
he multinational corporation is an obvi- T ously important enterprise in the world 
today. But how important, and in what ways? The 
gross world product is estimated to be about $3 

’ trillion, the United States accounting for one-third 
of it, Europe, Japan and Australia produce another 
third, and the remaining third is produced in the 
USSR, Eastern Europe, China and developing coun- 
tries elsewhere in the world. About 15 per cent, or 
$450 billion, is accounted for by the multinational 
corporation (MNC), whose output has been increas- 
ing at 10 per cent per annum. 

In view of the awesome implications of this de- 
velopment it is hardly surprising there has been a 
growing awareness, both here and abroad, of the 
activities and policies adopted by these giant MNCs, 
whose production operations straddle the globe and 
have come. to dominate economies as diverse as 
Great Britain, Australia, Canada, Taiwan, Thailand, 
Liberia and Brazil. Already many companies-Proctor 
and Gamble, General Motors, Ford, IT”, IBM, 
Chrysler and Kodak, for example-employ more than 
a third of their work force outside the U.S. Some 
companies have plants in as many as twenty coun- 
tries, and the scale and international scope of their 
activities show no signs of slackening-in fact, quite 
the reverse. 

Of course the phenomenon is not entirely new. 
The intenationalism of U.S. business has had a long 
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history. Although the most dramatic expansion oc- 
curred in the 1960’s, United States-based MNCs had 
their origin in the eighteenth centyry when entre- 
preneurs dispatched members of their family to rep- 
resent their interests in England and the West Indies. 
After the American Revolution some set up offices in 
parts of the Pacific as well, 

The first genuinely international company was 
Singer, although Colt tried to get a factory going in 
England some fourteen years earlier. Singer’s first 
foreign manufacturing branch was established in 
Glasgow, Scotland, in 1867, and by  1879 it had 
twenty-six central offices in the United Kingdom and 
one each in France, Spain, Italy, Switzerland, Bel- 
gium, South Africa, India and New Zealand. Follow- 
ing the trail of Singer sewing machines, the list of 
products which American firms manufactured out- 
side this country soon broadened, and by the 1890’s 
it had come to *include drugs, harvesters, electrical ’ ilpparatus, typewriters, explosives, printing presses, 
elevators, guns and such services as insurance. And 
excepting insurance companies, a11 the firms involved 
in these undertakings established a tradition of fi- 
nancing much, if not most, of their foreign invest- 
ment with foreign capital. Popular belief to the con- 
trary, this is still largely true today. Another feature 
of this early period which has lasted was that invest- 
ment was made predominantly in the wealthy re- 
gions of the world, mainly Canada and Westem 
Europe. 

By the turn of the century European observers 
were already talking in terms of an “American inva- 
‘sion.” As one Englishman put it, “The invasion goes 
on unceasingly and without noise or show in 500 in- 
dustries at once, From shaving soap to electric mo- 
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tors, and from shirtwaists to telephones the American 
is clearing the field.” President Taft even had the 
State Department reorganized so as to “make it a 
thoroughly efficient instrument in the furtherance 
of foreign trade and of American interests abroad.” 

From the beginning international business has 
been a mixture of fierce competition and monopolis- 
tic practices. Today there is an even more urgent 
need to provide safeguards that regulate the be- 
havior of those giant firms that have survived and 
now dominate the world economy in an unprece- 
dented manner. No longer, perhaps, should we talk 
of five superpowers-the U.S., USSR, EEC, China 
and Japan-but of six-to include MNCs. The multi- 
national firms (at  least three-quarters of which are 
American-owned) may coexist on terms of rivalry, 
but they have a common desire for a world where 
restrictions on their activities are at a minimum. 
Without conscious design MNCs can ignite a major 
international crisis, as recent monetary turmoils in 
Europe and Japan will attest, The February, 1973, 
crisis made West Germany buy more than six billion ’ 

of U.S. dollars in ten days, but this amount of money 
would have been only 2 or 3 per cent of liquid as- 
sets of all MNCs at the time. 

s might have been predicted, the magni- A tude of the development of MNCs, 
coupled with the worsening U.S. balance of pay- 
ments and the visible weakening of the dollar in 
foreign-exchange markets, has caused considerable 
disquiet in government, union and academic circles 
-not to mention the countries that are host to these 
giant corporations. The complaints of these groups 
merit serious consideration. 

Leading the attack, the AFL-CIO has claimed that 
U.S.-owned MNCs have effectively “exported jobs” 
by setting up outside the U.S. branch firms for the 
purpose of manufacturing components and, indeed, 
the final product. Rejecting this view, the US. De- 
partment of Commerce and members of the Harvard 
Business School have claimed that, far from having 
caused the loss of hundreds of thousands of Amen- 
can jobs, multinationals have in fact helped expand 
domestic. employment. According to this view, many 
firms extend their production overseas because that 
is the only way they could avoid being priced out of 
the foreign markets; it is necessary to take advan- 
tage of relatively cheap labor and raw ‘materials in 
those countries. Furthermore, they say, these for- 
eign operations have created additional demand for 
American exports and have thus helped stimulate 
employment at home. 

Business International made the latest attempt to 
shed more light on this question. Corporate ques- 
tionnaires were sent out, and Business Intemational 
ranked the eighty-six returned to them according to 
their rates of foreign investments, The results indi- 
cated that the more a firm invests outside its home 

country (as a percentage of its worldwide invest- 
ment ) the greaterare its exports. Therefore, Business 
International concludes, “foreign investment does 
not seem to export jobs from the home country; it 
seems to create them in the home country.” 

This debate over employment effects of MNCs is 
as yet unresolved, and it is hampered by the assump- 
tions and logic employed by both sides. For example, 
the trade unions seem to entertain an untenable 
static view of the economy in which a dollar going 
out of the U.S. always means a dollar less for domes- 
tic capital formation. This kind of argument ultimate- 
ly leads to a complete isolation of the U.S. economy 
from the rest of the world, 

Many public commentators have also failed to dis- 
tinguish two principal types of MNC. Though many 
companies combine both types in varying degrees, 
in order to assess the employment effects of MNCs 
it is useful to distinguish companies organized by 
vertical integration from those organized by horizon- 
tal integration. Vertical integration arises when parts 
of intermediate inputs for the final product are pro- 
duced by subsidiaries at different locations. Some 
auto companies, for instance, set up plants in (say) 
Taiwan to manufacture car components that require 
n large amount of unskilled or semiskilled labor. 

. Having taken advantage of the relatively low-wage 
labor, the firm’ then transports the parts to the U.S., 
where they are assembled, perhaps with other com- 
ponents made in the Caribbean. The crucial aspect 
of this process is that the MNC depends on each 
separate link in the chain. Some upheaval, like a 
lengthy strike in the Taiwan plant, endangers the 
whole productive operation. 

For the headquarters planning department of a 
vertically integrated MNC the choice of investment 
sites will depend on relative costs of production and 
on the relative likelihood that the investment will 
yield uninterrupted production. On other occasions 
the investment decision may depend on the relative 
cost of labor, and it is here that the business-union 
controversy has its source, Because evidence is 
sketchy at present, most economists are inclined to 
regard with equal skepticism the AFL-CIO claim 
that MNCs cost American workers “400,000 jobs” 
and the estimate made by one business-oriented 
economist that MNCs have resulted in an American 
gain of “250,000 jobs.” On balance, the available evi- 
dence seems to favor the view that the activities of 
vertically integrated firms 1iave increased, rather 
than decreased, employment at home. However, no 
strong, sound conclusions are possible on this issue. 

The other type of multinational, the horizontally 
integrated corporation, consists of a parent company 
and one or more foreign-based subsidiaries which, 
in their productive capacity, are independent units. 
In the main, overseas subsidiaries are set up to manu- 
facture and sell the company’s products to customers 
in the surrounding region, whether that region is a 
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national economy or some semi-integrated group of 
countries like the European Economic Community. 
Sometimes the parent company sets up a branch firm 
abroad to make products for the American market. 
UsuaIly, though, they set up subsidiaries overseas to 
sell to foreign customers, and, as we mentioned earli- 
er, they have been encouraged to do this because 
of high tariffs designed to give locally produced 
goods a competitive edge over foreign imports. 

Even where tariffs or labor costs do not offer in- 
centives, there may be a practical reason why firm 
wish to establish plants close to their potential cus- 
tomers. Differing national traditions and tastes often 
make it necessary to provide special designs suitable 
for particular markets, and in such cases it is just 
not wise to concentrate production for a world mar- 
ket in one industrial location. One finds, therefore, 
that firms selling goods or services on the basis of 
design tend to become multinational. The largest of 
all, General Motors, employed about 700,000 workers 
in 1971 in a total of seventeen countries and had 
ales of $28 billion. 

s for tlie actuaI investment decision, A some companies devise an index or 
jcale to determine where they should channel their 
rcsources. Depending on the nature of the opera- 
iions, certain “weights,” or values, are given to such 
factors as the rate of price and wage inflation in a 
particular country or region, the degree of political 
stability, availilbility of a skilled or relialde work 
force not prone to hish rates of abseiitecism and 
labor turnover, tariffs, per capita income, freight 
costs, market size, wage rates, distance from other 
markcts and economies of scale. 

This last factor has received consideralilc ilttention 
from those observing the NNC expi1nsion. It has 
also been a prime cause of the current Iircemincnce 
of American industry. There arc many ways to 
achieve economies o€ scale, but a simplc examplc 
wi l l  suffice here. Suppose n. certain plant costs a 
million dollars to construct and can produce, when 
operated at maximum economic efficiency, 100,000 
units of the firm’s product per year at a unit cost 
lower than any alternative method of production. 
Now if thc market for that item is small, the com- 
pilny might lie alilc to sell o d y  50,000 units, at which 
riltt! of output thc instidliltion of the million-dollar 
pliint would not 1)c economic. In other words, only 
if the firm can gencrate a laige-scale demand for its 
product will it install the cxpensive plant from 
which to make a substantial profit. 

Thcrc are examples of economics of scale at all 
stagcs of production. For instancc, there are often 
said to be managcrial economies of scale, since the 
number of tasks docs not grow in proportion to the 
increase in production. Yet, as firms expand, mana- 
gers increasingly delcgate certain of their responsi- 
lditics to otlicr woCiitiws, ilnd tlirrc dcvelops a 

division of labor within the managerial hierarchy, 
with a number of important .implications. It intro- 
duces most especially a problem of communications, 
€or unless the various managerial and other executive 
functions are well coordinated, efficiency is seriously 
impaired. In other words, large, complex firms, par- 
ticular!y those with branches scattered over the 
globe,, are potential vehicles for certain significant 
diseconomies of scale. Where there is little personal 
contact, misunderstandings easily arise. Petty bicker- 
ing or career-oriented infighting can sour business 
relationships and hamper effective development of 
ideas, blocking the flow of information that would 
be useful in company planning. 

But failure of communication, lack of coordination 
and trust are by no means the only causes of dis- 
economies of scale. A plant a t  a particular site ex- 
pands, transport congestion develops and land prices 
rise as the demand €or.housing and factory space 
push up land values. The result: pushed-up costs 
within tlie firm. And these and related developments 
contribute to decline in worker moral, to greater 
absenteeism, and lead to demands for higher wages. 
In some cases diseconomies of this sort may have a 
decisive effect on an MNC’s location strategy. Such 
diseconomies of scale mean that a firm simply can- 
not grow indefinitely. The tremendous advantages 
gained by many US.-based MNCs by their early start 
must sooner or later diminish while MNCs bascd 
in other countries expand rapidly as they exploit 
their youthful economies of scale. Indeed, as Profes- 
sors Stcphen Hymer and Robert Rowthorn have dis- 
covcxred . through comparativc statistical analyses, 
among American and foreign M&s a firm’s rate of 
chxpill1sion is negatively corrclated with its size. For- 
eign XINCs arc fast catching up with the Amcrican 
onc‘s. IVorries about the “American challenge” are 
pcrIiaps overdrawn. 

or i1 company to bc SUCCCSS~UI, its nian- F agement must recognize and oilercome 
discBconomics of scale just as it must makc the most 
of 1 ) o t ~ t i d  cconomies of scale. To do this multi- 
nationals have relied heavily on the fruits of their 
in  t c w d  rcsearch and development ( R & D ) , which 
thcy havr tcnded to concentrate in one or several 
locations. And therein lies the source of much bitter- 
ness, 1)eciIuse this policy has meant in effect that 
many if not most technological improvements and 
new products have originated in the U.S. or whercvcr 
tlic AINC parent company has been situated. The 
in tcrniltiod business community argues that 1 ~ -  
cause scientific mid inventive skills are demonstrably 
scarce ilnd br<ause modern advanced reseilrch de- 
mands heavy outlays on equipment and related 
facilities, therc arc considerable economics of scale 
to lie gililled by concentrating the firm’s research re- 
sources in .one or at most several focal points. 
Furthermorcl, thcy argue, if the research technicians 
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share a common environment of mutual exchange 
and development of ideas, technological advance will 
be more likely than if the company spreads its R & D 
resources over the geographically separated branches 
of the firm. 

Probably for most companies this policy has paid 
dividends and in the process has helped ensure that 
the American reputation for technological progress 
has been maintained and enhanced. But some for- 
eign observers have cpmplained that the result has 
been the development of technologies and products 
geared to American tastes or to the availability of 
capital and work skills in the U.S. economy. Then, 
they maintain, the results of these R & D expendi- 
tures are too often exported to where they are in- 
appropriate. As far as products are concerned 
international companies are under pressure to take 
local conditions into account. Otherwise they lose 
sales. One marketing manager pointed out the diffi- - 
culties: “As an example, automative test equipment 
as produced in the United States is in most cases 
unsuitable for the smaller, lower horsepower vehicles 
built in Europe and Japan. U. S .  firms have lost out 
almost completely on equipment sales to these areas 
simply because original designs did not take local 
requirements into consideration.” In that sort of situ- 
ation it is the company whose policy is forced to 
change, but often the firm will invest in sophisticated 
salesmanship and marketing in order to create the 
local demand for their product. 

As for the tendency to export methods of produc- 
tion Paul Strassmann concluded from his exten- 
sive field studies: “Out of thirty subsidiaries in 
Mexico and Puerto Rico, I found only one that could 
choose its own equipment.” Professor Hans Singer 
recently pointed out that 98 per cent of the world’s 
R & D expenditure occurs in industrialized countries 
(not, of course, all in MNC’s) with the result that 
the new technologies developed have tended to be 
overwhelmingly capital-intensive-employing rela- 
tively little labor-whereas Third World countries 
desperately need labor-intensive technologies. By 
importing the fruits of their R & D efforts, MNC sub- 
sidiaries in less developed countries can therefore 
add to the chronic problems of unemployment in 
those countries. 

While the centralization of R & D has been taking 
place, the intemational application of the results of 
that research has been greatly facilitated by the in- 
ternationalization of capital markets. Although the 
foundations were laid much earlier, since 1962. an 
essentially new form of finance has developed on a 
vast scale, partially in response to the needs of its 
multinational clients. This has come to be called the 
Eurodollar market, through which have flowed huge 
quantities of dollars as well as, increasingly, other 
major world currencies. Considering its global sig- 
nificance, surprisingly few economists, let alone poli- 
ticians and journalists, know much about the work- 

ings or even the‘ size of this financial whirlpool. It 
would be conservative to suggest that about $80 
billion circulate in the Eurodollar market. 

In bare outline, what has been happening is this: 
Because interest rates are often higher abroad than 
in this country, dollars have flowed out to be de- 
posited in banks outside the U,S. (often in London, 
where there are now over two hundred American 
banks), from which they have been lent to borrow- 
ers including major MNCs. However, deposits by 
U.S. citizens have only represented one supply route 
for money-seeking profitable outlets in the Euro- 
dollar market; many foreign holders of dollars, in- 
cluding MNCs themselves, choose to invest in Euro- 
currency transactions rather than repatriate the funds 
to the U.S. or convert the dollars into other currencies 
for other forms of expenditures. MNCs have there- 
fore been both borrowers and lenders in the Euro- 
dollar market, but without this major source of 
funds-along with the less publicized and currently 
much smaller Eurobond market, through which com- 
panies can borrow long-term capital-much of the 
MNC expansion in recent years would have been 

The availability of adequate funds and the flow 
of new ideas comin$ from intensive and expensive 
research make the task of successful management in 
expanding MNCs somewhat lighter, than it would 
othenvise be. Rut they necessarily bring with them 
prolilems concerning decisions is to how and where 
to concentrate the thrust of that expansion. We have 
already mentioned the criteria which help determine 
the distribution of investment, but it is crucial to 
appreciate the important role played by generations 
of astute businessmen, for without the flair they have 
brought to their chosen task the position of strength 
attained by American firms would have been mark- 

. edly different. Throughout the world quality of man- 
agement is recognized as vital in the success of mod- 
em large-scale business, and it is generally conceded 
that American managerial skills have been particu- 
larly well tuned to the need to maximize efficiency 
and profitability, to meet and overcome competition 
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from other companies, and to serve and develop a Even if. unionists believe that the threat is merely 
market demand for their products. Indeed, the drive a bargaining ploy, they cannot be completely con- 
and competitiveness of the businessmen who pio- fident and have thus felt compelled to consider 
neered and guided the worldwide expansion of strategies involving internationally coordinated union 
American companies have rarely been questioned. action against the multinational. 

Of course, some firms have caused or run into dif- The need for such action has, according to union- 
ficulties, especialIy on those occasions when Ameri- ists, been demonstrated many times, and it is true 
can managers have,gone to foreign count ‘es with the strategy they fear has been adopted by MNCs 

The successful companies, however, have found that Henry Ford visited the British Prime Minister during 
their foreign representatives needed to possess a spe- a confrontation between the company and its British 
cia1 set of flexible managerial skills, and predictably work force. At that time he threatened to stop pro- 
they have had to pay high salaries and supplemen- duction in the U.K. of component parts for the com- 
tary benefits to attract the right men. pany’s assembly plants in Asia unless the unions 

The range of qualities required for foreign assign- tuned down their demands and their members start- 
ments was aptly described by the vice-president of ed to act “responsibly.” If such threats are taken at 
a metals company in answer to a question in a recent their face value they tend to seriously undermine 
survey carried out for the Conference Board. He the bargaining strength of unions; in order to deal 
said: “We are all looking for ‘self-starters’ who can with such contingencies unionists have come to talk 
tltink, who are simpatico, willing to work hard, and of the need for multinational unionism. One organi- 
undergo extended trips-some with much discomfort; zation in the forefront of this debate has been the 
who have a knowledge of another language or Ian- United Automobile Workers of America (UAW), a 
guages, or the facility and willingness to stucly; and leading participant in the World Automobile Coun- 
who also have the ability to acquire product h o w l -  cil, which has been considering the possibility of 
edge. Above all, diplomacy and a sense of timing a concerned collective bargaining strategy on a glob- 
are all important.” As can be appreciated, it takes a alebasis. Such a policy would be designed to offset 
rare type of person to fill all those specifications, a i d ,  the international power of the big American auto 
not surprisingly, as the number needed for. overseas companies, as well as their smaller European-owned 
assignments -grows, many of the people actually sent competitors. 
overseas do not possess them all. To date, however, perhaps the most celebrated 

Understandably there has often been pressure from example of international bargaining and unioii co- 
nationals €or greater local representation in manage- operation was not in the auto industry but involved 
ment and on the boards of directors in affiliate firms a French-owned gliss manufacturing multinational, 
of multinationals. Possibly in response to this pres- St. Gobain. The campaign against the company was 

’ sure and partly in reaction to cost considerations the directed by the Internqtional Federation of Chemi- 
ratio of Americans to host-country nationals has de- cal and General Workers’ Union, ~vliich coordinated 
clined in recent years, although in most cases the the activities of unions in four European countries, 
running of foreign subsidiaries is still in the control and demonstrated that successful pressure bargain- 
of Americans. To check the foreign domination of ing against multinationals was more than a wishful 
their countries some governments have forced the dream. But, in addition to the promising St. Gobilill 
pace of change by requiring that a certain percent- case, appeals from il union in one country to one in 
age of the firm’s employees should be nationals, the United States requesting the latter to apply pres- 
while in other cases they have demanded that owner- sure on the parent company have also marked up 
ship of the firm should be partially in local some successes. When Belgian auto workers i11>l>cdd 
hands, or become so over a number of years. Not- to Detroit for some assistance against an American 
withstanding those special situations, it is still widely multinational, the UAW threatened to take suppor- 
believed that U S  enterprises like to have 100 per tive action and thus effectively forced the.company 
cent ownership of their foreigi! subsidiaries; they to rescind certain changes in work conditions which 
have left themselves open to nationalistic resentment. the Belgian workers had opposed. 

The centralization of control has caused unionists Yet despite these and several other instances of 
most concern and prompted many of them to clamor successful union cooperation, even its most enthu- 
for countervailing joint action against individual siastic advocates wouId readily admit that many 
MNCs. In particular, union leaders have felt that snags, suspicions i d  pxctical problems will h a w  
their bargaining position was weakened by the em- to be overcome before international collective bar- 
ployer’s implicit or explicit threat that, unless the gaining can be realized. The difficulties are especial- 
union cooperated with management and unless the ly severe in industries where one or more U.S.-omed 
’workers did likewise, the firm could always move multinationals have continued to refuse adamantly 
elsewhere or channel any additional investments to union recognition of any sort. 

‘another of its plants situated in another country. Union activities ilre o d y  one source of difficdty 

preconceived notions of how the firm shoul 3 be run. on occasion in the past. For instance, in March, 1971, 
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that the American executive has to face when taking 
an overseas assignment in a multinational firm. Often 
the basic problem area lies outside the company, a 
fact which explains why about 4 per cent of all 
Americans sent overseas by their companies are em- 
ployed for the sole purpose of improving and hand- 
ling “community relations.” It is no secret that Amer- 
can firms have met various degrees of opposition 
from national governments, as well as from other 
political and economic groups in the host countries 
of their subsidiary firms. Usually the opposition has 
been most vociferous in the economically deprived 
regions of the world, but even on our doorstep, in 
Canada, fears have increasingly been expressed that 
U.S. domination of national industiy has become so 
widespread that national autonomy has been serious- 
ly undermined. Such sentiments are more readily 
appreciated when it is realized that by 1965 over 50 
per cent of Canadian industry was in US. ownership. 
One can imagine the reaction of politicians and 
others if they woke up one morning to find that over 
one-half of all American industry was in the control 
of Germans or Englishmen operating from headquar- 
ters in Europe. 

The fears and resentment tend to run deepest in 
the impoverished countries of’ the Third World, 
where American and other foreign firms often ac- 
count for most or all of the paid employment in 
advanced sectors of the economy. In such circum- 
stances, rightly or wrongly, the foreign company is 
liable to be made a scapegoat for the chronic,short- 
age of jobs or for the fact that axmall section of the 
country is seen to be living in affluence while the 
vast majority of the population are eking out an 
existence on an annual income of about $200. 

he reasons for the widespread hostility T to American firms are as many as they 
are varied, some genuine and some not. In part, 
the basic cause is an understandable envy, but one 
reason sometimes put forward is the existence of 
anti-American propaganda designed to give a totally 
false image of the practices and beliefs of Ameri- 
can businessmen -one justification for the large 
public relations staff many multinationaIs employ 
in their overseas subsidiaries. Such employees can 
do much to overcome the nationalistic fear of the‘ 
unknown alien employer, who is widely regarded 
as bringing with him new and restrictive standards 
of work. 

For many people who know little or nothing of 
life outside their neighborhood, let alone in the 
Vnited States or Europe, the large-scale presence of 
foreign employers poses a fundamental threat fo 
their cultural heritage, their national or local pride, 
and it removes the control of their economic well- 
being to some unknown place thousands of miles 
away. Such dramatic breaks with traditional life, un- 
less handled sensitively so that genuine fears are set 

at rest, may well add that vital ingredient needed 
to spark a revolution. One leaned American ob- 
server, Chalmers Johnson, recognizing this possibili- 
ty, has put it nicely: “So long as a society’s values 
and the realities with which it must deal in order to 
exist are in harmony with each other, the society is 
immune from revolution.” But often the foreign firm 
effectiveiy destroys th‘at harmony, for which reason 
those “community relations” personnel have indeed 
a vital role to play. Without exaggeration it can be 
said that the ultimate long-run success of the com- 
pany will often depend on the tact and patience dis- 
played in employee and public relations. 

Within academic, business and political circles op- 
position to multinationals is often ascribed to the fact 
that contrary to popular belief, more money flows 
out of the less developed countries into the Vnited 
States than the other way round. Indeed many Amer- 
ican academics have pointed to the ironic fact that 
when remitted profits are compared with investments 
made abroad multinationals have regularly made a 
net positive transfer of capital to the U.S. from those 
countries. Even then this understates the magnitude 
of the flow, because much of the finance capital used 
for overseas investments is obtained in foreign money 
markets. In fact about 80 per cent of the total 
amount invested is raised abroad. It is one of the 
great myths that a vast amount of U.S. capital has 
flowed to direct investments in the Third World. But 
it is also perhaps a remarkable achievement that in 
the light of these patterns nationalistic resentment 
directed against MNCs has been so muted. The rea- 
sons for this are probably not hard to find. 

In part the lack of controversy is due to the wide- 
spread recognition that MNC operations have facili- 
tated an international transfer of technology and new 
products. When the foreigners bring with them dish- 
washers, electronic computers and other scientific 
wonders of the twentieth century, people uiiaccus- 
tomed to such phenomena tend to fee1 somewhat 
uneasy at the prospect of rejecting the producers of 

. those items, even though the likelihood of their bene- 
fiting directly from such goods is minimal. 

the acceptance of MNC subsidiaries is the grudging 
concession that as employers they are no different, 
and sometimes much better, than local employers. In 
part this reflects a willingness of American firms to 
adopt local customs and make compromises in the 
interests of local sentiments by such moves as chang- 
ing product names to give them local appeal and by 
raising nationals to the board of directors or to execu- 
tive positions. More’ often .it reflects the hard fact 
that not only do MNCs pay above-average wages 
and fringe benefits, but they provide the type of 
training that workers would be unable to secure 
elsewhere. In Liberia, for example, the vast majority 
of people working off the farms will at some time 
lie employed in an American firm, probably either 

, 

In many poor economies a second factor explaining , 
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Firestone or Goodrich; many workers use their em- 
ployment in such companies as a stepping stone in 
their careers and as a means of acquiring the neces- 
sary skills to set up their own small firm or workshop. 
In effect they benefit at the expense of the American 
employer, who meanwhile experiences chronically 
high labor turnover rates. So through the frustrations 
of American managers many Iocal workers have 
cause to be grateful to them-while in a sense the 
employers’ frustrations can be seen as an investment 
in good mill and an insurance against opposition to 
their continued presence in the country. 

Of course, where American management ’has not 
been sensitive and flexible, trouble has tended to 
follow, both in developed and underdeveloped coun- 
tries. hi this regard they have been sorely tested by 
the frictions caused by the major social and economic 
problems confronting many economically backward 
countries-the scarcity of jobs, a scarcity which has 
shown ominous signs of becoming even more acute. 
The rate of unemployment in Latin America, for ex- 
ample, doubled between 1950 and 1965 to 11 per 
cent; it is predicted,to grow to about 18 per cent 
in 1980 unless drastic action is taken to reverse the 
trend. In the face of such developments the introduc- 
tion of modcrn production techniques designed to 
economize 011 labor by raising productivity only 
serves to increase the shortage of jobs. Yet this is 

.precisely what many multinationals have clone. They, 
have adopted the motto, “Menos obreros menos 
problemas” ( fewer workers, fewer problems). In the 
course of fifteen years the multinational oil, compa- 
nies in Venezuela cut their la%or forces by a third 
while their output w a s  doubled. 

. 

his ~iigii~ig~its an important dilemma and T area of potential conflict I>etween the 
host-country government and the multinational firm, 
for while it may.be profitabk for the firm to install 
automated or other technologically advanced equip- 
ment that cuts the firm’s labor requirements, the in- 
terests of the government and national economy may 
dictate that the optimum production process should 
consist of less sophisticated equipment and .rather 
more labor. Put bluntly, in this increasingly common 
situation the issue becomes: Who is the Boss? Of all 
the areas of conflict this issue seems destined to bc 
the major source of tension in the coming decade. 

Other dissatisfactions flow from the refusal by 
some MNCs to recognize unions; to attempt to im- 
pose alien work styles in their subsidiaries in opposi- 
tion to local or national traditions; to adhere to the 
official U.S. policy banning companies from trading 
with Communist countries. Not surprisingly, workers 
and politicians alike have tended to react angrily 
when American firms have declined orders that 
would have created employment and income for 
Iocal workers. Finally, and perhaps moct unsettling 
of all, it has been an occasional practice for the MNC 

parent company to order a cutback of employment 
in a foreign subsidiary without prior consultation 
with interested parties in that country, a well-known 
case in point being Remington Rand’s closure of its 
French plant. This type of sudden policy change, 
which might be perfectly justified in the interests 
of the firm, is capable of seriously dislocating the 
local economy, and is often a primary consideration 
given by those \vho advocate the imposition of con- 
trols on AINC activities in their countries. 

For their part, the main fear of MNCs is the pos- 
sibility thkt their investments may be expropriated 
by national governments, a fear which is especially 
real in less developed countries, where governments 
tend to be relatively unstable and where ruling 
groups often come, to poiver pledged to take drastic 
action of some kind to remedy the endemic economic 
problems plaguing their countries. However, despite 
the regularity of sudden coups, the evidence does 
not suggest that‘ many of them lead to subsequent 
confiscation of American and other foreign property. 
Edward Luthvak pointed out that of the eighty-eight 
coups cl’ktat he was able to record between 1945 and 
1967 only six led to widespread state takeovers of 
private firms. Of course, to these must be added the 
instances i n  which elected governments have taken 
similnr action, such as the “Chileanization” of the 
copper industry in Chile. But the fact remains that 
the risk of incurring heavy losses as a result of na- 
tionalization is not high. Of tlie major setbacks suf- 
fered by tlic international business community the 
revolution in Cuba was probably the most serious, 
as huge foreign investments had been ploughed into 
that smdl country. .In addition, Ceylon nationalized 
American petroleum companies, as did Indonesia 
and Peru. In Brazil ITT has lost facilities, and in 
Chile in the mid-lgGO’s U.S. copper companies were 
faced with steep tax increases which had the cffcct 
of threatening their existence there. 

In each case the companies concerned looked to 
the State Department for assistance (primarily in 
tlie hope of recovering .lost assets, as the American 
business community does operate an insurance sys- 
tem for such calamities). But, with the exception 
of the ITT case, attempts to obtain compens a t’ ion 
have not been impressive. In an effort to give thc 
American government additional powers of rctalia- 
tioii Congress passed the Hickenlooper amendment 
to the foreign aid bill of 1962. This amendmcnt has 
sanctioned .the suspension of aid to a country whose 
gOvernment permitted expropriation of U.S. prop- 
erty. I t  \vas used against the tiny island of Ceylon 
and has been employed as a threat in other cases, 
yet it is generally conceded to have been of little 
help in assisting U.S. firms. hloreover, ohservcw hilvc’ 
warned that the State Department could overcommit 
.itself in support of companies operating abroad, thus 
allowing them to act irresponsibly in the knowledge 
that their government has an open commitment to 
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come to their aid when- they are threatened. 
Nevertheless, official efforts-albeit haltingly devel- 

oped-have been made to assist and stimulate foreign 
investment by U.S. multinationals; it was sympto- 
matic of an emerging synthesis of intemational busi- 
ness and govemment that President Nixon recently 
described ESSO’s Peruvian affiliate as “our petrole- 
um company.” Although this convergence of interests 
has had a long history, the government has been 
pursuing an increasingly active role ever since 1945. 
Thus the U.S. AID agency, designed to channel aid 
to the Third World, set up an Office of Private Enter- 
prise, which employed investment analysts to seek 
out foreign investment opportunities for American 
companies. Later the government helped establish 
such organizations as the Association of American 
Chambers of Commerce in Latin America for the 
purpose of providing an environment conducive to 
private enterprise. Within the United States, agencies 
with interest in this endeavor have proliferated, usu- 
ally taking the form of a committee such as the 
Trade Information Committee. 

Perhaps one of the most significant govem- 
ment initiatives taken to assist overseas private 
investment was contained in President Kennedy‘s 
Alliance for Progress and in particular the Commit- 
tee for the Alliance for Progress (COMAP). This 
consisted of thirty businessmen from companies 
operating in Latin America who were concerned 
with expanding private U.S. investment in that re- 
gion. Unfortunately, lack o€ coordination between 
government and business hindered COMAP’s eff ec- 
tiveness. In 1963 it was supplemented by the Ad- 
visory Committee on Private Enterprise in Foreign 
Aid, whose report was completed in 1965 and quietly 
shelved. Three years later the business community 
suggested the creation of an Overseas Private Invest- 
ment Corporation, the organization which President 
Nixon succeeded in getting established in 1970. This 
joined other bodies that have developed in recent 
years, organizations such as the Atlantic Community 
Development Bank for Latin America, initiated by 
Senator Jacob Javits and designed to seek out invest- 
ment opportunities, then assist firms to obtain finan- 
cial backing. At the same time other means. have 
evolved to improve communications between busi- 
ness and government, notably the Business Advisory 
Council, which later re-formed to become the Busi- 
ness Council, whose International .Committee pro- 
vides business advice to government officials. 

Despite this patchwork of organizations, relations 
behveen the intemational business community and 
govemment have not been entirely smooth or free 
from dissatisfaction. However, though there is still 
undoubtedly room for improvement, much has been 
done to create an atmosphere of mutual trust and 
cooperation, In particular, the Business Council for 
International Understanding and the Council for 
Latin America were developed some years ago in 

response to the need to coordinate business and gov- 
ernment policies abroad. Slowly but surely business 
and government have been moving toward a state of 
affairs in which foreign policy is the outcome of joint 
consultation and mutually acceptable decisions. 

Thus the growing involvement of business and 
government has been a reciprocal one, for besides 
the role played by government in stimulating and 
aiding foreign private enterprise, businessmen and 
corporations have had an expanding role in the con- 
duct of foreign policy. For instance, the Council on 
Foreign Relations is largely financed by business 
corporations, and businessmen and lawyers consti- 
tute the bulk of the membership of the many Com- 
mittees on Foreign Relations throughout the country. 
Richard Barnet examined the background of major 
foreign policy makers between 1940 and 1967 and 
found that three-quarters had come from giant 
MNCs and investment houses. The proportion in top 
positions, such as Secretary of Defense, was even 
higher. I t  would therefore be naive to argue that 
the MNCs’ interests have not figured prominently 
in the actions of the country’s foreignp policy makers. 

Behind this tendency to look after the concerns 
of the international business community lies the as- 
sumption that MNC expansion will not only benefit 
the companies involved but will help to reduce in- 
ternational tensions. As Neil Jacoby put it, “The 
multinational corporation is fundamentally an instru- 
ment of peace.” The reasoning behind this view is 
that it would be absurd for one country to bomb 
another if some of the factories likeIy to be damaged 
were owned by its own citizens or businesses. But 
others have noted that this assumption neglects the 
fact that most firms are controlled by the United 
States, while the remainder are largely owned by 
British, Japanese, Canadian and West European 
companies-the “haves” of this world as opposed to 
the “have nots.” Moreover, important investment and 
related decisions are usually made in the U.S. or in 
some other center of control. Therefore, regardless 
of the correctness of any major decision, it tends to 
be seen as neglecting the interests of the country 
in which MNCs are operating. For this reason as 
much as any other the clash between the so-called 
internationalism of giant firms and the nationalism 
of the host-country may continue to threaten peace 
both within countries and between them. So all that 
can be said on this crucial issue is that many of the 
most enthusiastic MNC supporters have conceded 
that views such as Jacoby’s are built on optimism and 
very Iittle else. As Robert Cox put it, “As the histori- 
cal thrust of the multinational corporation becomes 
more apparent and. more publicized, the reaction 
against it may be expected to follow with growing 

’ force.” The reaction need not be explosive, but pre- 
venting it from being so will, be a formidable and 
delicate task demanding diplomacy of the highest 
order. 


