUIIlpUon 

needs consistent with developaent requiremaata. Coe­

panies uy also be requtred to use leas oapi tal· 

intensive technology and to have visible positive 

effects on eaployaent. Wage policies could also be 

eDJidned te aake sure of their effect on national. 

wage structure, on the local labor aarket, and on the 

supply of labor to other local flrma. 

' ,. 
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6, .Governments could require that certain percentages 
,·\· 1' I' i ), • 

of aalce 'ahould be exported. Tbey aay also put pl~es-

aures on mulUnational corporations to tie their 

ability to i.Jiport to their exports. The Mexican 

government has put such pressure on foreign auto-

m&Dufacturera, Such requirements may limit, to some 

extent, the balance of pa,-ant probleas aultinationals 

create. 

1. Pricing and costing practices of multinational corpor­

aUons could be put under close scrutiny by govern-

menta to lbti t the abwJiye manipulation of transfer 

pricee, Such control requizrea that up-to-da:te records 

of urket pricea of goods and services uaed or exported. · 

~Y foreign aubaid1ariea would have to be kept by SOile 

governaent agency. 

a. Effective extera&l control aD4 surveillance by the host 

govel'nllent ovel:'' the a:ffil1atea and eube1d1&r1ae ot 

aulta.nat1onal8 UJ requiJ:e the •tabllshllent of a 

central coordination an4 oontl:ol body repreeenting 

varioua rele'YI.Ilt · aiDistrles auoh aa planning, finance, 

mining, induatry, tn4e, and as;riculture. Such an 

organill&tion ahoul4 represent the interest of the 

different a1a1at14•. To be able to perto:ra their 
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contral and surveillance function, they h&ve to be . 
g1 ven &eo... to certain ooapa.ny records and opera-

tiona, 

9. Control could be achieved through internal aea.ns by 

requiring certain percentage control by local 

owneDJ, Suoh control is aore effectively achieved 

when the host govermaent participates in the ownership 

of the subsidiary. Other foms of internal control 

aight be to require aovernaent representa.ti vea to 

sit with the aa.nagera of the subsidiary or w1 th the .· 

parent boa.1'd to discuss aattem of 0011pany policies 

and plana, 

fb• Ne!d for Mul.tinatiopa.l Oontro) · 

National control over aul.tinational corporatious has aerioua 

llaltationa, A country could request eerta1n adaptations in policy 

and 11&7 att•pt to lapl•ent certain regulations. But the ability 

of &nJ one country to g&in oono•aiou froa aul tin& tiol'lAl oorpera­

tiona 1a 11a1. ted aa long aa those corporatiou can pla,y one country 

aga1nst another. 

The power of the ault1nat1onal corporations in facing any one ' 

ooun'try la great. 'l'be si•, aonopolistlc position and transnational 
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activities of the multinationals weaken the bargaining p~1 t1on of . . . 

any aingle developing nation to handle the problems created by or 

to llait the power of ault1na.t1onal corporatioJUS. Indeed, no single 

national jur1ad1ction can cope adequately and effectively w1th the 

clobal phenoaenon of the multinational corporation. The situation 

of developing nations is worse in this respect than that of the 

developed nations. Most developed boat nations belong to a network 

of advanced economic and political relat1onahipa that allow far 

aore aucceasful econoaic and poll tical bargaining (u. N., 1974, p. 

Sl). 

The trap developing nationa often fall into is that through 

their efforts to attract ault1nat1onal corporation. b,y offering 

generous incentive& and conceeaiona, they often appear to be bidding 

acainst each other. Multinational corporations eapltali .. on the 

lack of ooordina tion aaong developing nations. 

Some fom of multinational control among developing 

nati•na ia needed. Such control could be achieved through. the 

developaent of an ecoDOIIl1c pact. 'lh1a pact could serve as a 

coordinating body between the member nations in bargaining with 

multinational corporations at the initial stage of investaent and 

in controlling their activities at later stages. 

The pact could set a ceiling on 1DOentivea and concessions 
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any aember country could offer to multinational corporations. 

Certain criteria and guidelines could be developed and ~pplied com­

monly to the im·astlaeuts these corporat1ons aate. Modal cou tra.cts 

could be developed and used in oouon by the mel!lber na.tiona. 

The pact could be based on regional and/or sectorial ~se~. 

On a regional basis, a group of developing nations located in a 

given region could form an economic coalition. The Andean -pact of 

Latin. America is a good exa111plo of such a regional coal! tion. By 

increasing the size of the bargaining unit fl'OJII na.tiofl:ll to 

regional, the six member countries of the Andean pact are able to 

iapoae rulee upon and derive concessions froa multinational ent~r-

prises that could not have been realimed by any one of the member 

countries acting alone. Furthermore, by expanding the sh:e of the 

market to which a foreign investor can gain access, the mel!lber­

countr1es provide an lnduc&ent for the potential investors to llo 

business under the rules of the region. (u.N., 1974, p. 96). 

When the pact is based sectorlally, nations using multi­

national corporations belonging to a particular economic sector 

could form a coalition, The exaapla or auch a secto~al pact is 

the OPEC. The likelihood of success for sectorial pacts depehds 

on the degree of control the countries have over the sector in 

which the corporations internationally opexate, The groater 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 explain how OPm was able to bargain effactivel.y 

with the oil ooapaniea and to ~hieve cr-t success in the int.reat 

of the aaber nations. Ita auocess depends on the semi-IIOnopolis­

tic hold on oil resources, aa well aa on the rising de.aand on 

oil during the late sixtiea, 

The halarda multinational corporations often create for 

developing nations and the inabilit7 of these nations to exercise 

effective control over direct. foreign 1nveataent by these corpora­

tiona have aoved the developing natious to find a way out of these 

hazards. For &0118 nations. where capital availability is not a 

problea, the know-how of ault1nat1onal corporations could be 

rented or bought. Thus, &0.118 nationa have tried to develop con­

tractual agreements with the corporations by which the corporations 

provide the technology, know-how, and aanagerial skills UDder ar­

range~~ents not including direct invest.aent. 'lbeae agreeaenta uy 

include one or aore of the following typea • 

1. Licensin,5. In thie sort of a.greeaent, the aulti­

national corporation p1'0videe 1 ta technology and 

know-how by making available the facilities required 

for manufacturing their products in a certain 
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·country for a specified fee and/or a specified share 

111 profit. 'lbese facilities may include machinery, 

equipaent, aateriaJ.a, and 1nteraediate gooda. 

J9. 

2. Ma.n&etJ!egt Contrac~. Under this arr&ngeaen·t, the 

ault11l&t1oual. corporation aarees to perfo.rll certain 

aa.naget1al functions but without sharing ownership of 

the enterprise. Thus, the oorporation provides some 

or its ll&ll&gerial peJ:eolU'lel to run the na.tionally­

owed fin and prov1dea the use or aoae of ita aanagar­

i&l ayateu for a certain period of time aDd agreed-

upon feea, 

3, Turnkey projects. . In this fora of contractual agree­

aent, the aultinational corporation carries out the 

tutc of constructing a factory or an enterpriae that 

upon completion is ready for operation by looal 

ownem and/ or aazaagers. '!be corpora t1on provides 

the f'aollitl• required and aervea aa a con:traotor 

w1 thout aba.rlng owne:rahtp of the enterprise established, 

4. Consultancy. Under thia arrangeaent, the ault1-

nat1onal corporation provides consultancy services 

to government or to local enterprises on technical 

aatters. Such aemoea are provided for a certain 
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·fee, but the goal. of the corporation is to get 

closer to the opportunities th&t some of these con­

•ultancy services aay turn into management con• 

tracta or turnkey ~jeote where the fees are 

auoh higher thaD consultancy fees. 

40. 

'1he &~ve foxu of contr.l. butiona by aul tina t1onal corpora.­

tiona to developins natlOM without direct ownership or control are 

not ooamon. Generally, oorpozationa resent these toras, ainae they 

include dilution ot their control and a great reduction in their 

retuxn. The few corporations which acree to have auch arrangements 

usually aake sure that the technolog,y or know-how provided 1fill 

not create ooapeti tion tor their own aot1 v1 ties or hall ,er their 

1nt.er•ts. 

Multinational oorporati••· when they asr•• to these types 

of oontracta, usually r.qui:n high feea for their •ervicea. They 

al•o 1apose certain r.atriot.iona in the contract. ·'thus, the local 

enterprlae aay be required to ue the corporation'• interaedia.te 

and capital pods, or it uy be forbidden froa exportin& to cel:'­

ta.iii aarketa. Therefore, the gains of reUnqulahinc control of 

the aul tina.tional coapani• through these. foru of' t:ranaferr.1ng 

know-how without direct ownenhip are 11aited by the restrictior..s 

and depen4ency injected ~nto these contracts, 

.. '1" 
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TOWARD A STRATEGY OF DEVELOPMENT 

INDEPENDENT OF MULTINATIONAL CORPORATIONS 

Multinational corporations represent a relatively new fo~ 

of organization taken by international capital. From this v1~w, 

the question could be raised, to what extant could 1nternat1?r~l 

capital enhance the process or development in developing nations? 

The anawer to that question lies in the historical role inte;.;nat:ton&l 

capital played in developing nations. Such a role was not a..t all 

positive or developaental. In fact, an exaainatlon of the exper-

iencea of third world nations with internatioD&l capital leads to 

the conclusion that the state of underdeveloi&ent in these nations 

is a product of subordination to international capital. This 

Rl8&118 that. brealdnc the circle of underdevelopment requirea 

breaking ties with the agent baaically responsible for that 

et.ate. It aea.ns that develo~ent strategy would have to achieve 

independence froa international capital in any fom of organiza­

tion it takes. A pe~etuation of links with international capital 

aay preaerve soae forces ot underdevelopaent and may retard t.he 

rate of developaent. 

An independent strategy for d8velopment would haYe to do 

away :with foms of foreign investa4'mt. Such foreign inveataent 

distorts the prooesa of developaent by transferring ita returns 

externally, by directing national resources to serve externally 
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oxloting decand (export 1ndWJtr1C:l), by ::tlnUlnting nnd rdnforcin:; 

dc."::Md p:1.ttorno oinulll.tillG foroign p;:.ttorn:J, llJld by trJ.ruJfcrrlliZ 

cxtol'lii!J.ly tho fundiJ noedod for cnpi t:l-1 for. ·::s.tion nt he· :o, D.:>in(> 

nwny 'llith direct forci(!ll invc::~t::ont of intorn:ltion:.l Ci.'.p1t.:ll en·~bl:.;; 

dovoloping nationB to havo full control ovor the fnotor~ ar;~ctinJ 

devolop::ent in tho lollG run. Thc:Jo IIC'.tiCWJ :~hould =1i:::~ t.rut 

lon« rnngo dovolo~ont la oolf-rollcnt, oolf-initieted, colf­

dircoted, tt.nd oelf-ouota.ined, 

Tho· otraaoy for independent end 1ona-r:mao dovolop::"nt 

ohould be c.de.ptivo to loce.l noedo end loclll r:::oourcoo end poten­

t1c.lo. Uoro opccifice.Uy, ouch otra.tear :~hould b-.3 b:lu::d on tho 

folloving olenento 1 

1, A le.'\dins public sector, To r:.ecoloro.to eobillmtion 

of rooourceo c.n4 to control c.nd direct th'.:;1r utili=:~­

tion offocti voly, n public oectcr ahould t..'"llto tho 

lcc.d1ng rolo in dovolop!lont projceto. Tho public 

ooctor should bo tho nain 1n5truccnt of a control 

~tional plll.n of dovolop::ont, 

2. Fulfillina popult-.r loc:\1 DO("da. Identifying ani 

eca.ourlng i.oporte.nt local noc:dl!l ahould bo tho b:l.o1o 

upon which dovol~ent projcotc ~ould bo eJtobliJhcd, 
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). RolYiM r_"'inJ.y on lc~n,. r~ jou-ru-.1, :. rJtrr':'"~1 of w.Ucm-_1. 

· cntoriol Qnd hu.-~ r<.::Jourcc.;u ohould b? tho b:-.:>o ur::~n 

which develOP' -lent projcctu .:re uct, 

4, Uaillcr n tcchnolor:ical nill::-u :v:~.pthcJ to loccl :10.::11.­

tiona r.n-1 to tbvclor :,-,nt m•cdn, 'Iho c..-.. pi t.l.l-: •·:...,y-3\.\Jr 

r.ix ohould bo cui to.blo to lccr:U con:li tioll'J, Th., b·" .l 

end type of technoloGY utilil"r-1 omuld provide th-: op­

portuni ty for loccl control ov.Jr :Juoh tc.;chnol~ ;11!-l 

for furthor cnhMc~ont nnd dowlop·:ont of 1t, 

5, Dovolopinz econa:1c 1ntoerr.t1on ~1 th oth·.•r d~>"•loo.:." ~ 

D'l.tion'l Of 01"111'>:" dcvclor:;cnt.".J. ::t~t.:;ri, Se •. ' fo~: 

of coopor.~.t1on er.ona lll:.tiol:"l of ::h:U.:.r do·NlOF :·,nt 

otra.tcatea end of oc: .·:on 1ntcrt;;.>t could ..J~'\l!.CtJ dc:-r--!lO:po 

nont, Th1o uo.y 1nl! ludo S.Ut:.:~~;;lcl ~;:1 t-~ ~'" 1 ,;,, :•.; le; :<.'lit-~ 

projccto and lUTOJIGC-":cnto for ::::.r!t<Jt 1nk::rnt1on •. 

. ............ "' ,. __ ......., 



,ji ':' 

;(:. 

·:. < 

' ' . ': 

• , r . . 

'r. 

: \- .'li 

~-.; . .'·' . ' ) 

, .. ;~·: 

' . 

Cauaa~, G,G and Boudvilla, J. Autoaomie Deoisionelle De Filial .. 

d'Entreprisea Amerioaines Kultinationales. 
Non•Publie. Paris : · Eco,le Superieure de Coa:marce, 1976. 

Jea•~ ·, "It Pays to Spat Out," Coluabia !!.!!~ ot 

World Buain•••• 19?0, 5, 5, pp. 61-68, 

:~: Kidron, Michael. Foreign Inveatllaente in. IDC11a. Oxtol'd Uni't'erait7 ' 

·., .. .Press, 196 .5, - -
~ .\ 

. Reaerve Bank of India. Forelp Collabo:tatlea in Ind1an !f!.duatrx. 

Boabaya Exaainer Preaa, 1968. 

· Ste,pt()rd, J,M, and Wella; L. T. Mana(in& the Multinatlonal lnte~ 

· J!_ri~•· New .Yorlu Bal~c Beou, 1972. 

.. Penguin, 1974 •. · 

Unit~ Nations a Del'4rtaent of lf!onOilib .lrta1xs. Mult1nat1oP:!l 

.~ 

. Comrationa in. World Develop!~nt. ·Hew York a. Praepr ~b- ·.' 

Uabera, 19?4. 

Monopol.y Rents." Developae~t Mviaory ~ervioea Ecozroaic . 

' . .,,.. 

Developaent ·Report 16j, Ci.abrid8e, MP•. a Harvard Uni vera! ty · 
.. 
Press, 19?0 ~ . ·it\ 

• 1 ~~ 

·. Vern6n, Rayaond, 

May t 1966 •.. /' ' . 

~.:. ~· ' 

.,r:t'Wr·r~ · 

; ;,~f~ .· ' 
·~~;::·,~. ' 

;\~;'~, . 

ri~:~~ 



·. ,,i J·: 

----•. "United States lntez:prlae 1n the Less Developed 
. u 

Countries a Evaluation of Coat an4 Benefit, In Guat.av 

Renia (ed, ), Tht Gap bet•!n Rich andl..oor N&t~oil!.• 

LondODI 

,, ;.. 

International ioon~c .U.oe1at1on, 1972. 

···{>" . ' 

·''' 

,;'" 

.. 



Seminaire sur les Firme> ~lultina_!:ionales 

Le Caire, 15-21 decembre 1977 

Centre de Documentation d'Etudes Juridiques, Economiques 

et Sociales 

Centre d'Etudes Politiques et Strategiques d'Al Ahram 

STRATEGIE DES FIRMES DE LA CONSTRUCTION ELECfRIQUE .ET 

ELECTRONIQUE ET DE L'INDUSTRIE GAZO-PETROCHIMIQUE DANS LE BASSIN ·--
r·1EDITERRANEEN 

CR ID/ !REP 
Universite des Sciences Sociales de Grenoble 
BP 47 X Centre de Tri 
38040 GRENOBLE CEDEX - FRANCE 

Alain GAULE 
Jean-Charles t10NATERI 



>"'Jl!" ... '!"~"•"·~· ... 

SECTION 1 

P L A N D E T A I L L E 

Deploiement dans le secteur de la construction 
electrique et ,electronique : permanence et adap­

tation des strategies des grandes firmes. 

INTRODUCTION .••. , .•.•••• , . , •.••••••. , , , , , • • • • • • PP 1 a 2 

·1 - Le redeploiement des implantations industri­

elles desrirm~s de ia construction electrique 
et electronique dans l'espace mediterraneen pp 2 a 13 

1.1 - Le redeploiement et sous-traitance 

internationale..... . . . . . . . . . . . . . . . . . . P 3 

1.1.1 - Reperage de quelques formes de re­

deploiement qui s'apparentent a la 

logique de la sous-traitance irter­
nationale dans q~elques pays de la 

region .. 
- Tunisie 
- Maroc 
- Egypte 
- Iran 
- Les zones peripheriques de l'Europe 

d u Sud . . . . . . . . . . . . . . . . . . . . . . . . . . . P 3 

1.1.2- Les caracteristiques communes de ces 
operations... . . . . . . . . . . . . . . . . . . . . . . P 8 

1.2- Redeploiement et noyens d'acces a la 

production de biens electriques et elec­
troniques dans des pays en voie de de-
veloppement.......................... P 9 
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1.2.1 - Dans les pays qui ne privilegient pas 
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