Al TR BLEVEN

The State and the Multinationals

FIE (MPORTANCE of the multinational corporation (MNC) is a

key feature of globalization of the world economy.” However,
opinions differ greatly over the significance for domestic and interna-
tional cconomic affairs of the globalization of corporate activities.
Some commentators believe thar the multinational corporation has
broken free from its home economy and has become a powerful inde-
pendent force determining both international economic and political
atfairs. Others reject this position and believe thar the multinational
corporation remains a creature of its home economy.

Although there are many more technical definitions of a multina-
tional firm, this chaprer refers simply to a firm of a particular nation-
ality with partially or wholly owned subsidiaries within at least one
other national economy. Tens of thousands of MNCs with numerous
subsidiaries conduct business around the world. Such firms expand
overseas primarily through foreign direct investment (FDI), whaose
purpose is to achieve partial or complete control over marketing, pro-
duction, or other facilities in another economy; such investments may
be in services, manufacturing, or commodities, FDI can entail eicher
the purchase of existing businesses or the building of new facilities
{called “greenfield” investment). Overseas expansion is frequently ac-
companicd by mergers, takeovers, or intercorporate alliances with
firms of other nationalities.* Whereas the purpose of portfolio invest-
ment is to obtain a financial return on the investment, FDI, as well
as alliances, mergers, and similar ventures, are usually part of an in-
ternational corporate stratepy o establish & permanent position in
another economy.

In one sense, multinational firms have existed for a very long time.
The Dutch East India Company, the Massachusetts Bay Company,
and other companies of merchant-adventurers were forerunners of
today’s MNCs like IBM, Sony, and Daimler-Chrysler. These earlier

'Sylvia Ostry, A New Regime for Foareign Direct Investment (Washington, 13.C.:
Group of Thirty, 1997}, §.

* Benjamin Gomes-Casseres, The Alliance Revolution: The New Shape of Dusiness
Rivalry (Cambridge: Harvard University Press, {996).
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rransnational firms, however, were far more powerful thanhc‘(?lltem-
porary MNCs are; they commanded armies and ﬂeets,.had t n}.:r owbrt
foreign policies, and controlled vast expanses of territory: t{.e‘ m; :
Asian continent {India, Pakistan, and Bangl\adesh). the Fast In¢ u,sd(.n

donesia), and South Africa. Modern MNCs are much. more mo‘ csrc.i
Another major difference between -t_hn'_sc early;r U".ll‘l.fiﬂatl‘()l'li“ll h}*ln; a?ﬂ
roday’s is that the former were prfnap;ll%y mtercsth in f.lg}a;lcu turl;1

products and extractive industries in particular regions ol the wo . .
whereas major firms in the carly twenty-first century are principally
‘nvolved in manufacturing, retailing, and services, tend to operate oni
a regional or worldwide basis, and ':mu.ally pursue M;, :ntert*i;t’u:i::‘
corporate strategy. It is particularly slgmﬁcant rh-.}t. w er,ias t.d : 3
lier firms frequently exploited and subjugated native peoples, 10 ;1'y’ :
MNGs, with some exceptions, are iMpOFtant sources of the .cgplt.;
and technology required for econonuc development of the less devel-

oped countries.

EXPLANATIONS OF FIDI AND THE MNC

Despite the importance of multinational corgnratiuns in t.hc ft}:l:tm:;:
ing of the international economy, ncoclqssn’;al cconon;ists have i
markably little to say about them. The indifference of matnstre

cconomists to the MNC means that the student of the MNC m_usi
rurn for an understanding of these firms to the writings of radicaf
economists, business economists, and polinc?ﬁl cc_onnmlsts—gmup}.:q
scholars with a long-term interest in multinational firms and their

impact.

Mainstream Economists and the MNC

The indifference of most neoclassical cconomists to the mul.tmal::ona}
corporation despite its importance in the gl:)bal economy can ff-nit-
plained in various ways.’ Their strong belief in the pnmacyfq 3
kers causes those economists to discoun_t the importance o l.ns'm}f-
tions; they believe thar a firm's behavior is dcrfzrmlr}cd aflm}:)stﬁmn:;ﬁ
by market signals and that, therefore, rhei nanun't!hty of the rfmi_ d
whether it is operating domestically or m_ternatxonally ared(;) 5 list
importance. Furthermore, the Mundell equivalency, accepte f ¥ 1:;“6_
economists, holds that international transfer of the factors of pro

can be found in Gene M, Gross-

' ics licerature on the subject .
A o fecr Compe Trade (Cambridge: MIT Fress,

man, ed., Imperfect Competition and [nternational
1994}, 9-10.
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ron (eapital, technology, cte.) through foreivn i '
onap : : gh foreign direct investment (F
e nternation! flow of pocs e C3UALeTE 10 thos o
e mer ' . 1er words, trom the economist’
Eth(.f' lflziot;ff :;\1.;1 inf:?‘}s]tmcnt are perfect substitutes for onlclzll::
e Bconom: rhc .10 caches thar trad.e precedes investment rather
o o veesa. The | caru;:{n of economic activities around the world
the e of C(.)m ‘:lr‘e. etermined by the theory of location and
whern niple of con parative :tdv:mragc; production will be locared
eiere s m t;] cm:]::)ent‘.‘ z?m economist might argue that FDI s
: : mic specialization based on the
productive factors. *
~ Also, methodological obstacles have
methodolog 5 5 have prevented economises
:;ang:iazlig ;ﬁ;lﬁi‘[ﬂ[y ;ll_ccepte_d tlhco_ry to explain FDI nndntl}l::.}\/{;)gl
R }.].“);I?j%opobhsnc firms and function in inlpcrfeét-
matkets, and ﬂ.cm.L;n.t ft.l ‘);] cen notcd.. there is no satisfactory for-
o 10 dccoun OI".I types of oligopolistic behavior, Lack of
el model e )1L1Ira];,es .'.lm.hlgllluu.'i and contradictory acritudes
1mong eco: ccm,lo.m.( W?:t‘ multinational firms. A major reason why
ol expea | scanor 11}:15 l\.;[x hf:‘('ﬂ unable to provide a general theareri-
D naion fo i:nc ‘ fN(.J and FDI is that the MNC is largely a
Sl Ipuf‘er:'nons .:md unique corporate experiences.
ror oxar gm;d p;“t:?ftilu‘.ll.n,t‘ures & number of countries so as to
for e ccmmmicmh relations with host governments rather than
by et oo rmsm;}s. Some market imperfections are created
oy pacenal g polfcf.l?m; through such policies as trade protection
oerpstrial m_c.n n | act,f:: government sometimes creates market
mies. A notable cxanu;]llt—:.lﬁethgr:rlf?tiﬁN(f:s “:I H;)mt o one-
v & fowable example is of trade barriers and the pro-
vision mlghtE:ét;l::lo::g);z:?:::t;e I:‘DI. erhout such jmperfccrigns.
ccr%t;lomy ar to license irs tech:1()10;yt:§(:1r};it:$)(é:;:s From it home
; , ) . . :
MN&;E&;‘}?;Z ;Lttll;udchOf proft.:ssmn_gl cconomists toward che
has tolesns 1y ed in .111] fugman's writings. On the one hand, he
cror o the con r}t:or'ia position 'th;u' MNCs are not a significant
Qb | the i wri:;tctoqa c}:;'qnomy; indeed, he and coaurhor Maurice
1908, horee. cffcc:sl ll'fl IzDelr texthook on international economics
vy char the o ccon::mic I on‘ global distribution of economic ac-
those of e cconom) ‘o;;comf:s cannot be distinguished from
e.” Ine principal effect of FDI, they argue,

‘ an
discribution of

¥

Panl R, Krugman and Mauri ry
'Ta rice Obstfeld, ' ics: T
Practice, 3d ed. (New York: l-I:lrpcholIin: 19;":;"1";2"0”‘! Feonomis: Theory and
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s on the domestic distribution of income; that is, between capital and
labor. On the other hand, Krugman argues in many of his other writ-
ings that the oligopolistic nature of international business is signih-
cant for trade patterns and the location of economic activities. For
example, because oligopolistic firms engage in strategic behavior, an
MNC’s decision whether to export a product from its home market
or to invest abroad in order to service a foreign market will serongly
Affect the location of economic activities and the rates of economic
growth around the world. In this fashion, the activities of MNCs can
have a profound impact on international economic affairs. MNCs are
pot merely substitutes for trade; indecd they attempt to extend their
power and control over foreign economies. It is ¢clear that mulrina-
tonal firms desire not only to earn immediate profits, but alse o
change and influence the rules or regimes governing trade and inter-
national competition in order to improve their long-term position.
Fortunately, the rraditional indifference of cconomists to MNCS
has begun to change in response to a number of theoretical develop-
wmetts, as well as the undeniable importance of the MNC in the world
cconomy. Theoretical advances in industrial organization and strate-
pic trade theory, as well as growing appreciation of the signifcance
of technological innovation for comparative advantage, have made
economists more aware of MNC importance. For example, the MNC
has been acknowledged as a means to reduce transaction costs; it
may be cheaper to organize vertically through FDI than by marker
transactions. The research of Harvard economist Richard Caves has
steessed the importance of “appropriability " that is, of a firm’s abil-
ity to maintain contrel of a valuable asser such as a trademark or
technology.’ Nevertheless, even though mainstream cconomists have
become somewhat more sympathetic to the idea that MNCs do be-
have differently from non-MNGCs and have a particularly important
role in the world economy, a cursory examination of current econom-
ics syllabi and textbooks confirms that cconomists do not yet consider
the MNC an important aspect of the world cconomy.

Business Economists and the MNC

Business economists have long had a strong interest in the wellsprings
of corporate behavior, an interest scrongly influenced by the pioncer-
ing scholarship of Alfred Chandler.® Beginning in the 1960s, interest

Richard E. Caves, Multinational Enterprises and Economic Analysis {Cambridge:

Harvard University Press, 1982},
* Alfred D. Chandler, Strategy and Structure: Chapters in the History of the Indus-

triul Enterprise (Cambridge: MIT Press, 19700,
sl



..... el das deen exeended o s operating jnrernarinn:dly,
Research on the MNC has been pursued Amost exclusively by Ameri.
cart and British business economists with a libery] comniitment .
wird the overwhelming benefirs of FDI to bath home and host coun-
tries. Scholarship on this matter has been averwhe
and has seldom been informed by economic ar oth
theory, Because this Writer cannot do Justice ro t}

Imingiy Cmpiricy|
er types of sociy]
1e huge volume of
writings thae have paralleled and interpreted the severa] stages in the
development of the MNC, I shall focus on JUst it fow important cop.
tributions to Hustrare the essence and evolution of thi scholarship,
An early important contribution was the influencia| pioneering
work of Raymond Vernon. Vernon's product cycle model of FDj
stressed the importance of econonic and technological leadership ang
provided an imporgang insight into the Overseas expansion of Amerj-
can MNCs in the 19605, Another valuable contribution to the sithject
was made by Brirish business economist John Dunning, whe, along
with others, atrempred to provide 4 general explanation of the MNC:
the result was the eelecric theory. of FDI thar dccounte
for the second stage of the MN('s evolution, The mosy recent expla-
mation is penerally identified wirh Michael Porrers extensive and 4-
most encyvclopedic empirical research on the firm as 4 strategic player
i the game of nrernationy! economic competirion,

d in Large part

Vernon's Producy Cyele Theory. The crux of Vernan's product cycle
theory, as set forth in Sovereignty at Bay (1971), was that every prod-
uct follows a life cyele from innovation through maturity to decline
to eventual obsolescence,’ American firms, Vernon argued, had 3
comparative advantage in product innovation dye to the huge size of
the American market (the demand side) and ro American superiarity
in research and development (the supply side). During the initia/
phase of the product eycle, firms EXPOIt new produces from their
homne induserial base, but in time 4 number of changes associated
with the maturing of the produyer, such as standardization of produc-

ton techniques, diffusion abroad of induscria] know—how, and cre-
ation of significans foreign demand for the product, stimufate the -
try of foreign imitators into the market. To deter foreign firms from
entering the marker and undercutring their monopoly position, the
origial firms establish production facilities

in other cconomies, Thus,
according to Vernon's product cycle theory,

foreign direct investrmene

’ Ravmond Vernon, Sovereignry ar Bay (New York, Basic Books 19715,
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. . ition
is principally a device used by firms to preempe toreign competitio
[E] ] o

aintai ir monopoly rents. .
and to maintain their . ' . -
Vernon's theory, which assumed that t_hcre were l]::rgc‘ngn;:ric‘i
wealth and technology hetween the United Sr?tis ;mcli ot Err;lsuin .
ved 1 i i *rican
ain the overseas expansion of Ame _
oton o, ptn ' 1970s, the relevance of his
' st s disappeared in the 1970s, the
1960s. As such gaps dis: . s decline. Furtheromons
; havior of American firms declined. )
theory to the behavior . ‘ {ermore,
prnd:ct cycle theory could not account for the sufl_)scque;lt expar rLu
: § ang s of many othe
: :an and Japanese firms and the firms
abroad of Furopean an se f o s of many other
ions : mess cconomists’ explanations o 5 .
mtons. Othtf bU-‘iInfSh £CO l: - h rection uf
i : : as the erecti
§ 1 ch specific and general factors on ¢
opments include suc e ciion of
arriers, the importance of marker proximity, ecline
trade barrters, the imporc f e decline tn
' 4 cncy tlacruation,
SPOLt; sts, and the problem of curre .
LFANSPOLLAtion costs, : . T cruarion. The
it imarily associated with John g
“eclectic™ theory, primari Yy : . (he
Reading school, was the most systematic Effm;dﬁénmrr(:‘mrinm
. . . i IS SeC age in MNC evolutio
; TILS ng this second stage
many developments duri . !
a eoherent general explanation of the MNC and FDI.

: tic T :tic the-
Dunning’s and the Reading School's Edt’{.tlfc 1 heé)ri:. T];}:zlsilgtsc}mo]
Y zloped by John Dunning and the '
ory of the MNC, develope Dun: : Y.
* University of Reading, England), pro :
named after the University 0 : : it
i(mights into the MNC, as it emphasizes rcc_hnology as a Eac;ts ‘i
MNC development. Revolutionary advances t1’r['1 cfom?ur}lc:;;; m.or
i i ible usinesses -
atl t technically possible for .
transportation have made i ‘ s o or
i stems on a globa
ize ; services and production sys :
b oo e ly reduced the transaction
: i es have greatly redu :
In effect, technological advanc ; coete thoan
costs of i ionalizing. However, the eclectic ;
and other costs of internationa o ectlc theary is
; i st not a theory thar mainstres
hardly a theory at all, at lease not a . ! one
misrsywnuld acknowledge; rather it is a COH?CHK?I\?({ 1(};3:5"11;;::; red
‘ s and much research on the .. Du a
from many sources and much rese C e x onning and
i ing colleagues believe these ideas provide a comp :
his Reading colleagues believe : s provide a ¢ hensive
understanding of the MNC. While Dunnmg s m;e;},lr?i;);gfis ;cncr~
ideas and insights into the nature and behgvmr 0 L]‘ oy Bener
ally nontheorerical, it is nevertheless quite valu;l e ; rstandi'ng ‘
uscfulness of the eclectic theory is mostl\f;.il\reénnr bo: l:::m: .
i in the ion of the ; subseq S
particular stage in the evolution . Canes in
Fhf..‘ MNC have necessitated newer explanations for cheir heha

* The writings of John N, Dunning on the MNC are dvqunSnugs.}({)r:;:)iac:g:)s';mlr;
: 415 i font (London: Unwin Hyman, .
i ing, Explaining International Production . : oy
;sdc[i)i:lizi:tﬁ. D::ning. other members of the Reading School include Peter J. Buckley
k C. Casson.
and Mar .



S T SO DU on ang Hicorporares the
core of Dunning's eclectic explanation,

According to Dunning's eclectic theory, the unique nature and ex-
traordinary economje success of the MNC are due to particulay char-
acteristics thar give the MNC important advantages over purely do-
Mestic corparations, These advantages are ownership, location, and,
most importantly, internalization, 4 concept that was alsq extensively
developed by Richard Caves, one of few mainstream economises to
seriously consider EDJ and the MNC." These oligopolistic firms usy-
ally possess some proprietary ar firm-specific advantage thay they
wane to exploir racher thap lose to a rival firm; such an tmernal ad-
vilitage mxay be a trademark or Possession of a particular technology.
Although some of the most important MNCs are not high-tech, j¢ ;s
not ceincidental thar mitny MNCs predominare in industries charac-
terized by extensive and expensive research and development activi-
ties. Obviously, such firms are anxious o appropriate for themselyes
all the results of their R & D efforts,

As Caves has pointed our, FDI's advantages in owrnership and inger-
nalization explain why firms are willing to assume is high costs and
risks. Although in mose cases it would be far more efficient to eXport
from existing plants in the home cconomy than through production
abroad, Caves argues that maintaining within theiy 0wn control such
monopolistic advantages as 3 trademark or know-how Bives firms
market power and che ability to extract rents. This internalization
objective can best be achieved through FDI and the creation in other
cconomies of subsidiaries that are owned by the parent firm, Oligopo-
listic firms attempr to keep firm-specific advantages within the secure
confines of the firm and out of the hands of rival firms through the
establishmene of “greenfield” plants or the Acquisition of wholly
owned foreign subsidiaries over which they have exclusive control,

Many such firms also possess locationa| advantages, hecause
MNCs have access to factors of Production around the world and
can, therefore, employ such country-specific advantages as access to
low-cost skilled labor or to other special local resources, Considered
in terms of the Heckscher-Ohlin mode] of internationa] trade, these
firms can exploit the comparative advantages possessed by other

economics, and such flexibility can give them g considerable advan-
tage over purely domestic firms, Moreover, even though the firm’s
home cconomy may be losing comparative advantage in jes particular
industrial sector, the MNC itself can maintain its presence in the in-

* Caves, Multinationa! Entterprises and Economic Analysis,
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dustry through FDI in economivs guning comparative advantage
wichin that industry, ' he success of the MNC, in-
Other factors have been important to t ¢ wd the world, Cor.
‘luding deregulation of markets fmd services ‘:Ii.ruu rems o
oy, deren lation and integration of hn-.mgai market ave & i
caunly, dtr_tbu ili”ct investment. The continuing shift in LUmP“r'l‘f '
ared fl)l'Clgll (1'1l-:nv traditional and other industrial sectors to_"_w:
;]dwmi?lﬁfl:rl:’i-ltli.?ixig cconomies has also been a f;;ict:':r dftfiii:]j;?-u:ﬁ
wake et articularly among Japanese rms, 4 des oy
M.NC wr:‘ﬁi‘t !::Irl:iicrslaltnd to ridllcc Browing tr_;ldu {Inctmn 'l‘l'.l.“ :i::’
e ('Mr- 1. FDT expansion. Yer another relatively u"npurt.m‘r < ‘_
L"mm‘lb'uml -[?bn;*n tilc corporate ideology spread by Aumerous blllq,fl_
Sldcm-tm“ IL?b tSL and other prophets of the global corporatlunltbf‘:
Ec“ 1:?:?[?:% l;j “manage across borders™ and become truly globa
rms must le;

if they are to survive in the new global economy.

. hy interpretation of the
Porter's Strutegic Theory. Another noteworthy Iiir;rprcnttl n oL
NG ha § rom *h of Michael Porter a -
g » research of Mic ¢ Har-
MNC has emerged from the : M rorter -
MNl{:i h} | ot Emine“ Porter's Competitive Admnmfz rﬁ'{f\\;c o
vard School of Business. & e Advantage of Nation:
90) and his numerous other writings argue that NG bas
oy s 1 " Porter asswmes that interna
entered an era of straregic management.” Porte ass pes Tt ncern
100 . : \ ] “value ch: Wt ag S ran
tional business is charactcnzui.by a “value C'h‘mlT;m activitis cng:
ing from extraction to production to 111-.1r1<::tmg: b o
1N . ! e N wishe
mtst dectde which and how many of these .lLEl“‘]”nuclieci.;iom o pur
me. and in what locations around the globe. Ihiesf;. ¢ F.Ollnwinq o
Llc end on the overall competitive strategy (.}f the fir .huqim‘“ b the
le 1% of Alfred Chandler in his classic cnnrrlbuthus to thwrurc e
; s 'm's strate stermines is ;
ics," Porter argues that the ﬁn.u.'s strategy dtttl’h e e
its ‘locltiun of economic activities throughour the rid cconamy. Ly
‘ 1 Iregic management, ;
ory of strategic n J :
e development of his thu). © ranagement, Porter fol
Ithfvs the csiectic theory's definition of the inherent .fldlvl \12(‘ E\:m—
0% Ed by MNCs. But the overwhelming advantage U'dt 10 :U&:“ over
o “ is thar €% ACCESS 1O
domestic firms, according to Porter, is that .1thp.rmi1n A,
witle ‘1fr-1y of possible strategies through whic lft'm“im;.ﬂ o the
cha stic firm, a multination: :
in.” In ¢ ast to 3 domestic firm, a 1 '
alue chain.” In contrast t Tl ‘ : e
value ut its activiries at the most efficient location for cachtp it
CALTY Out its ; 8 A
”riryit inywhere in the world. Because the firm pursue -y
o i i 1 : il s E
and inytfcgnrec its activities across national borders, many

' i : The Com-
! in this chapter are based on Michael E. Porrer,
" The references to Porter in [l‘fls chapter I:1'1': s oson
petitive Advantage of Nations (New Yorl: Free . .
" Chandler. Strategy and Structure,

[ £%]
A
ty



preter to use the term “transnagional” rather chan “multinational®
corporation.
The essence of strategic managenent is chat the transnational firm
has available to it more extensive options and rechniques than do
even the largest domestic firms. These mechanisms include not only
FDI, buc also strategic alliances, outsourcing component production
and licensing technologies. These corporate acrivities create interna-
tional complexes or nerworks of corporate relations with the parent
MNC in its home economy. Through modern information technolo-
gies and monopoly of information resources, the multinational corpo-
ratien can become dominant over both its domestic and international
competitors. Needless o say, such a depiction of a firm’s straregy,
structure, and activities has evolved far bevond that portrayed in Ver-
non's producr cycle model or even in Dunning’s eclectic theory. These
transnational firms have become worldwide instirutions coordinating
cconomic activities that are located in many couneries.

Political Fconomists and the MNC

There are two distinctive bodies of writings by political economists
on the multinational corporation: the radical (or quasi-Marxist) cri-
uque and the state-centric interpretation.

Marxist or Radical Theories. Stephen Hymer's innovative ideas pre-
sent the most systematic critique of the MNC."” Hymer, trained as a
technical economist at the mecca of neoclassical economics (the De-
partment of Economics at the Massachusetts Instituze of Technology),
has contributed to the subject both as an economist and a radical
political thinker, but T am primarily concerned with his latter work.,
At the time of Hymer's writings in the early 1960s, economists
scarcely distinguished between foreign direct investment and foreign
portfolio mvestment. Tnstead, they assumed thae FDY, like portfolio
investment, could be explained primarily by differences in interest
rates berween home and host economies, Hymer showed, on the other
hand, that FDI was fundamentally different from portfolio investment
and could be explained as part of a firm's expansionist strategy and

by its desire to control productive or other facilities in foreign coun-
tries. Economic, political, and technological developments in the post-

“ Srephen Hymer first set forch his ideas in his 1960 doctoral dissertatian, “The
International Operations of National Firms: A Srudy of Direct Investment,” which was
not published unei! 1976 by the MIT Press.
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.r world had made overseas expaps'mn of Aincr;'xcaniqlrpniﬁzzzi
e :hle and even necessary. At the ime of Hymer's writings, "
posst ¢ :)rltions were rapidly expanding in the W.estern Hcmts? ;rc:
e L\dmgdl East, and Western Europe. Anticipating both the 53 s.«.-f
i l' ‘i "":tio'n. of industrial organization theory to thc_ stug 0
qUﬂI::i\dliP*::d the eclectic theory, Hymer argued that American rm:i
'[:icst;d ‘1'{‘1r0;1d to exploit and preserve some firm-specific or monop
3 .

istic advantage. e
01];‘l)tespite the fmtential importance of Hymer s[;cltl_olir‘;l:lt[;ivt mace
1 on the economics profession. Unfortunatety, &=

lirrle impressio no opportunity to de-

er’s death at a young age meant tijmtl he hat{ D o 1
velop and defend his ideas. Hymer’s ideas were neg ,

p'.ll’l' l)CL;‘lllhc hlg iIl[‘lO\';l(lUt‘.‘ thlnklng was 00 f.l[ .lht -1d Ut rhe rest f
*

e -
the cconomics profession, Only vears later d1d‘ 111:1512:: irfo}?:s ltrll.f:lk-
rrial organization theory vindicate at lenst'sonu‘;!l.lgmi;m‘ e of
inr. Another possible reason, however, for ec' st e
1Iillljrm:r's theories is that Hymer was a Marxist, .1?1(1{.1lltlml.11g,n.111 o
mfsts deny that his Marxism posed a problem, Itilrmitt 1\? ;i-,i e
cult to accept. Whatever the truth of th}:- mat f,imcr.c“ AR
aspect of Hymer’s innovative approach that s o :
n 1 >, Hvmer set
mLIIrll his Marxist or quasi-Marxist thcg;y of ;h;stl;dﬂ(&;:?acas ol
forth, or at least foreshadowed, many (i n;Jt o O oved that
we now associate with rad.ical cnthuf:s;foftl € enlml,.laws. e
monopoly capitalism is driven by two func arg: e noreasing
the first law of intcrnational c:aplt_allsrn 1o be ;};c o e both
firm size: that as firms grow in SiZe and‘ scopc};ieraf‘:h{cal e
within and across national bor_dr:rs, creating e the
riphery structure and internatlona_l division o e.are o e
world. At the core of this intcrnat‘;onal structur e R e endent
capitalist economies, while the penp.hc.ry is compos
and exploired less developed economies. - devclopment, He argued
Hymer's second law is the 1awl of uneven bc'l' P e ic
that due to their large size, considerable mo .1 n:ly,itathc Y
power, the MNCs exercise control over and.t..xp 0 he whoe e old
v ﬁdVﬁnmL’;&thSC lc(‘)tr'ﬁ;r:::aill:}:;wsr:;cgics of the north
economy composed of the exploiing ‘ f che noreh
al‘I:‘ld the {-xploilt)ed impovcrished.socmtlcs of tllu. sou;ht. (()?t;l;;l ‘l::;p?mngst
also used by dependency theorists, the deve_ oliamel o of the cap el
north and the underdevelopment of the_ per;p. er_:: S ot
and complementary aspects of international capitalis
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. ) . Sereeteae Wiy (g aiu)\\t:qug“r \\-'I'jtirl Te 1 -
i ; . by by radic;
€ in Ifu’g:‘: PAart just variations on Hymer's s Dy dl_u{ scholarg
generalizarion also applies 1o many of th provocative ideas." Thig
: . ) Ay ot those protest :

tional cor , - Y protesting the n ‘
and the I};‘;;%m [.u the time of the WTQ meetings in ;}mttlc i::lll[;‘;‘-
though the prot ortd Bank meetings in Washingron in 2000 ev ;
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distinctive product of its home base and retlects its social, economic,
nd political values.” Despite the hyperbole of corporate exccutives
and business consultants that MNCs have shorn themselves of na-
donal coloration and become stareless enterprises, MNCs are actually
Jeeply embedded in and very much a product of the history, culrure,
and economic systems of their home societies.

THE MULTINATIONALS AND THE INTERNATIONAL EConNOMY

The world™s Largest MNCs account for approximately four-fifths of
world industrial cutpur while typically emploving two-thirds of their
work torce ar home; they are nor nearly as footloose as many critics
ch;u‘gc.l" Foreign direct investment (FDI) has been growing at a rapid
rate. Between 1985 and 1990, FDI grew at an average rate of 30
percent a year, an amount four times the growth of world outpur and
three times the growth rate of trade. FDI has in fact become a major
determinant of trade patterns. The annual flow of FDI has doubled
since 1992 to nearly $330 bilhon. Intrafinm trade—that is, trade
among subsidiaries of the same firm—accounted for one-third of
American exports and two-fifths of U.S. imported goods in 1994,
About one-half of the trade between Japan and the United States is
actually intrafirm trade, This intrafirm trade takes place at transfer
prices set by the firms themselves and within a global corparate strat-
egy that does not necessarily conform to the conventional trade rhe-
ory based on traditional concepts of comparative advantage. Evidence
suggests thar these trends will continue and could even accelerate.
The gross statistics, however, hide noteworthy aspects of FDI and
of other activities of MNCs. Despite much talk of corporate global-
ization, FDI is actually highly concencrated and is distributed un-
evenly around the world, Although FDI has grown rapidly in devel-
oping countries, most FDI has been placed in the United States and
Europe, while only a small percentage of U.S. foreign direct invest-
ment has gone to developing countries. This concentration of FDI is
due to the simple fact that the Unired States and Europe are at present
the world’s largest markets. Nevertheless, throughout most of the
1990s, FDI in less developed countries (LDCs) grew ac abour 15
percent annually. However, FDI in LDCs has been highly uneven
and concentrated in a small number of countries, including a tew n

" Paul N. Daremus, William W. Keller, Louis W, Paulv, and Simon Reich, The Myth
of {he Globad Corporation (Princeton: Princeton University Press, 1994),
" The Fconomist, 29 Jasoary 2000, 21,
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The role ot MNCs 1n the world economy remains highly controver-
sial. Critics charge that foreign direct investment and the internation-
lization of production are transforming the nature of international
cconomic and political affairs in ways that undermine the nation-
state and integrate nartonal economies. Impersonal market forces and
carporate strategies are believed to dominate the nature and dynamics
of the international economic and political system, While Kenichi Oh-
mae and many others may believe such a development to be highly
heneficial for mankind, others regard the MNC as an exploitarive
imperium stalking the world. These critics believe that giant firms,
answerable only to themselves, are integrating socicties into an amor-
phous mass in which individuals and groups lose control over their
awn lives and are subjugated to firms’ exploitative activities. The
world, these critics charge, is coming under the sway of a ruthless
capitalist imperialism where the only concern is the bottom line.

Many and perhaps most professional economists {with the impor-
tant exception of business economists}, on the other hand, discount
the significance of multinational firms in the functioning of the world
economy. The neoclassical interpretation acknowledges that large oli-
gopolistic firms may be politically important and may also affect the
distribution of income within national economies, However, these
cconomists deny thar the investment, marketing, and other economic
acrivities of these firms around the world have any grear impact on
the “real” economy of international trade, location of economic ac-
tivities, or national rates of cconomic or productivity growth. In neo-
classical economics, the global location of economic activities and
patterns of international trade are determined according 1o location
theory and the principle of comparative advanrage.

Both extreme positions are exaggerations. Critics exaggerate the
evils of the MNCs and their role in the world economy. Although
some MNCs do exploit and damage the world, the MNC as an insti-
tution is beneficial to many peoples worldwide; it is, for example, o
major source of capital and technology for economic development.
On che other hand, the proponents of the MNCs exaggerate their

importance and overstate the internationalization of services and pro-
duction. The nation-state remains the predominant actor in interna-
tional economic affairs, and domestic economies are still the most
important feature of the world economy. Although some convergence
has been occurring, national societies retain their essential character-
istics and are not becoming part of any homogenized amorphous
mass. In an era of oligopelistic competition and rapid technological
innovation, location theory and the conventional theory of compara-
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The Limits of Globaliza-

cause of China's very low wage labor and vast potenrial as a marker,
China has been an exception to this trend. Japanese firms prefer East
Asian subcontractors, and most of their manufactured imports have
come from this region. Germany, for economic and political reasons,
and to take advantage of East Europe's highly skilled and lower-cost
labor, has been investing heavily in Eastern Europe, especially Poland,
the Czech Republic. and Hungary. Evidence thus suggests that region-
alism as well as globalism characterizes the strategics of multinational
fems. While cconomic competition and financial markets have be-
come increasingly global, production and services are increasingly re-
gional,”

The trend toward regionalization of investment, services, and pro-
duction can be explamned in several -ways. New methods of produc-
rion and management, such as “lean production™ and tlexible manu-
facruring, encourage regionalization: both techniques reguire highly
trained and motivated workforces that can be utilized more fully and
with less risk at the regional chan at the global level. Indeed. the need
to move to low-wage areas has been greatly reduced as the share of
unskilled labor in production has fallen dramacically since the 1970s.
Regional concentration also facilicates scale economies in production.
Another consideration is that regional production networks enable
firms to be closer to their principal customers; this factor will become
even more important as regional markets continue to develop in
Western Europe and North America. Culwural affinities may also play
a part in this trend. Furthermore, regionalization of production can
nsulate economies throughout the region from trade wars and cur-
rency Huctuations. For these and other reasons, the movement toward
regionalization of production will continue within North America,
Pacific Asia, and Western Europe and is likely to strengthen in Latin
America and elsewhere.

The increased importance of regionalization in the world economy
raises some disturbing possibilities. The trend toward regionalization
could lead to weakening of the post-World War il movement toward
trade liberalization. While the MNCs of the major economic powers
continue to pursue global strategies and to invest in one another’s
cconomics (with the exception caused by fapan's relatively low level
of inward FDI), they are also concentrating their own FDI in neigh-
boring countrics. Creation of regional rather than global production
and sourcing networks has become a notable trend. If the movement

" Charles Oman, Globalization and Regionalization: The Challenges for Developing
Conrrries (Paris: Development Centre of the OECD, 1994),
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toward globalization should be slowed by increased regionalization
of services and production, the open global economy could suffer 3
setback; this would have serious negative consequences for countries
that were not members of a regional arrangement. And in the year

2000, most less developed cconomies lie ourside the emerging re-
gional blocs,

DEBATE OVER THE MNC AND THE NATION-STATE

There are divergent views of the MNCs® role in the world economy
and of their relationship to their home economies, On the one hand
are some who believe that the MNCs® increasing importance in the
organization and management of the internation| economy consti-
tutes a transformation of global economic and political affairs. For
them, glohalization of production and the central role of the multina-
tional firm in the world cconomy represent the rriumph of market
forces and economic rationality over the anachronistic nation-state
and a politically fragmented international economy. On the other
hand, the state-centric position argues that the extent and impact of
globalization are greacly overstated and that the nation-state contin-
ues to set the rules thar MNCs must follow. In this debate, the impor-
tance of multinational corporations is really not at issue, and few
observers other than economists deny their significance. Powerfu cor-
porations, their far-flung subsidiaries, and rheir global alliances, as
John Stopford and Susan Stran se have demonstrated in their book
Rival States, Rival Firms (1991), have, for more than a decade, been
recognized as major features of contemporary international affairs.”
However, arguments continue regarding the extent to which these
corporate giants have affected the nature and organization of the in-
ternattonal economy and the relative significance of the nation-state
in its functioning.

MNCs have certainly introduced changes in the global economy,
As firms have increased their presence in foreign murkets, some djs-
tancing from their home econormies has taken place and their national
identities have been attenuared; yet, the greater part of a firm’s pro-
duction, R & D, and activity remains in the home economy. It is also
true that the huge expansion of intrafirm trade has changed the mean-
ing of imports and exports. If, for example, the overseas sales of

¥ John M. Stopford and Susan Strange, with Joha 8. Henley, Riva/ States, Rival

Eirms: Competition for World Market Shares (New York: Cambridge University Press,
1991).
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American subsidiaries are taken 1nto account, then‘the Um:e_d Srates
has had a large trade surplus for many years. The increased interna-
gonal mobility of firms has encouraged national governments to pur-
sue aggressive policies to attract FDL

The Global Firms and the Borderless Global Economy

Kenichi Ghmae, the Japanese business consultant, is a strong propo-
nent of the thesis that the MNC has bccomc_a powerfyl {nclcpcndent
actor rivaling and even outstripping the natien-state in importance.
In his book, The Borderiess World, he argues that the global (i.e.,
stateless) firm is a natural response to a border!t‘:ss world cconomy
characrerized by homogeneous consumer tastes.” The ongoing pr}(:-
cess of economic globalization, Chmae conltend.s, has tranfifor‘med tht:
very nature of the multinational corporation itself, Ip his view, tdc_
early multinational corporation treated foreign uperat@mf asp?n A
ages used to manufacture producr§ thac had h.ccn designed an mi.
neered back home; in such a situation, the chain of Ct.)rnman‘d and the
nationality of the firm were clear. I"Iowcv'gr. QOhmae is convmc.:ed that
the nature of the firm has changed drastically due to extensive our—
sourcing and integration of production and other corporate ;lcrllfrltlts
on a global basis. The transnational firms of the 1990s, he ‘be ieves,
have become truly global corporations that are st'atcless and mdcpcr?-
dent of their national origins, Corporate planning, for example, is
now more and more likely to be conceived in global rather than na-
tional terms. Even ownership itself has become un!:lear as cqmt).rt
sharing, joint ventures, and corporate alliinces unite firms :lf:r.().‘-h
natiorial borders, Ohmae and many others argue that the wor!d § COr-
porations are shedding their national identities .:md becoming true
citizens of the world as they make their production and other deci-
sions without special reference to their home country. .

Those who agree with Ghmae maintain thar ;ll]l:l‘ﬂ(.‘t.‘s and l!lnkag;:s
among global corporations across nar.ional bounda.n.es have lu. t(; rI e
home economy's loss of significance in the competirive success of the
firm. Instead, Ohmae argues, the most in_'.purtant firms must have a
strong base in all three members of the Tnad—-North Amen_ca, Wist;
ern Europe, and Japan. Firms need foreign partners to obtain mar :i
access or to share the increasing costs of research an.d product devel-
opment. The increasing importance of sca‘le economies and ct{hc e::ca;
lating costs of R & D, as well as the rapid pace, scope, and cost o

* Kenichi Chmae, The Borderless Warld: Power and Strategy in the Interlimked
Economy (New York: HarperBusiness, 1990).
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payments deficit in the [980s and 1990s, this deficit was offset by a
surplus in foreign production and sales by the subsidiarics of Ameri-
can multinational corporations.

The considerable increase in the internationalization of business in
the 1990s gives support to those who argue rhat globalization has
triumphed. One-half or more of the products manufactured in the
United States contain one or mare components produced elsewhere,
and in some cases it is difficult to classify the nationality of the prod-
uct: Are the Honda Accords, many of which are made in the United
States, an American or a Japanese car? One-half of all mports and
exports in the work! cconomy are cstimated to be transactions be-
tween parent corporations and subsidiaries. Although many more sta-
ristics and anecdotes could be cited ro support the triumph of global-
ization, [ maintain that multinational, rransnational, or, if you prefer,
global firms are still national firms conducting international business.

MNCs and the Nation-State

In an opposed view, MNCs are considercd products of their home

cconomy. Both industrial production and service industries are be-

lieved to be primarily nation-based.™ Although it is true that the total

volume of goods produced overseas by American firms had increased

significantly to around 20 percent of total production by the end of

the century, in the carly twenty-first century the remaining 80 percent
of the American economy was still largely insulated from the world
cconomy. With few exceptions, a firm's primary market is still its
home market, and the policies of home governments weigh maore
heavily in the decisions of the firm than do those of host governments.
Moreover, it is important to remember that foreign markets are also
national markers and that corporate strategies must be geared to
other national markets and to the policies of host governments.™ In
addition, internationalization of services and production are occur-
ring on a regional basis more frequently, especially in Europe and
North America. And the policies and organizations of ¢merging re-
gional bloes tend to reflect the cconomic and political interests of

their dominant member states.

" See Razeen Sally, “Multinational Enterprises, Political Economy and Institutional
Theury; Dumestic Embeddedness in the Context of [nternatienalization,” Rewaews of
Intermational Political Economy 1, no. 1 (spring 1994} 161-92.

* Stephen Thomsen and Stephen Woalcock, Direct Investinent and European Inte-
gration; Competition Among Firms and Nations {London; Royal [nstiture of Interna-

tional Affairs, 1993),
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Lot S dnd e Mty of Globalization, by Doremus et al,

mentioned earlier (see foornate la). This carefyl study, which exam.
nes the behavior of American, German, and Japanese multinationa|
across a broad range of industrial sectors and activities, successfully
challenges the argument that technological, economi¢, and othep
transnational forces are leading to a convergence of state policies,
domesric CCONOMIC structures, and MNC behavior, Instead, the au-
thors find thar the domestic strucrure and economic ideology of the
home economy cantinue ro affect powerfully the strategies and actiyi-
ties of MNCs, They illustrage many significane differences among the
firms of the three dominant economies and note that these differences
can be explained by domestic factors, such s che historical experience
of the country, differing economic ideologics, the structure of the
cconomy, and the internal mechanisms of corporate governance. Al-
though such firm-specific factors as the firm’s industrial sector and
the characteristics of jes products obviously affect the firm’s behavior,
the authors convincingly demonstrate that, in the most fundimenta)
areas of corporate sera tepy, the domestic roors of Airms usually remain
decisive determinants of their behavior,

Many basic differences in vorporate strategy and behavior reflect
natonal insticutional Structures, economic policies, and sacial priori-
ties. The Unired States has tended to take a laissez-faire attitude to-
ward business, except when an especially strong case can be made for
government intervention, Germany, on the other hand, with irs con-
cept of the “social markee” and labor/management partnership, has
traditionally placed a greater emphasis on the social or community
responsibilities of the firm, Japan has placed 2 high priority on main.
tuning a strong indigenous industrial hase and preserving core ele-
ments of the system of lifetime employment. The resulting behavioral
differences among American, German, and Japanese firms can be
found in such core aspects of corporate behavior as patterns of strace-
#iC investment, intrafirm trade, research and development, corporate
sovernance, and long-term corparate financing. American firms are
more likely than German op Japanese firms to conduct basic R & D
in other countries; they also are much more likely to invest abroad.
National differences are reflected, too, in the levels of tntrafirm rrade,
Whereas American firms are characterized by only a moderarte level
of intrafirm teade, German firms have a higher level, and Japanese
firms have a very high level. This brief list of national differences

could be expanded considerably; however, there have been m
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LY SRR deteriunang of e firmi's intern;ltioml]
vompetitiveness, Multinational frmsg are and must continye to be ny.

tional firms, he argues, because their comperitive advantage is Created
in and muse pe maintained in their home economy. Porrer argues thap
the world economy is organized in clusters of mndustrial excellence
that are naton-based. The competitiveness of these national clusters,
such as the strength of Japanese firms in automotive produces of of
American firms In computers, is determined by local factors and na-
tional policies, Nationa! specialization, Strong national firms in par-
ticular industries, and differentials jn national wealth a1 ndicate the
continued importance of nationaj economies,
Although American academics, American carporate leaders, and
Japanese business consultants may propagandize the idea of the
global corporation, Japanese business and the Japanese government
have definitely not accepted the idea thar corporations have shed their
nationaliry and become stateless, The glant Japanese electronics con-
glomerate Matsushita is ang aAlways will be Japanese; the rask of the
Japancse Ministry of Internationa| Trade and Industry (MIT]) is and
always will be 1o promote the interesrs of Martsushita and ol
nese corporarions. Indeed, the well-being of these carporations is cop-
sidered identical ro the well-being of Japanege society. While Ameri-
vans may ridicule the remark of then Defenge Secretary “Engine
Charlie™ Wilson thar “what is good for General Motory i goad for
the country,” the Japanese really do believe that what i good for
Matsushita or Toyora is good for Japan. Japanese society considers
the overseas sales of Japanese products and the market share of Japa-
tese firms to be very important, Nor are the concepts of the global
corporation and the seamless world economy very appealing to those
West Europeans whe Are attempting to create 4 unified European

Fconomy and strong European corporations thar wil compere effee-
tively against their American and Japanese rivals,

er Japa-

AN INTERNATIONAL REGIME Fox FDI anp MNCs

In light of the increased significance of the MNC in every facet of the
global cconomy, it is remarkable that there are ng international rules
to govern FDI, not even any that are comparable to thoge affecting
internationa) trade and monetary affairs, There are national, bilateral,
regional, and multinationa] agreements on MNCg and FDI, byt no
overall comprehensive dgreement. Although the Uruguay Round
moved toward establishment of such rules, it fell f1r short of establish-
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ticularly vexing problem for America’s teading partners is the extrq-
rertitorial application of American law, not just to the toreign affiliaces
of American firms, but also to those of foreiga corporations. For exam-
ple. the Helms-Burton Act punishes foreign firms thar deal with Cubg
and is an especially infamous example of American efforts 1o impose
its own laws and policies on other countries. LDCs and other smaller
SLes want protection against the concentration of power represented
by the MNCs, while corporations want Buarantees against capricious
actions by states; there is understandahle distrust on both sides.

Do Gronan CORPORATIONS POSE A THueA1?

The large size of MNCs, their market power, and their pursuit of
elobal strategies have raised fears in many groups and countries that
they will become subjugated to and exploited by MNC globalization
of production and services. These concerns are not groundless, as
MNCs do represent huge concentrations of economic and, frequently,
political power. In the 1980s and 1990s, 2 massive expansion of cor-
porate power took place in the United States, Western Europe, and
elsewhere. This merger wave was due to a number of factors: the
spectacular American stock market thar has given some large firms
the capital to take over others, deregulation and the weakening of
antitruse policy, and new communications and other technologies that
enable firms to oversee larger operations and enjoy greatly increased
cconomies of scale.

[ncreasing concentration of power among media, entertainment,
and telecommunications firms has been one of the most disturbing
consequences of the merger movement and corporate aggrandize-
ment.”” Two prominent examples of such concentration are the
merger of America Online, Ine., with Time Warner in January 2000
and Vodafone AirTouch’s acquisition of Mannesmann A.G. The
trend toward larger and larger firms in the media secror emerges from
the logic of digital business itself. Although comperition is fierce and
uncertainties are great in these sectors, established firms enjoy econo-
mics of scale and find it easy to expand because the cost of replication
of digits is relatively minuscule. Thus, once these firms whose exXper-
tise and competiriveness lies in the manipulation of digits establish

a Despire the antiteust action against Microsaft, the Clinton Administration was
very talerant toward the rapid and extensive merger movernent in the United States.
Secretary of the Treasury Summers and others argued thar competition in the American
econamy is robusr as globalization has maore than offser the negative effects nf mergers
and reduced the pricing power of big firms. In addition, economies of seale and in-
creased efficiency achieved by mergers are believed o help consumers.

2ed

g

themselves, it is not costly to expand to incurporaft: thcr élglml 02
would-be digital firms {such as Time Warner). Ip thlih‘ way, emnomli.\
of scale in e-commerce appear to lead to massive scale in c?rp?rt:}\n:
structure. Although the United States has bccp the furcrugmr of this
development, similar rescructuring has.a beglm in Wcsrern’. }111r§pe}; "
Paradoxically, corporate globnhzanqn is associared wit fn‘t tn-
creased scale and increased competition. Althqggh m;mf e.lrnu:
creased scale, the benefits of increased competition arcl u,n}(l}r.? ué:
whether or not they are appreciated. Consider, for example, the ‘ erels.
fits to the American consumer and cconomy as a whi:lfe fr{)rsr]‘]a?.i}:tavz
exports and investments. Japanese exports to the L-mt‘c.hc F;;Ees nave
meant that the American consumer ha.s enjoyed a m‘l.l.(. W‘l LI‘[:; [‘,‘s
of goods of high quality and lower price. The American e-:ion‘(r). : :«,f
a whole has also benefited from Japanese FDI ;md‘ l'Iltrn“;lt. 1;:1 o
such Japanese production techniques as lean pmdugn;)n. bo-ilter he
American consumer and overall economy really have )ecnd ‘i.{ o
if barriers to imports and investment had kept out Sm}y an .onle.s:i
I doubt it very much. Consumers and‘ the overall r:c,nnon;(y Ln h i,q
developed countries also benefit from FDI, and S0 }:in war :r émat;_.
important to note that, in ge{leral. MNCs pay hig irbwag:: ;'ld-]rdq-
more jobs than do domestic firms, and have higher .;l og"lsN;:: .Th.is.
and the economy gains capital and tcclr?nnlogy from the s: ™
means that MNCs can be particularl? important (o LDCT(. espfu:la \i
to those where agriculture is prcdommar_lt. MNCslisn Turkey, for e
ample, pay 124 percent of average Turkish wages. o
Maintenance of a strong regulatory system and-encoulrageimc o
firms of many nationalities to invest and compete 1n.the oca m:«:fve‘;
can provide an effective response to the dangers of Lorpomfﬁiw b}:
Despire these and other safeguards, a glqbal EC()HO[T}Y pop ‘..“ 2y
powerful multinational firms is a dauating prospect, cspc?fal y.m.lt
the firms and povernments of small, poor countries. T hfcre is Jj‘-m;t
temptation to close national borders to imports and to i)re.lgn lm»,d
investment. However, such a response to the‘mcrcnsmg v mt;gr"i d
global economy could be extremely costly. Without alfic;ss o 01;;.ifgﬁ_
capital and technology, economic development wou e v?rzm i
cult or even impossible; as Nobel I.aure;tc Arthur Lcwns,_ r ©
Third World himself (Barbados), has pointed out, deve_lnpl?g :::(:iu:l
tries must have large infusions of outsid_c capital to build lt 1e costt.y
physical infrastructure requ‘ircd for thelr_ economic dc've ;?].r:ile}?eip
Debt forgiveness, foreign aid, and technical assistance ¢

Flhe E ist, 29 January 2000, 21, ‘ . .
» ;’“;ﬁﬁl’:ﬁ’ T::‘is T}I; Ewrjunon of the [nternational Economic Order (Princeton:
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S e ey cilough. Al
Ll tor many, globalization is 4 threat, it is alsa parr of the solu-
tton to undcrdcvclopnwnt; the industrial success of the emerging
markets of East Asia exemplify the importance of trade, foreign in-
vestment, and technology imparts,

The argument that small countries cannat compete in the world of
the strong is nonscnse and is contradicted by experience. Tiny Finland
has established irself a5 4 leader in wireless telephony (Nokia) and
other high-tech industries. Israel i a world leader in many technologi-
cal developments. Ireland has reversed a century and a half of €co-
nomic stagnation hy making itself an arcractive site for investment by
high-tech firms, Among industrializing and less developed countries,
India has become a major international plaver in computer software,
Taiwan has a flourishing semiconductor and computer industry, and
Singapore and Hong Kong have outstanding records of economic Sug-
cess. However, if an LDC is to join this league of small but very
successful countries, it must have an honest and comperent govern-
ment, invest heavily in education at all levels, respece intermational
property rights, encourage entreprencurship, suppore a diversified and
excellent nacional program of R & D, and pursue sound macroeco-
nomic policies. A nation thar is unwilling to assume these crucial re.
spansibilities is quite unlikely to succeed in the global economy and
risks domination hy foreign frms. Unfortunately, too many less de-
veloped and postcommunist economies are ar serious risk.

CoNcLusiON

The role of the MNC has grown increasingly important in the inte-
gration and organization of the global economy. Yet, it is important
to appreciate that most economic activicies are still overwhelmingly
nationally based. Morcover, the prevailing idea that MNCs are des-
tined to rule the global economy may turn out to be quite misleading.
The global economy rests and Must continue to rest on a secure social
and political foundation, and there i no guarantee that this founda-
tion will survive in the decades thead. As the economic historian Wil-
liam Parker reminds us, in the late nincteenth century the interna-
tional capitalist system began to break down because of a mismatch
between new large-scale capitalist firms and the interests of many Eu-
ropeans.” Today, this sober analysis would have to be expanded to
include a global economy composed of diverse cultures and interests,

" William N, Parker, *Capitalistic Organization and Natignal Response: Social Dy-
namics in the Age of Schumpeter,” in Richard H. Day and Gunnar Eliassan, cds., The
Dynamics of Market Economies (Amstecdam: North-Holiand, 1986), 351.
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