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- ABSTRACT

0) N © g M |
. ' ‘ Y
One recent development iQ.international economic rela-
tions has been the emergence of multinatiohal corporations
o : i - N

(MNC's) based in:Third World countries. During the last
decade, a significant number of business %nterprises from -

these countries have established or acquired foreign subsid-

iaries and joint ventures in other third World countries. 1In

particular, multinational operations and joint ventures are

1

gaining importance in cougtriés such as'Hong Kong, India,

Southy, Korea, Singapore and those in Latin America.”

9.
In the @ight'of these de@elopmentsh,this thesis -

examines the {e?ent growtﬁ process of Third World multi-
natfonals. More spec?fiéally, it. considers (17 the factors
which explain their emergqnce.and, (2)ltheir competitivé
st?engths vis & vis MNC's from the developed couhtries. The

3

~former are seen to be governmental policies of both home - and

-

/ host countries, the protection ‘of export markets and the
desire for reduéing risk through diverisfication. The latter
are seen to consist in manufacturing technologies more. suit-
able to, the conditions of the developing world, relatively
lower operating- and overhead c¢osts, greater familiarity with
the bus?neSS environment of Third Wor%d countries, and, the

perception, in host countries of the. Third World,that Third

World MNC's .are less threatening from an economic, cultural

»

and poli;ica% point of view, ’ -

» The thesis concludes with an examinatiopn of the benefi-

€ial role Third World multinationals have played and might

L 3




- * RESUME : -

o

¢

L'un des ré&sents développements, en relations_&cono-

»® ! A

‘miques\internationales a &tée 1'apparition de spci&tés multi-
nationales dans les, pays du Tlers Monde. Durant la derniére
décennie, un nombre important d'entrerpises de ces pays hotes

ont mis sur pied et acquis des filiales étraqgeres chez leurs
Vo - .

acolytes. Les opéraéions des multinationales prennent de

plus en plus 4'importance, notamment, en Inde, en Cor&e du

gﬂd} a Singapogr, d Hong Kong et’en Amérique\Lgtine. ’
‘a —'A la lumiére de ces faits, cette th&se examine le-
récent processus de croissa;ce des multinationales du Tiers
Monde. En pargiculier, elle vise dans un premi€r temps, &
exblicitet des facteurs qui ont amend 3 leur émergence et
“ensuite comprendre le&r force comp&tsitive naissante face ‘aux
multinationales des pays dévgloppé§.' o
Le‘premier volet"dé cette &tude s'%nalysefen regard des ,
pelitiques gouvernemeﬁtales des pays shtes et‘étfangers, de
) ~la protection du marché& des expogﬁations et de la volonté& de

réduire. les risques par le biais de la diversiffabtion. Le
’ '}
second chapitre s'expose en quatre points: d'abord, il .

souléve 1l'avénement de technologies manufacturiéres-plys preés ‘
(" .

-

" des pays eh développement comme, par'exemple, ces cgoflts .
op&rationnels et g&n&rauyx moindpés, montre une plus'g%ipde .
familiarité avec le contexte des affaires propres a; Tiers
Monde et, flnalement; explique la perception des pays hogpé//
qui veut que les multlnatlonales &trang€res 501ent une menace
dtun p01nt de vue économlque, pollt%gue et culturel.

Cette thése conclue en évoquant le rbdle bénéflque joué-
par les multinationales dans la stratégle du Tiers _Monde pour
'Un renforeement collectif et une confiance 1ndlv1duelle

solide.
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) CHAPTER I ~

. _ INTRODUCTION

.
.

" There has been an increasing number of muftinatioqal
corporations {(MNCs) seeking to expand their operations by

investing in new reglons of the world and strengthening their

¥

already existing network of 1n&estment and tré/e.; While in
\Ee\iast it was assumed that these corporations orlglnated

exclu51vely‘1n the more’ economically developed coungries of .,
[ - Il

the world, there has beerd in recent years a growing number of

2

international corporatp operations based_in Third World -

“nations. Although a, great deal of data has been accumulated

L]

«

and analysed with respect to the former, the information

avairlable about the latter is still sketchy. The operating°

“spremise of this thesis ?s that the bgeinesses of the 4

L
underdeve I’'0p countries of the Third World are beginning to

constitute ' a signi%icant and ascending force, and that their
presence will have profound effects upon the future patterns
©. internatipnal business acti%ity, as well as upon political

»o — . , -~ -

and economic relationships among all nations. -
On a more specific level, it has been contended that

MNCs from such developed countriés as the United States,

Japan and the countries'of Western Europe are facing .

5



increasing competition from the MNC's from the Third World
countries in all aspects of their enterprises.! 1In addition
to an increasing reluctance on the part of Maéy Third World
host statesg to encourage or welcome investments from the
MNC's of the developed nations, 1t is being discovered that s
.there are several inherent advantages that the corporations

" from devgloping countries have overttheir counterparts from
more developed countries. That is, it 1s believed that there °
are certain political, economic and ideological features aé
well as considerable cultural and historical alliances which.
make MNCs from the Third World more acceptable as inter-

national direct investors.

L

This thesis presents & globaf‘survey_of the recent

growth and current status of Third World multinational cor-

porations. It deals with the origins and scope of, and the
reasons for, current Third World MNC operations; it’describes
the patterns, ,characteristics and geographical considerations

of TWMNC direct foreign investment (FDI), and it outlings the

~

implications of their FDI for South-South cooperation and
trade and. Third World econoﬁﬁc development.

Chapter two briefly relates thelbackground history of

-

TWMNCs'and gives an overview of the scope and character of

their present oparations, the reasons whycthey are investing

abroad, and an indication as to their competitive edge over

the multinationals from developed countries., \

%
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JE In*chapter threée, various theories of the ‘mutlinational

enterprise are presgnted. These theories are then deployed

%
in an examination of the reasons for the internationalization

of Third World Corporations.

v - /l\
Chapter four 1s concerned with the sectoral, cultural

L

and regional patterns of TWMNC ifyvestment. It also examines

. o

" the nature and characteristics of joint-venture paftnerships /

"between the Third Worla countries. Joint ventures are

- discuq§ed hereprimarily because they are perhaps the moat.
ideally suited mode of investment for Third World countries;
and secondarily, they.are also seen as instruments of e
economic integration for dévelopmént in Third Worid - S

. L]
countries.

°

Chapter five examines the chief characteristics of the
& - . s
foreign operations of various multinationals based in

4 7
. s selected TW countries. The countries selected are: India,
' I

Republic of Korea, the Latin American countrléb,;hong Kong ,
[

and Singapore. An attempt has been made to analyse the
3

different aspects of their FDI in order to determine the

extent to which it supports a TWMNC FDI arche type.

Chapter six looks into the contribution of TWMNC to the
eéonomic and political development of host and home countries
alike. It also examines the impact ofy\ home|and host govern-

- 1
; ment policies and regulations on TWMNC FDI.

| ’ .
.
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The investments from developing country to developing
country, and especially to the éoorer cduntries, are among

the few concrete examples of 'South-South' cooperation; FDI

-
from TW MNCs seems to offer hope of less dependence on firms:

£

from Fhe rich countries of the north for the technoiogy need -
ed for development. The U.N. Organizations, such as-United
Nations Conference on Tréde and Dewelopment (UNCiAD), United
Nations Indqstrial Development‘OrganiZation (UNIDO), the U.N.
Centre on Transnational Corporatlons (UNCTC) have continued
to sponéor work on this subject. They have emphasjzed the
role of "developing joint ventures" ip'self-reliance for the
South and in contributing to the realization ?f tge New
International Economic Order. In the lighE of these develop-:
men;s, an attempt is made in Cha&ter seven to evaluate the,
potential role of TW MNCs and joint ventures in the develop-
mené of gconomic co-operation and "South—south"‘Frade.
Some conceptﬁal definitions might be -added at this
point., The references to %he Thi;d World is mgant tb-include
all non=-socialist céuntrigs in Afrﬁga, Asia, ana Latin )

il

American which are not members.of OECD. While these_states

-display marked differences from each other, they nevertheless

P

".share a set of common structural properties that justify

their inclusion in a single conceptual category. The term
multinational corporation is based on a United Nations defin-

itign, to include all enterprises which-own pfoduction and/or

service facilities in-one or mqre countries other than the

¢
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-

one in which they *s basig. Thus, the expression "Third
World multinationals" refers to firms that are located in oﬁe'
.0f the Third World states and that pown production and/or

service facilities in either developed or developing states.

‘o,



FOOTNOTES - CHAPTER I

See D.A. Heenan, and W.J. Keegan, "The Rise of Third

World Multinationals (1979) Harvard Business Review
(Jan-Feb) at 101-9.
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CHAPTER II

K !

? .

. THE\GROWTH OF THIRD WORLD 'MNCS v

The internationalization of economic activity has taken

[ Y

ﬁany new and dynamic forms 1n recent years; Although the
;henomenon is not parEicularly new, over the last decade

there has been a less expected and more Aynamic emergence of
multinational corporations from the third World states. The
first.recorded instance of a Third World state investing

abroad détes back to 1890. An Argentinian textilae
manufaé&urer, Alparagatas,vset up an affiliate‘ih Uruguay,
and\followed it up with a 51m11ar plant in Brazil in 1907.

By the 14305 other Argentinian flrms, 1nc1ud1ng Siamdi Tela ..
(mechanical engineering) and Bunge-y'born (grain trad%gg,

finance and miscellaneous manufacturing), had also

° :

.established branches in other Latin American countries.!

%
These cases were unusual and did not herald the appear-

ance of Argentinian industry as a leading force in Third

World-industrialisation or multinationalisation. In the past

= )

quarter-century, thé pace of Argentina's economic growth
flattened for numerous politicai and econgm}c reasons. it
has now become a reiatively stagnant (if gechnological%y
advanéed) industrial and trading nation in the comﬁunity of

'newly industrialising countries'. Of its early multination-

<

als, Alparagatas has been reduced to a tiny shareholder in

—_— v
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its major affiliate in Brazil; Siamdi Tella has gone into

-

government ownership because of s&staiﬁed losses; and, Bun&g
Yy Born has effectively shifted out of Argentina to its major
base in Brazil (where it controls over 50 firms with total
sales of over $1.5 billion).2 For ﬁany decades now these'
Argentinian eﬁterprises have not really beén mﬁitinational

corporations in xhgjnormal sense of the term, that is, with
!
the parent company supplying technology and skills to its

a

‘affiliates, making strategic decisions and exercising
Y

corporate control.? After the initial injection of capital
.

and knéw—how, the different branches have gone® their
different ways. And, given the prolonged crisis in their

original home country, the affiliates have tended to grow
’, )

faster and larger than their parents.‘
These cagzs apart, the real growth of Third-World direct
investment started in the 1960s and began to gain momentum .in
the 1970s.> Today, a-large number of deve%oping countries -
between 30 and 50 - can claim to have at least seme cbmpanies
which have—direct investments abroad. It is difficult tbo
'quantify the total amounts of investment involved with any
accuracy, because many countries dé not collect data gn their
overseas direct investments. In any case, many such invest—

) q
ments are undertaken without the knowledge of the authorities

in"order to avoid foreign exchange and .other regulations.
And, for the countries which do keep records of foreign in-
vestments, it is impossible to separate direct inyestments by
nationgl companiésofrom tggée made by affiliates of fo%eign

~

v
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- firms or by 'expatriate' firms® (for instance, British firms

—_ !

headquartered in Hong Kong).
‘ In spite of the above difficulties, a number of studies
in recent years enable us to faentifx whicg countries are the
leading.-exporters of“privgte capital ‘and what their areas of
spec}alisation are. - | \
. The largest foreign direct investor in the Third World
is Hong Kong, w1t2fover $2 billion worth of equity held
'abroaﬁ (including some in the People's Republic of China).7
A substiantial proportion of this, however, is accounted for
by British 'expatriate' firms such as Jardine Malheson,  which

[

have investments all over the world in a variety of manufac-
. turing, real estate, trading, banking and other activities.®
However, indigeno&s Chinese enterprises are also véry
aggressive iﬁvestors abroad and a_very rough estimate9 (by
Professor Edward Chen of the University of Hong Kohg) puts
their capital stake at $600-800.million. T
iThi§ estimate makes Hong Kong g slightly smaller

indigenous inv%stor than Brazil, whose overseas capital stock

(excluding banking) was estimated at over £1 billion.}% One

interesting point of comparison between the two worth raising

L4

now howeves?, is that a major part of Brazilian overseas

investment 1s accounted for by the giant state-owned enter-

-

prise, 'Petrobras'; whereas Hong Kong overseas investment, i8

entirely in the control of' private enterprises, and by enter

-~

-



prises which are not very large, even by Third World stand-

-

ards. 1!

A capital exporting developing country which isvélmésﬁ
as important as Brazil is Singapore.; though its investments”
are highly concentrated in cont:iguous‘Malaysial‘2 (of which it
was historically a partf. Singapore, like _Hong Kong, has
MNCsv owned mostly by relatively small ethnic Chinese enter-

prises. Howewver, these enterprises are less dynamic (in

terms of the amount, spread and diversity of activity)13 than .

'y

their Hong Kong counterparts. Singaporean industry is
generally more skill based, and makes greater usé of high
technology and capital- intensive machinery than the industry

of Hong Kong's, and so may be expected to Wave a relatively
:

: »
greater foreign presence. ! However, over thréé-quarteps of

.Singapore's industrial output, and over 90 pergent of its

manufactured exports, come from foreign-controlled entef-<

prises, as compared to under one-quarter for Hong Kong. *?
There is, in addition, a whole group of middle-income
‘countries which have foreign investments of around $50-100

million .each; including, Taiwan, Argéntina (excluding its

\

early investments), Mexico and Venezuela.*“ These countries

e

‘'of the Third World are all involved in international
production, and they lead the Third World in this activity.
About half of these investments are in mandfacturing,

- intluding machine tools, food, and automobilés.17 -



\&

A cShntry which is a relatively large foreign investor,

[y

but does not fit into the broad pattern of relatively high

' per capita national income levels associated with oveseas

investment, is India. With income levels far lower than in

many other 'I‘WCs,18

India has foreign equity of Over $100
million.'? Even more surprisingly, India's foreign direct

investment has far ;urpassed the inflow of new foreign

. capital in the 19708 - cértainly not a’ pattern common to TW

countries.??

To summarige, the emergence of the Third wWorld

multinational is a significant phenomenon. It encompasses a

large range of countries. The amounts involved are still
relatively small; probably the entire stock of Third World
direct foreign equity is not more than $ 10 billion.?l The

great bulk of ﬁhis investment is directed to other developing

cguntries, though recently quite a number of investments in
. ( ° v
manufacturing (and several in distribution, banking, and

I .
hotels) have been made in the developed world.

-, »

o

II.1. The Nature of Industrial MNCs from Daveloping
Countries . ¢

1
_Much has been written recently about the specific advan-
tages that Third World firms may "have in investing abroad,
°
and in competing with local firms as well as with the affili~

ates of MNCs from the developed countries. Before reviewing .

the current stété of “information in this respect, however, it

[}



l

is "convenient tovdiscpss briefly the séctoral pattefns_gf
Third World foreign investments. .

Tﬁere are marked hifferences ambng the majo} Third World
.capital exporting countries in relation to the proportionate ¥
§hare of manufacturing,iﬁ theif total foreign direct invest-
ment, and also, in the sorts oé manufacturing industries in
which they reveal their strengths.

For exaﬁble, over 95 percent gf Brazil's overseas
capital is invested in @il exploration, constrﬁction, and
agricultural activities, while only half of Argentinian . .
investment "is in non—manufaéturing enterprise. -A significant
but unknown proportion of Hong Kong and Singapore investments
are in the service sectors. And, perhaps surprlslngly,‘about
5 percent of Indian investments are' in hotels, banks, insur-

%nce and trading ventures.?? .

’ - Looking only at the manufact&ri&g industries, the major

Third Weorld investors are Hong Kong, Singapore, India, Soﬁth‘v

Korea, and Argentina. Ehe other TWCs such as Taiwan, Bré%ii

and Mexico have relatively fey manufacturing investments ~

overseas.?3 The four leading TW MNCs show quite different -
patterns of manufacturing activity abroad. The differences .,
arise both in the nature ‘of activity undertaken as well as

the extent of indigenous embodied (c;pltal goods) and dlsem—

bodied (know -how, managerlal skills, marketlng and so on)

techologies 1nvolved in the overseas ventures. The differ-

s
ences -typically ‘reflect the size of capital exporting

-



abroad, and also because protectionist and competitive

P) :

economy, the diversity of its own industrial base (in parti-
cular, the development of the‘papital goods sectors) and its
level of ihdigenous techn@logical developments.

Hdng Kong inQests abroad mainly in’the simpler of its
major export products - textiles, garments, plastic goods gnd
simple consumer é}ectronics. Those of its export products'
demanding more intensive use of skills and marketing - toys,
fashion garments, watches and the like - do not figure largg;
ly in 1ts overseas investments. Essentiall&, the overseas"~
affiliates of the Hong Kong firms are engaged in the produc-

®

tion of ‘relatively standardized products with well-diffused

. ?
technologies. These face increasingly severe competition from

those new entrants intb world trade and industry which enjoy

4

the advantage of lower labour and land costs.? Thus, Hong

-Kong enterprises are forced to locate in those very countries

in order to take advantage of lower production costs. This -
shift is further encouraged by protectionist policies in Hong

Kong's major markets, which allocate quotas for textiles and

'garments by cduntry: .once the home (Hong Kong) gquota is

filled, exports can only take place by producing in other

countries with unfilled quotas (and less‘competitive local

a

manufacturers).?*a Products which require greater design,

» marketing and entrepreneurial skills are manufactured in Hong

Kong because these skills are more difficult to transfer
\

.

)

»

pféssure are relatively less on these products.2

¢
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Hong Kbﬁg's foreigndirect investment is unusual in that

it tends to be export-oriented, rather than import-substitut-

ing, and in that it contains relatively little embodied tech-

a

nolS&y from the home country. Hong Kong investors typically

source their &quipment worldwide, (for secondhand ag~Well as
new machines), and have very limitéd caﬁaéilitiés for the
design and manufacture of capital goods at home. _Though;somé
minor modifications are often made to machineg sént to. over-
seas affiliates, the basic production technology is usually
imported. The bechnologicalvcongribution of Hong Kong
investors is restricted to efficient prdduction engineering
{know how), and seldom includes basic equipment or plant

design and manufacture (know why). Since efficient

] s

production engineering is unlikely to provide any spefial

competitive edge in international markets, its monopolistic
advantages must lie elsewhere, perhaps in good management and -
26 .

intimate knowledge of export markets.

Singapore is a small investor in overall terms; but a
large investor in manufacturing industry. Most of its aftiv—
ity occurs in Malaysia, with which itlhas close historical,
commercial, and ethnic ties, and in neighbour{ﬁg countries.
Singapore's industries arg\generally more-skilllbased, high”
technology and capital;intensive. Singapore-owned firms
known to have foreign manufacturing investments or interests

include Intrace, a government-owned trading company, and
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(

It' Acma, a manufacturer of refrigerators and ho%é appliances. .
] TE ' .

s ’ [ g

In techonogical terms, Singapore's foreign investors are

similar to those from Hong Kong. Singapore is into heavier

1 .

L}

and technologically more-advanced industries than Hong Kong,

but it does not have a diverse capital goods industry to

serve the local manufacturing industry. Its foreign invest-

s rely, in consequence, on imported technology, and

- esséntially complement it with their entreprenéurial and

R o managerial skills.27.

. . . Argentinats manufacturing investments are firmly rooted
in local technélogy and capital.éoods, and the products are
.directed mainly at impo;£ subétitutioﬁ in ghe host countr&
markéts. Given'Argentina}s,sérong base in food products and
engindering, the qajority of }ts overseas activities are in
these Ewo sectors, supplemented by an. unusually active and
dyném}c (but not truly innoyative)—iﬁdigenous pharmﬁceutical
1ndustry.4? | ’

\ Indian manufacturing MNCs are rather similar to those of.
Argentina, in Lerms of thgrﬁigh indigenous techﬁolgical con-
tent and the main emphasis on import s&stitution in the host'

° zwonomies. There are, however, noteworthy differences. -
Indian invéstments are spread over a much broader spectrum oE:

- " activity than those of Argentina. Indeéd; they span the
widest range of technologies of any Third World country.29

The largest sector is textiles and yarn, accounting for a

quarter of totgl capital held abroad. This is followed by

1E paper and pulp, engineering of various types,” food processing
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\‘:; . dnd chemicals. In these broad categories, there are individ-
“ual investments wﬁ?ch are unexpected if one believes .that
Third World®MNCs are confined to labour-intensive, small
scale, low-teEhnology activities.3? The largest pulp and
paper mill in less-developed Africa is an Indian venture;
Indian firms are assg@bling their trucks in Mal;ysia, and

l)\ a
- thelr Jeeps in Greece; one firm makes precision tools for "the

eleptronlcs 1ndustry mainty for export, in Slngapore, whlle\&
/ another makufactures mini computers there; two of the=newest

rayon plants in Indonesia have Indian participation;

‘

Malaysia's largest 1integrated palm-oil fractionation facility

is controlled by an Lndian firm, as is Thailand's sophisti-

,

cated carbon black plant, and an Indian state controlled firm

has taken a share in a machine tool manufactU{ing venure in

9

Nigeria; and so on.%!-

Indian industrial investors abroad are required to

r

- contribute their equity in the form of plant and equipment

+

from india. This ensures. that the manufacturiég technology
used (or a majo; part of it) has been transformed from India.
Most of the technologies have;, of course, been importéd b;
India in thé f}rst place, but ove{ time they have assimilated
and. adapted ‘to Indian qbnditions, and occassionally changed
in significant ways,to perform bet&er-in those conditions

32

“than developed counkry technologies.

The Republic of Korea (henceforth called Korea) is no

\
longer only a recipient of foreign direct investment. It

‘ ‘ !
CoL ,

o
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also is emerging, slowly bﬁ; steadily, as a source of Eo;eign
direct investment. The cogptr? now ocgupies a prominent place
among a small group of th?rd world natigns (Argent%na,

Brazil, Hong Kong, India, Mexico,’Singapore and TaiQan) whose
firms ﬁave been establishing foreign direct investmen;,‘ -

!

thereby earning the label of “"multinational”.??® The total

number of overseas joint ventures and subsidiaries establish-

»

- ed by Korean multinationals was 298 by the middle of 1980,

1

qnd their total volume’ of overseas investmept was $246

million (U.S.).3"% Korean multinationals haye invested in
trading, warehousing, transportation, mining, foréstry, and
constr&ﬁ%ion. _Manufacturing accounts for only 12 perceént of —
the overseas préjects and the total volume of FDI in manufac-
turind wés $31,266,000 as-of June 1980.3° Thié volume of
investment is not a large sum considering overseas invest-
ments by firms from industrialized nations’ but is also_an

an insignificant amount in the cgntext of the size,

resources, and state of economic development of -Korea. The
Koréean government has authorized 24 overseas manufacturing
inzgstments-in a wide range of induétries including garment, ¢
\cement, electric cables, motors and diesel engines, pape;,
plywood, artificialhchemicals, and shoes. Several.Korean

firms invested in manufacturi?g in developed regions éuch'qsh

7~
North American and Europe. About 50 percent of all manufac-

¢

turing investment was in South East Asia, :15 percent in North



‘,thefr expatriate counterparts from the rich countries.

. e . ’
American, 12 percent in the Middle East, and 8 percent in
Africa.3® .

-

There are, therefore,_interesting diffe@ences between

developing. countries in t7e nature of their foreign invest-

"ment which can be traced to -.the nature of their owh ebémdny

<

o
and home government polices.

‘e
P

II.2. The Competit»ws Edge of Third World MNCs -

The prevalent view of Third World mutlinaticdnals is that

.
a
4 © S

their competitive edge lies in small-scale, labour-intensive

-

technologies; in manufacturing undifferentiated, price-
competlﬁlve products; and 1n possessing cheap, skilled
management which is particularly éaept at setting up aﬁd

running enterprises 1n the primitive. environments of less

developed countries.3’ >

-

There is a great deal of validity ip this poftra§a1 of

Thard World MNCs. Theré can .certainly be found numerous

[y

examples of investoks who, have mastered technologies no

Bl

longer in use ih developed countries, or adapted them to the

conditioris prevalent in lésg-developed ones. Théir scale of
[ ‘

opérations is often fairly émall, and many of their products
. . S R .
are unbrandedh’or sold mainly because® of their cheapness;

their managers and techniciaes are certainly paid .less than
38

\
v

However, it would be-unwise to generalize from these

observations and say that small scale, low‘%echnology,'
Tt

2 u .
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labour-intensive and cheap management are\hge only Sources of
. AN
o

competitive advantage vis-3-vis the developgd country MNCs,

There are several cases of Indian overseas investment which

-

have been undertaken in direct competition with other MNCs,
and whose scale and technology are practically indistinguish-~
able from thelr)devaloped—country counterparts. Even where
technologies have been adapted or descaled, Western MNCs have
often already undertaken similar adaptations in the home

countries of the Third World MNCs and 1n LDCs 1n which they

have long established operations. ~There .scems tow be no a

priori ,reason why a local firm is hetter able Lo transfar 1ts

-

1 i’ . .
adaptations than a Western MNC with similar, but even

- \

broader, experience of adapting technolojies.
¢ v

3y

b WP \
Cheaper skilled manpower also loes not appear to be 3
a

very substantial cost advantige to Third World MNCs,  Mogt
Indian 1nvestors, [>r 1nstance, tend to keep only two th

three managers 1n their af Pil1ates once they have been fally

>

established. The edge that this can give to an attiltate

with substantial sales 15 really very mar;xnnl.“u

These findings do not lecad to o very alear or strong

“heory of .monopolistic advantages possessed by Third World

{
MNCs. It would appear the the advantage vargles jregtly trom
case to case - in some 1t A5 a unfqgue set of minor innovas-

tiors to the product or process which 1t is difficult for

-

other firms to copy, whilne in others it {s a atrong hade {n
I

marketing a particilar product, 1In many ways, Tnird World

+
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L MNCs_do not differ much from the MNCs of the develdped coun-
~ ] \ .

v

tries.*!

v

This must not be interpreted to mean that the two are-

substitutes. Developed country'MNCs can do most things which

Third World MNCs can do, but reverse is not centrainly true.
Third World MNCs may be able to reproduce efficiently certain
technologies poséeesed by developed countries, but they
cannot match them on the frontiers of innovation.“? Their
capabilities 'rest very firmly on the conditioning and )
experience of their home countrief, and their small size and
lack of massive technologial résohrces necessarily mean that
:~*they cannot compete i1n fast-moving, very large-scale technol-
ogies, or 1in products which are geared primarily to very high\
tncomes or sophisticated tastes (though Hong Kong firms are
" beginning to attack the high fashion market). "3
All this means that fhird World MNCs have Tpch smaller
'proprietary assets' to proteét wAen they go abroad. This is
why it is universally observed that they are more prone to
enter into joint ventures with local firms than developed
country firms. Increasingly, ’'they are also eager (and some-
times able)vto enter into joint ventures with developed
country'MNCs,'an ideal arrangement for them to gain -access to
advanced techhoLogies and well known.brand names."".
The absence of strong prdprietary adbantages has been

interpreted by Luis T-Wells, Jr.*° to imply that individual

Third World MNCs will not last longuin the cd%petitive jungle™
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of international production. However, he is of the opinion

’

that the FDI of Third World MNCs will continue apace, albeit

Yy ' .
with 1ndividual firms Wwithdrawing from abroad and being
- . - N
replaced by new aspirants.

; According to S. Lall,"® the future of Third World MNCs

1s bright for several rcasons. First, somé¢ Third World MNCs

do possess unique technological.advantages. Thesce may well
: v

be based on 'minor innovations' but they are derivéd from —

peculiar challenges (mainly of tinding the right materials

and components in their home economies) faced by\that parti-

cular firm and are costly for other &Hirms to reproduce.“7

.

Second, there are many technologlies which do not change very

rapidly, making it possible for Third World firms Lo keep ap

Pwith international developments. Third, the fact of 'being

.

first' in a particular market gives the entrant fn~advantage
over others, and this may be exploited by Third WJrli,f{rms
in several small markets ihlch the larqger MNés do’ not bother
with. Finally, Third World MNCs can always replenish their
technological stock, ‘where thetr an utfuri% ars. Inadeguatse,
by licensing technologies from devgloped countries or -
gntering 1nto Joxnt.ventures with DC MNCs: L Bnoother wordy
they can become complements to, rather than compaetitors ot,

developed country MNCs where their own teghnologies are .

uncompetitive, but they are able to set up and manage the

‘production process efficiently."®

‘ - -
Some of the arguments advanced about the ultimate domian,

of Third World MNCs have a familfar ring about them. The

v

s



- exploited in export markets, and recent history give us

‘.

.
+

same was said of developing country exporters when they _
started to enter new and sophisticated areas of production
(and earlier, of 'cheap shoddy Japanese goods]). But the new

-,

producers ~are stit} there and moving from strength to

*

strength, forcing the advarnced countries to adjust to evolv-
1 ‘ ’ ’
ing patterns of comparative advantage. Foreign investment is
wsimply another fapet of the competitive edge which is first

- %

little reason to expect it to be a traneient Phenomeﬁon.
Third World MNCs a;é here to stay, and they wﬁll graduate to
become First World MNCs as their home countries grow into -
major industrial powers.,"“?

A final note on a new form of overseas investment by
sbme TWCs which is also expected to grow in the future: the
laking of equity shares in some high technology firms iq
developed countries in order to obtain direct access to their
technology. Hong Kong, Taiwan, and Korea_héve already 'under-
taken investment of this sort. It is not yet known how
effectibe they havé been in transferring ;De basic technology

s II . A
to their home' countries; but in principle there is no- reason

Wy small,. specialized producers (without strong internation-
. -

al interests) in the developed countries should resist the

offer of equity particjpation from the Third world countries.

2 |l ’
Even large firms, facing financial difficulties, “may look to

the new giant-corporations in the—TWCs for co~operation. Of ..

L

A '
Fl . \
:
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course, given the nature of the innovation érocess,

est and most valuable thhnologies may hot be given

shareholders who might become strong rivals.>!

»

to equity
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CHAPTER III

THEORIES OF’MULTINATIONAL CORPORAT IONS

Before advancing too far in the discussion of the.inter-
nationaliéation of Third Worla firms, a brief eéonomic
;nalysig of current theéry regarding mu;tinationals shodld be
madé. The contemporary view starts with the premise that
o&erseas production involves additional costs arising from
additional transpof£ and communicgtion regquirements, and from
legal, linguistic, cultural and)political dif ferences. Thus,
the firm venturing abroad must have some competitive advan-
tagé over the national firms based in the hos@ country which

could benefit? more from diract investment than from exports,

licensing or portfolio investments. Much effort, both at the

o

theporietical and empirical,lével, has gone into the identifi-

cation of these competitive assets.! Broadly speaking how-

- 5

ever, the specifics of these théories can be classified under
: - /

two headings: ownership and locatiom. The former concerns
the structure, possessions, or capabilities of a firm, while
the latter concerns the conditions and the system preperties

5
of the host country that would attract a foreign investment. ?

These can also be described as push and pull factors.3
Within the ownership category, technology undoubtedly
<

remains the most important advantage bf‘a multinational cor-
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- poration. Technology, in this context, means knowledge and

re

skill regarding products and production processes. Multi-

-

nationals often enjoy oligopolitic positions ié the goods and

services which they produce.* Even when manufacturing simple

N

standardized products, they are able to differentiate them-

selves from others by minor ph}sical variations -or subjective

distinctions created by advertising and marketing skills.5
! |

Companies like Coca-Cola, Kellogg, or Nestle have bheen able
T .
to establish worldwide operations partly on the basis of

~'proddct diffe'rentiation. More importantly, overseas expan-

sion appears to be closely related to the ownership of

advanced, operating technologies. It is the owmership of
- %

production tgchnologies that leads host countries to attract
foreign direct 1nvestment. Empirical evidence® shows that
multinational firms operate largely in rescarch intensive

industries and that research intensive firms  tend to lnter-

nationalize. American and European based multinational firms
hgve been aale to acquire or develop product and process
technologies through research'and development, and also
‘through experience: so called "learning by doing".

Marketing and managerial 5kills can also contribute to

the internationalization of a firm. Caves’ -has argued that’

.

product differentiation, under which he includes both tech-

nological intensity and marketing skills, is the,main reason

-~

for foreign direct investment. Firms move to foreign coun-

e

tries on the strength of their specific management skills or
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‘ \ to ‘'exploit managerial potential that remains underutilized at

.home, 8

<

The other two important competitive assets of multi-
T

national corporations are their easy access to ca%ital

- resources and their control of raw materials. Multinationals

tend to be large firms with- vast assets and good reputations;

therefore, they,are able to raise the necessary capital
\ ‘ ~
resources both in home and hoet countries .and on. better terms

than single-nation enterprlses,9 !

K . As well, they are in a better position to tap in&ernat{onal

—financial markets. ‘Finally, Cont ~ol of ra@ materials can’
also put a firm in an advantageous position over the firms in

kJhost countries. Control can arise out of’ a firm's advantages

in production, processing, transportation, and sales of raw

\

Several other sources of a fifm's

: material.l?® - . \

competitive strength

are their large size, their ability to diversify risks, and

the existence of favourable go&ernment policies.-

Whatever

[

°

the

~‘be .

specific sources of a firms competitive strength might

the fact remains that multinationals are oligopolies

operating under imperfect market conditions; their monopol--

istic or oligopolistic advantages are similar to those of .

¥

v leading firms in domestic markets,?i!l .

- ]
nl2

L4

"Ownership sgecific advantages are neceséery, though

>

not sufficient conditions for overseas direct investment.

They cannot explain why a firm seeks to exploit 1its competi-

t . A ‘ )
.
s -
- .
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" expand overseas behavior of firms.

~ation. ) p

©

-
.,

tive assets through dirsct jnyestAent and not by 1icensiag or
expérts. Nor do they account for the location of foreign
subsidiarie$ and plants. ’For'this,purpose, researchers have
introduced many "location-specific" yariables(that include,
for example, trade barriers, low labour costs, ?vailabilitj
pf raw materiéls, market size and growth, and the poliwcies of
host governments. Thus, hiéhxfariffs, import guotas( product”
standards imposed py importing countries, and high tr?nsport-
ation costs alwa}s provide firms with incéntives to invest in
such countries,}3® Thé prevailing low level of wages also
atﬁrag}!ﬂforeign investors:g many American and European Eifms
have established their overSeas soﬁrcing operations in many

South East Asian Countries for this reason. The availability

of large and/or growing markets in host countries also

.attracts many fipms. - Perceived political and economic

s i

stability always remaiis an 1mportant ‘consideration for
foreign investors. It shouid be noted, however, that the °
location - specific factors are largely the same for national

" I *, . .
and foreign firms. The -complex interaction between these

factors and bwnership—spécifié advantages explains why firms

1y

[
P

Q The above mentioned explanatory Qa:jables have all,beén
presented in the conte*t of research on U.S. - and European -
based multinationals. Howevgr, the few available studies of
Third World tinationals suggest that many of thé variables

have very limited value in predicting their internationaliz-

) ‘ - \
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. ,has been already stanqardized.1

v
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In the following section *these two variables, namefy the

v s

ownership-specific'and locatign specific, will be examined

inorder to ascertain their value in explaining the
<

internationalization of Third World multinationals.,
)

-

»

ITI.1. Ownership Specific Variables

El

Third World multinationals do not manufacture.new |
A

broducts, but rather s%}l those prgduéts for which technology
) 5

In fact, these firms do not
thally have the advautages of familiar brand nameg%and con-—
sequent consumer loyaltiés. There are exceptions, however.
For example, Tatung, which is based in ;aiwan, has acquired
good visibility and its brand name is ‘-becoming well known ln
several Asian countrié%. As a rule, Thigd World firms do not
ha;é access to the latest manufacturing technologies and, in

L]

fact, do not operate in technology-intensive industries.

3

16

Also, they lack strength in the areas of marketing and

& -

) . : 2 . . 4 .
management skills, at least in comparison “with multinationals

A C ) : . ' .
. from industrialized countries. Differences based on firm's

.
/

, 3
national origins can however, be delineated with respect ko
this factor. Fow example Indian firms, which have long been

accustomed to operating if a protected environment, and have

been weak in marketingl7 while Korean®firms, with their

strong ties with gener&l trading companies, show good market-
, -

ing skills. 18

]
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Access to capital resources, which has bheen an important
asset of American and European firms, is simpiy not relavant,
to the assessment of TW companies potential for expansion,
Most of the developing states suffer from a persistent short-
age of foreign exchange, éreaglng problems for their firms.

A recent study of Indian joint ventures in Malaysia, ﬂ)r

example, reveals that their cash shortaée threatens thelir
very survival.!? 1India is perhaps the worst case, but thx
foreign exchange situation of firms from South:Korea or
Taiwan, is not always entirecly satisfactory.?% Although most
firms from developing states do not have privileqged access Lo
raw materials, they have recently begun to invest in resource
devclopmeng projects.‘l Thus 1t 1s’ suggested that the type
of ownership-specifc variables usually stressed as assets ol
the multinational corporation can hardly explain the oversea s
expansion of Third World firms.

-

o What, then are the ownership-specific advantages of Lhe

- s

TWMNCs? These seem to lie in the suitability of their opers~

ating technologies, lower overhead and expatriate payments,

o

familiarity with the-conditions and problems of developing

countries, and their less threatening posture. Perhaps the

o

mest important strength of Third World firms lies tn their

less advanced, though not necessarily less of ant, manu-

facturing technologies, which functiron reasonably well in,

other developing countries.?? Althpugh most, if not all

Third World multinationals acquire manufacturing techfiologiex
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from industrialized states under various kinds of arrange-

N

ments, ranging from collaboration to outright purchase.
These technologies, upon ;cquisition gre adapted‘with respect
to the distinctive characteristics of developing economies.

Wells has suggestedithat these adaptations are generally
of four kinds.?3 First, firms introduce innovations enabling
them ;o use machinery on a smaller scale without sacrificing
efficieﬁcy. S;nce markets;in developing states are USﬁally’
limited, large plants are not economically viable. Second,
firms make modifications that permit multipurpose use of the
same machinery and equipment. This is again necessitated by
-the small size of the market and the general scarcity of
capital resources.

Third, adaptations are somet imes made to enable maximum
use of available raw materials. Fourth, operating technolo-
gies are made m labour~intensive by substituting manual
labor for machines wherever- possible, without raising cost.
These kinds of, adaptations make the technologies at the dis-
posal of Third World firms seem quige attractive to deveiop-
'ing host states. )

In this connection, Lallzu has idgntified'three stages
of what he calls "technical learning" by firms. The first

..stage is "learning within & given technology” Emp loyees

contribute to the greatér efficiency of the imported technol-
- ' .
ogy .by minor changes and adaptations dictated by the

sexigencies of the situation. However, as a firm's wdrkers
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. i . . . ¢
and engineers grapple| with the machinery and equipment (often

~

without the assistarnce of foreiyn experts) they gain v;%t:glu
insights and experience tﬁat enable them to mgﬁufacguru
mechanical components which improve the equipment"syperform-
ance. sThis stage ;s labelled by Lalle as "iearning\:ﬁg
embodled technology". Here he distinguishes between lcdrnxn;
by 1mitatlonﬂand learnlng'by design; thq_former implies that
the firm simply reproduces the machinery's 'components, while
the latter suggests that the firm is able to modify them,
The third and final stage comes, according to lall, when the
firm 1s able to reproguce the entire technology that it impo-
rteghearller in a functional plant. Many of the firms (rom
several debzloplng countries alrzady seems Lo have ruéchm!
the third stage of tephnicél learning in many 1ndustries,

1t 1s lndeed misleading to suggest that all Third World
Eifﬁs compete 1n 1nternational markets on the béqi% of

adapted technologiles. Quit2 a tew have been able Lo develop

‘ ~
altogether new products and production processes. For

.

example, countries like Bruz1il, Korea, Mexico, and even

e - il
Taiwan have been able to make significant progress in the
¥
heavy machinery and tools Lndustry.‘b.lndxd has accomplished -

breakthroughs in agricudlture and in both small and lardqe

industrial sectors, which its firms bave bequn to utilize 1n

“their overseas expansion irive,

- The second and perhaps equally ‘important asset of aomoe

Third World multinationals iq\égfxr lower overhoad and



expatriate costs, which -are passed on to consumers.%®" The

3 a.

firms from industrialized states usually make hug4'invest-

I )
ments in factory- sites, offices, housing and othef amenities

-for their managerial and technical staff. Moreover, the cost

Y]
of\Expatriate staff is usually high for multinationals from

developed states. These firms not only provide remuneration
according te the standards of their home countries but also -,
give various' kinds of allowances to their expatriate
employees to induce them to leave familiar surroundings for
some exotic, unknown environment. These Ffirms élso'proyide .
slightly higher wages for their local employees compared to
the local firms.?7 All these items are reflected in the cost
of production. ng'sﬁudies have indicated that the case is

.different with Third World firms,?8 which typically make a
minimum investment in posh buildings, imposing offices, and
attractive work facilities, and provide moderate wages to
their expatriate staff. For example, it is estimated that it
costs a U.S. firm about U.S. $100;000 dollar to keep a
middle—leve% executive in Malaysia. The corresponding figure -

for an Indian employee hired by ‘an Indian firm is about

$20,000. Even when Third World firms keep more|expatriate

stafé than their cbunterpérts/from the industrialized states,

their overall expenditures are lower. . T }

- fhe.lower costs of keeping eépatriate staffqélso explain

the growth of 1international consultancy firms based in devel-

oping states. - Since their manpower costs are modest, these
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firms are able to compete efféctively with those from indus-
. ;

trialized states, especially when the technologies involved

are not yefy sophisticated. Thus, consultancy services

offered by Indian firms in Middle East states have grown

29

impressively. Many firms from the United States, Europe

and Japan have also been subcontacting to Indian, South

5

Korearr, and Filipino firms to take advantage of the Latfer's
1ower staffing costs.
Besides the above two assets, Third World multinationals

also have an advantage in their familiarity with developing
states. « Most Third World states share a similar work orien-

tation _and ethic, bureaucratic inefficiency at government
I ,
levels, interpersonal business networks, inadequate ec&nomid

infrastructures, and a cultural environment that is not

always conducive to development. That these firms can'

operate within such an environment is often an important
N 1
asset in a host country. They can easily establish rapport

with their employees, local businessmen, and goverriment

30

authorities. They are also well prepared to deal with t@e

system of patronage and gifts that American multinationals

now find exasperating.®’a

Third World firms are percelved as ldsqathrcaioning,
pelitically and economically, by man) host countries.’?!
Politically, their home countries are not as powerful as the

industrialized states and are not in a position to intervene

effectively on their behalf. Economically, Third World firms

Ld

s
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posses neither the capital nor the managerial and technolo-
!

gical resources of their counterpafts from the degeloped
world. Nevertheless, this widely recognized "handicap" of
Third World multinationals is perhaps their strength at a
time when there is widespread concern about wo?ld domination
by powerfﬁl multinationals‘based in a few industrialized
nations. Studies of South Korean and Taiwanesa firms have
understood this point.’ In several cases, their';xecutives
stressed that the modest international role* of their
countries often helped, rather than hindefed, their entry -
into many Asian and 4African countries.3?
The above ownership-specific variables explain the

assets and capabilities of Third World firms that enable then

to enter and theg survive in host countries. But they only

t€ll part of the story and do not explain the preference of

Third World firms for direct investment over export, or their

decisions about the location of their overseas plants. Thesc,

can be better explained by location specific factors that

motivate a firm to invest in a particular set. of countries.

. ) ,

I11.2. LocatiBn—Specific Variables -

’

The,barriers placed on imports to industrialized céun—
tries are undoubtedky the most important reasons éor foreign
direct inveStment by Third wOrldQEirﬁs. There is widespread
concern about protectionism, both in.-developing and indus-

trialized states. As their entrepreneurial and technological
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capabilities grow, develoﬁing states typically introduce
policies that favour import sustitution as a means of encour-
aging domestic economic activity and improving their balance
of payment sgtuation.‘ Industrialized states have started to
curb the lmpofé of certatn types of manufactured goods from
developing states that*thgeaﬁen their indegenous production.
Third world ftirms have often responded b& establishing sub-
sidiaries and joint ventures in the countries to which they
previously exported, thus'protecting their markets. In many
cases they avail themselves of various investments incentives
provided by the host gdvernment. For example, when textile
exports were threatened, because off tariff and quota restric-
tions of markets in EEC Hong Kong firms reacted by establish- -
ing their manufacﬂuring operations in Indonesia.?3 Similar-
ly, Taiwanese firms started establishing their subsidiaries.
in the United States when they noticed growing concern ahout
34

the import of electrical and electronic products from Asia.

Hence, a part of the recent overseas manufacturing investment

3o

Firms from Hong Kong that were exporting gjarments to

by Korean firms has been defensive in nature.

industrialized states have followed an altogether difterent

strategy. As guotas were introduced by developed countries

on the 1import of textile proaucts from Hong Kong, thesce firms
estab}isﬁed tﬁeir subsidiaries and joint ventures in develop-
ing ststes whose quotas had not heen fully subscribed. Thus

they invested in countries like Thailand, Manritius and Sci
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Lanka.3%  In such cases, textiles or semifinished garments

are suppl%ed by the firms to their subsidiaries or joint
ventures, which do the final procéssing. The°products are
then labeled as manufactured.in the host countrx and exported
to ingustrialized states, while only a very limited porFibn

of the output-is allowed to.be sold in the domestic markets

of the host states. Several Korean firms have also formed

overseas ventures to bypass quota restrictions.37-

Some firms, especially those whose home countries are

involved in export-oriented industrialization, initiated

- "their overseas investments for promotional reasons. In such

o

cases, the main objective was not to manufacture” abroad but
to support the export efforts of home Countries. Most of the

South Korean direct investment in the United States, for
i
example, has been designed to encourage South Korea's exports

by providing, nécessary supporE facilit-iies.38 Several third

World firms Nave also established subsidiaries and joint

ventures in a member state of one of the regional groupings
(Sela, Lafta, the Andean Gréup Caricom, Ceao, Asean and
4

~others) so that they can have easy access to the markets of

39

other countries in the group. For example, Hong Kong and

Taiwanese firms have been setting up their joint veatures in

member-states of Asean thus gaining a foothold in the growing

Asean market.4! ‘ ’ ,

The prospects for the sale of manufacturing technologies

- also attract Third World firms. Aas mentioned eaflier; firms‘

4+

A
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in developing .countries are. fast accumulating progtction
technologies in a wide range of industries. The firms natur-
ally like-to profit from them in the internat}onai,markets.
‘Wherever possible, they sell or lease them through licenses,
technical collaborative arrangements or supply of turnkey° .
projécts. However, it is not always possible ,for these Eirms
to market these technologies. Firms often lack exclusivity
of patents and often do not have the advantages of familiar
prapd names. Moreover, an international market has not
déveloped for these technologies since little 1nformation
about the potential buyers and sellers is available.“! uUnder
these circumstances, it makes sense for these firms to estab-
lish joint ventures or subsidiaries for selling/leasing their
operating technologies. Usually they partly subscribe their
,equity shares in the foreign su?sidiaries or joint ventures
in the form of machines and equipment. Thus, a firm can sell

B L]
its operating technologies, for which there is a limited

international market, and it also gains equity shares in

S

foreign ventures that should turn over :a continuous
profit.%? .

In India's case, the export of machinery and equipment

1s one of the principal reasons for overseas expansion.“’

Indian enﬁerpreneurs started tapping foreign markets for

their jolnt venture projects when the country's capital goods

Pl

industry was facing a recession. The majority of Indian

firms have subscribed their equity shares in joint ventures

v

\

\ | R
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;n the form ?f machines and equipment.““ n Hong Kong, South
Korea, and Taiwan a substantial number of firms have sold

their operaying technologies to their joint ventures.'® The

situation is similar for many Latin American firms.“®

3

Third World firms even sell their old machingry and

equipment~to other countries!in the abov; fashion. In such
cases, firms go to'a country where tﬂé old opgrating technol-
ogies are still economically %iable and politically accept-
able. Hong Kang firms have bein know to repaint their old
machlnes and %ell them at proflt to their overseas 2
partners.”’ ﬂhere have been similar complaints about two
)

Indian firms, -although the country's regulati&ns prohibit the
use of old machﬁnary in foreign joint ventures. 1In Taiwan, a
firm so%d its own manufacturing plant to -its subsidiary in a
South A%erican country."8

Some Third World Qirms have tried to take advan&age of
lower- production costs in other developing states. Wages
have signiflcaqtly increased iq/the more industrialized
%eveloping states, such aé Hong Kong, South Korea, and -
Singapore.l+9 Therefore, their labor-intensive products are
not alwéys competitive in world markets. Increasing labour
costs have caused soménSouth Korean garment firms to seek new
venué; for manufacturing, and they have already established
subsidiaries in many Asian States. Medium-sized firms from

Singapore that have been -involved in labour-intensive oper-

ations have also been exploring new sites in Bangladesh,e




"the wood and wood products industry,53 South Korcan and
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Indonesia, Malaysia, Sri Lanka, and Thailand. A recent stuly

]
—

reported that increasing rents and wages led a number of Hong
. , !
Kong firms to search for overseas manufacturing bases,51 and

a similar situation exists in Singapore.

o ’ [§

Third World firms have also been attracted by the lure
of raw materials. The rising prices of petroleum and the
perceived scarcity of raw materials, have made many firms
actutely consc1ou; of their vulnerability to supply fluctua-

tions; their concern is not only for the prf&e of raw

‘materials and the cost of importing them, but also their cork

tinued availablity. The present situation has especially
/
affected the firms from those developing states that havF

made significant strides toward industrialization, bd? are
not rich 1n vaital natural resources. Thus, Brazilian
Petrolbras and its subsidiaries have set up several ventures
for oil expioration;52 while several Hong Konjg.firms arc

increasingly investing in Indonesia, Malaysia and Thailand in

’

Taiwanese firms have recently entered into collaborative

arrangements with several OPEC countries for oil exploration

% Several states have been actively encourag-

v

and refining.
ing their firms to make overseas investments in resource »
development projects. For example South Korea and Taiwan
gi&e oriority to those préjects that 1nvest 1n vital sources
of raw mater:als, even providing 1incentives for such jfnvest-

ments.”®> Some countries are also using their state

&
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cont;;Fled enterprises for this purpose. Taiwan Fertilizer

AN

Co., a state controlled firm, has established a joint venture

in Saudi Arabia for magufacturing chemical fertilizers,
; A it

‘Under the terms of this agreement, part of the output will be

exported to Taiwan. And, as mentioned, state-controlled

Enterprises in Brazil have taken a lead in foreign oil
@

exploration. As the general demand for raw materials grows,

more and more Third World firms will come under pressure form

’

their governments to establish overseas subsidiaries and

<«

o N .
joint ventures For gaining access to them.>®

Two other location-specific variables can be mentioned

") o _
KHere. The first is the similarity between the cultural and
3 .
57

*

economic systems of home and host countries:. Firms have

usually expanded'to neighbouring~countries whose social and
cultural systems are familiarg While there is nothing new in
this pattern, the Asian Third World firms aré distinguished
by their‘widespread use. of ethnic and kinship networks.

Firms from Hong Kong, Singapore and Taiwan have successfully
used the Chinese communities in neighboring{states for estab-

Al

lishing their joint ventures and subsidiaries, although

1

Indian entreprenuers have Been relatively less successful in

making use of overseas Indian. communities, 38

Developing states often have a-high degree -of political
upheaval and economic uncertainty. Thus, a second attracting
factor can®be the political !ﬁa economic stability of the

host countries as compared to ghe home environment. Conse-

¢
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quently,~and undersggndably, when a state faces economic ov
political problems['its Ei;ms seek” investments in countries
that are perceived to be more stable therefore and safer.

4

Argentine firms were reported to have increased their over-
seas investments during the last years of the Peron regime.59
Hong Kong firms have sought security in foreiyn countries as

the presént‘lease draws close to its expiration datt of

1997;¢6¢ although the situation has drastically improved with

-

. recent political cﬁénges in China, which have given Hong Kong

entrepreneurs a new confidence about their future. Uncer-

tainty persists 1in Taiwan, however, and its firms have becn

known toiexpand their overseas investments through both formal

-

and nonformal channels.®! '

To sum up, 1in this chap%;r, a discussion has been made

about the ownership-specific variables and location specific
P

»

variables that explain the internatronalization of a firm.

The available date sugdest that the ownership-specific advan-

_tages of Third WOrquEirms are usually quite different from

¢
7

those associated with the multinationals from North Aherica

r

and- Western Europe. However, there, is marked similarity

4

between the two types of myltinationals with ‘regard to loca-

tion - specific factors. For example, the reasons, like

",

lowar labor and overhcad costs that account for the emergence,

. of giant firms and oligopolistic market structures within the
advanced industrial countries, also seem to account for the

internationalization of TW firms; <. specifically, giving
i

»

~

-—
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them advantages that can allow them to operate

abroad.

-

e

Tt

prpfitably

“
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'"PATTERNS OF INVESTMENT OF THIRD WORPD MNCs*

Considerable attention in the literature on FHI has baen
drawn to FDL activities by such Third World countries as
Argentlha, Brézii, Hong Kong, India, Singaporc: the Republise
of Korea and Taiwan. 1In this chapter, an attempt will bHe
made to show that the FDI orgginating in those countries has
made an exemplary contribution to the cconomie jevelopment
etforts of Third World countries, and thus supporking the
argument that there 1s considerable potential for tnvestment
and co-operation among these natlons. ! These offorts b
been welcomed as agents i1n the development of suitable toch-
nology for host countries, and others for the devel pment
tnvestment climates for developed countries.  The Intray I'w
FDI and joint ventures between TW uouﬁtrl:q showsy how Thair i
World countries are takiny an tnepeased share in the mana -
ment of Tw development and maintalning control over theirv
economies by seeking the supply nf rxsk capital, joodwill,
know how and management within their own sphenes of economic
activity. It‘also enhancaes TW conlrol of natara} rasouraoes
and access to national markets in an®™®"acceptable”  manner,
Indian corgorati&%q havo %ct‘up ioint ventares in Maltayaia,
Thaildnd,\Kcnya, Indonesia and evaen in the U X, YiknwiWG.

Argentlnlan firms have established production facilition {n

Brazil, Chile, and Yruguay. ) .
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These activities Rave established certain patterns which

will be described in the following sections of this chapter.
They will demonstrate how these intra T.W. and joint ventures
play a catalytic role in.promoting trade expansién among TW
nations, both guantitatively and qualitatively. This Chapter

will attempt to demonstrate how these actiyities can be a

complementary factor to the overall co-operation among TW

countries and also demonstrate the role of international

organizations and institutions in promoting South-South trade

v

L - R
in the best interests of all. Third World nations.

Iv.1l. Patterns of Intra-TW MNC Foreign Direct
Investment (FDI) [

\

(a) Regional and Cultural Patterns

i

Data on FDI from TWCs are scarce. Only a few of Ehe@
(e.g. ' India) publish figures on outflows of FDI and a few
others (e.g. Indonesia) on inflowé of FDI. Recently, the
U.N. centre on Transnational Corpéragions has published some
overall figd;es on the basis of balance of payment data.
These figuge; indicate that FDI of developing countries
amounﬁg to only a fraction of that from developed countries,
but that they have been growing°faster. During the period

1970-72 the total outleW of FDI from TWCs amounted to U.S.

$43 million, or, 0.33 percent of the outflow from DCs. In

1978-80 this ratio has risen to 1.64 percent. For the

ten-year period from 1970 to 1980 the gr&wth rate of %Dp from

[

TW MNCs was more than two and half times that of PDI from

DCs.2 1In some host countries (eg. Indonesia and Thailand) .
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FDI by TwW MNCs already constitutes as muchlas 14 to 16

percent of totaf FDI (Table I). In terms of the number of

pfojects,rtﬁeir importance is. even cater.? In some

countries (eg. Nigeria and Ghana) Széected industries (e.qg.

textiles) are already dominated by LDC nvestors.,? °
TABLE I

0Share of Intra TWCs FDI 1n Total FDI 1n selacted Host

Countries

3 3

Argentina (1976) 1.73 JIndonesia(a) {(1982) 15.90
Brazil . (1979) 0.60 ‘Mex1ico (1978) 0.22
Chile (1974-78) 0.95% Peru (1978) 2,00
Colombia (1978) 6.48 ' Philippines(a) (1982) 6.80
Ecuador (1977) 6.490 Thailand(a) {1982) 13.70

" Guatamala (1976) 6.80 Venezuela (1979) 0.78
Hong Kong(*) (1982) 4.10 .

Sources: (1) United Nations Commission on Transnational
Corporation Transnational Corporation in World
Development: A Re-examination. E/C/10/38.
N.Y., 1978 ’ '

(2) "sSurvey of Activities of Transnational

Corporations from Asian Developing Countries®
Report submitted to ESCAP/UNCTC (Bangkok,
1984) . -
(*) Sﬁhre of Asian Developing Countries only.

The largest investors in Asia are Honj Kong, Korea, the
Philippines, and Singapore; and in Latin American, Argentina,

r

Brazil, Mexico, and Venezuela.  The largest host countrics
are Iyndonesia, Hong Kong and Thailand in Asia; Braczil,
Colombia and Ecuador in Latin American. Many of these

countries. are both home and host countries of Third World

‘Multinationals. (Table I1) °
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TABLE II
Selected Important Home and Host Countries of. FDI
in The Third World
(U.Se $ million)

Largest Home Countries Largest H$st Countries

Figures refer to total FDI in 1976 or one or two years
earlier in or from neighbouring important developin

-

countries. ‘

AE@entina 35 Brazil 42
Brazil 30 Colombia 36.
Hong Kong 753 Ecuador 33
India 2 Hong Kong 54
Korea \\\\\\—’/’/{§7 Indonesia , 1,388
Malaysia 48 Mexico 21
Mexico 30 ) Thailand 44
Philippines 276 Venezuela - 22
Singapore | 131 .

Thailand 30 .

Uruguay 721 ),
Venezuela v 42

Sources - UNCTC. Transnational Corporations in World
Development. E/C.lb/38/N.Y. 1978

1
'

One of the important characteristics of thése 4

- a )
multinationals is that thex%generally invest in neighbouring

countries with sizable populations of similar ethnic and

’

cultural background. For example, nine-tenths of Argentinian

FDI in 1980 was concentrated in Latin American, mainly ‘in
Brazil, Peru and Uruguay.“ More than four-fifths of the
3 .

affiliates of companies from Singapote and more than. half of
*®

e
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those of Malaysian firms are in‘South“ana Fast A§ia:§ Ethni
and cultural similarity is very often correlated with
siﬁilarity of demand structures of home and host countries.
- Mo;eover, ethnic and cultural similarity‘tends to assqre the
~~ investors of an elaétic local supply of personnel which suits
thelr tastes in terms of trainability for manﬁgerial and
technical jobs. This 1s a critilcal factor for long‘rdnge ’
*plannlng.c In the short run TWMNCs tend td employ a
relatigély higher propotrtion of expatriates from thejr home
countries, but.in thelloné run they tend to employ a greatdr
proportion of local managerigl.and technical staff. Early
expansion of DC multinatinal was characterized by a similar

/—\ 5
6 ’ -

The importance of regional and cultural considerations, ,

pattern.

.. - however, should not be overemphasized. A smald minority

population of -Indians could, for example, attract Indian FDI

as far from India as Nigeria, but not further to Guyana where

©

©'the Indian population is 1n majorily. lInvesting in countries
|

at very great distances and with quite differenat cultural

~

economic and political conditions involves higher informat ion
‘and management costs, whic@ are, as a rule, avoided br’F@ ‘

MNCs. Thus~the1r investments are, on the whole, confinodjto
nearby regions, although there are dotab;e exceptions to thisg
pattern. Hong Kong FDI 1n textiles, for e&gmple, has S‘Wider

geographical spread TWMNC FDI in the services sector is also’

widely distributed: a few Indian (irms have opened hotels
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and resFaurants in Agstralia, France, Unitéd Kingdém,-and the
Uni;ed States; banks from Korea,- India, and several other
other developing countries are —_like'thése f}om'the
developed countries - following'their exéort trade by opening
branches in countires with whom they-deal; and, "a large part

‘of Korean FDI in the trading §ec{or is spread over North

America, Europe and Africa. These distances are the -

: . :
exceptions and regional concentration of affiliat
i s °

MNCs is very high and in any case higher than that\ of

affiliateé of DC multinationals.’

&V.1l.(b) Sectoral Structure

A great part of EDI from developiﬁé countries is
concentrated 1in ‘the manufacturing sector. Two thirds of
v Ind1an joiﬁt ventures are engaged in manufacturing
activities. About 80 percent of outward Taiwanese and inwarg
.Cplombian FDI, are in the manufacturing éeétor (Table III).
Within this sector, the investments are épre;d'over a humber
of industgies producing mostly - unlike the 6é-firms -
products which are characterized -by mature (older) teghnolo-
g{?s, low price competition,’andsgbseﬁce df product
differentiation.® More than half of the Hong Kong FDI seems

® while in the case pE'India}

to be“concentrated in textiles,
textile investment oécupies second place, and the biggest

; . ' =7,
share of India's FDI is in food industry.lo Thus TW MNCs

investments take blace mostly in those industries which

. | ’

s
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4
dominate the manufactured exports of investing countries, °

supporting the hypothesis that trade is followed by FDT.!}
FDI of developing countries in the raw materials-
extraction industries of host countries is relatively less

important,othough the sityation differs from country to

country. India ﬁ%s recentfy $&t up a joint venture qith
Senegal which wirll enable Indié to import phosphoric acid:
from that gountry from 1984-85 onward. !¢ Some Hong Kong and
Filipino firms have invested in éorneo to exploit the local
supply of timber. The HoAg Kong firms supply timber mainly

to their home based furniture industry, whereas the Filipino

-

timber investments in Borneo are world market oriented. [The

share of outward FDI in raw materials extraction industries

' [

of overall Argentine and Korean MNC's is probably the highes

anong all, the investing countries of the Third World (Table

v
I[I1).%3 1In the case of Argentina it is mainly in petroleym,

while most Korean investments are in timbefﬁﬁg in Southeast- -
o

Asia. The Peruvian Cia Minera Buenaventura has made 2
: . '
capital investment in some mining companies of other Latin

American countries such as!Venezuela and chador.lﬁa

) .
Brazil has a joint venture i Columbia to ensure coal supply

-

to her public sector steel factory. As host countries, v
Indonesia (1in Asi1a) and Ecuador and Venezue{a {in Latin -
America) appear to have attracted relatively more FDI from
TWCMNCs in their raw material sectors than have other,

developing countries,!* o

— W,
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TABLE IIIX

"Sectorial Distribution of FDI From or in

. Selected .Developing Countries"
‘ outward ) inward g
India Korea Taiwan Arggntina Ecuador Colombia Venezuela
1982 1983 1979 " 1974 11974 1974 1974 .
¥
Manufacturing Sector ’ ) .
65 3 ., 78 c 49 "33 81l 46 “
Construction
5 12. = 8 17 6 10
Mining, agriculture and Forestry -
- 48 8 38 12 -- --
Trading activities
13 12 11 . 4 , 9 - 40
Others -
17 15 1 2 29 13 4

Source: (1) Federation of Indian Chambers of Commerce and

Industry.
(2) Jo. S.H. "Overseas Direct

Investment by South

Korean firms in Multinationals from Developing

Countries
ESCAP/UNCTC (Bangok, 1984)
Unido (IS, 218 Vienna 1981)

“
bW
Nt Nt N

— Kuﬁ%r et al. .

IV.2. Host Country Benefits

IV:2.(1i) Appropriate Technology

E. White "The Latin Americans Firms" in ,
"Multinationals from Developing Céuntries" by K.

One of the commonly accepted characteristics of devel-

2 Ll

oped countries' FDI is that the technologies associated with

developing countries, because of their

these investments are capital intensive, whereas the host

3

factor endownments,

need labour intensive téchnologies. As a result, production
o ~- "

>

~-




costs of the goods produced by these imported‘technologies
are higher than those if they were produced with labour
1ntensive techﬁologies. These costs are sometimes cven
higher, than preduction costs in the home countries of the
foreign 1nvestors. This is primarily because-the domestic
markets of the host developing countries are generally
smaller than optimal for the imported technologies.

Thefefore; such goods are not competitive domestically ar on

1nternational markets. In the domestic markets of tﬂe host

. countries, these goods can be sold only with the support of

local 1mport protection. Such protgction leads, however, to

inefficient use of domestic resources, cespecially capital,

15

1
which 1s scarce in developing countries. The technologies

associated with the FDI of investing TWs, by contrast ate
more labour intensive and therefore more appropridte for the
host developing-countries.16 Another important reason for
their appropriateness is that the optimum production levels

of such technologies are generally lower.than those for

technologies imported from highly industrialized countries.?!’

The‘maln elements of these advantages are the following: i

(1) Even if 1nvest1ng developing countries are unable

. -
to devote sizable funds to R & D activities, they have -

succeeded 1in deveIOplng some productlon techniques and

“

processes corresponding to their own factor proportlons.18
These methods of production are ve;y likely to suit other

developing countries endowed with similar factors of

e

production.’ -



- 62 -

-
1

(2) Though most of the FDI from develéping countries
‘is in mature products  incorporating mature technologies
previously imported from thg developed countries, these
technologiés have undergone adjﬁstments and adapéation to
local conditions 1n the original importing countries.*? This
is more~common 1n auxillary operations than in the main
production“process. Ih many cases, developing countries have
.succeeded in scaling down the main production process to suit
their market sizesi Such .adapted technologies are naturally
more appropriate for other host developing countries than khe
unadjusted original forms. This is considered, for example,
to be one of the important reasons for the profitability ‘of.

20 where such firms are able to

W firms in the Philippines
avoid iAdle capacity by adjusting to the available demand. .
' (3) Sometimes the invesﬁing TWCMNC's have not adjust-
ed or changed an imported technology at all, but the particu-
lar tgchnglogy 1s no longer available from thg‘original
exporting developed couptry, whfch{ha5~converted to‘more
labour saving pgoduction processes” in order to reduce the
costs of production. wﬂen the older technology 'is importgd

from one into another developing country, -it may be, more

appropriate in-comparison to successor technologies that are
21

v

available from a highly industrialized country.
A comparison of firms Erom developing ‘and developed
countries in Indonesia showed that, on average, the former

needed only about half of the capital per worker common among

’
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23 compari-

the latter during ‘the period 1967-76.%2 Lacrew's
son of Thai firms. with difEerent‘origins showed that in each
industry, firms with partaers feom developing countries
(India, Taiwan, Singapore, and Malaysia) used considerable
less capital per unit of ,output than those with parents in
highly industrialized countries or those which weée purely
locaily owned.

~

Ive2.(11) \\&bsorption of Local Resources -

Subsidiary firms with parents in the developed countries
are’ generally parts of 1integrated and globally-oriented large
enterprises with centralized sourcing and selling strate-
gles.2° Therefore, the absorp£lon of loral resources in ~
devclopi&g countries by these firms is likely to depend less
on domestic resource availability than on the strateqgy
considegations of Lhe parent firms and on local pgiqes in
relation to those of other sources Sccassible to parent

26

firms. TW firms in other TW host countries are generally

not quite so integrated into‘:the sourcing and marketing

strategies of their parent companies, and are thus likely to

absorb a relatively greater proportidn of domestically avail-

4

able raw material and capital goods. This is often rein=
forced by the: fact that doﬁestic majority whose¢ ownership
consists of local partners in thesce ventures., Nearly/all the
foreign 1nvolvement ©of Indian firms is 1n accordancé with’the

2

declared policy of the Indian Government.?’

About two thirds

of Latin American firms having foreign equity participation

-

#
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from developing countries of the same region are joint
ventures.?’a Similar findingsg were yieldéd by a survey in
Thailand. Whereas gnly about one-fourth of the‘multination-
als from developed couptries held minority equity partici-

‘

pation 'in Thailand, this indicator was as high &s 86 percent

28

for developing countries. TW firms in Thailand imbort only

two €ifths of their raw material as compared to three-fourths
29 '

share of imports in the case of DC firms. An Indian firm

adapted{its techonlogy to suit th§ quality of locally avail-
able raw materials in Mguritius.30

Locaf financing plays a bigger role in the case of FDI
of developing countries than it does for ose\, of developed
countries. TWCs facing foreign exchange shortages generally
do not allow export of financial capital for FDI. In India,
for example, cash transfers for this purpose were not
permitted at all until 1978 and FDI took place by capital-
1zing the value of exported capitalpgoods and servicés/such
as managerial and licensing éees. Since then, however, cash
investments have been permitted r those projects likely to
stimulate exports of Indi;n machzzlry equipment. Howgver,
the share of such cash remittances in “India‘'s FDI remains
very low at g%out 10 percent.ﬂfl Although statistical

evidence for other countries is wanting, information

available indicates that most of the FDI of other developing

countries also consists of the capitalized value oflexported

capital equipment.and services. o




Local majority capital share should normally lead to
» indigenous controlymdnagement, but LDC joint ventures tend to
have a very high share of expatriate managerial and
supervisory staff Ffrom the countries fo the foreign
- , ¢
ivnestors. Uqliké\MNCs from developed countries, firms in
home LDCs are generally controlled and managed by individuals

32 They tend to employ in- their

or individual families.
foreign firms relatives or non-related managers who have
served them for a. long time - in order to secure continuity
of theuir managerial'system and eféective control.

4 -

IV.3. Home Country Benefits . B

It 1s assumed that if governments act in the 1nterests
of their people they should expect to receive in the long
run, net transfer of foreign exchange earnings from their
investors abroad. Such earnings may come:directly from the ,
export "of goods and services generated by FDI as well asg from
remittances of dfvidends. Second, FDI might be expected to
‘projeck a.positive imagezof a host *country’s technologica{
and economic capabilities and thus improvevthe export chances
in general. Third,;, transport and marketihg,neéworks creatqd
by the ?DI in the host market may be used to(promote other
exports of the home country.33 ) ~ .

‘ These policy objectives are qui;e obviously pursued in

the Indian casej; and with some measure of success. Export

promotion is a declared aim of dovernment policy with respect: -

o

‘A
e



to Indian joint ventuvres abroad, which are .promoted by a
number of instruments such as tax incentives and an import
replenishment scheme.3* As is evident Erom Table.IV, this
policy of the Indian .government has been successful. Up to
1980, Indian joint ventures spurred an initial export of
capital equipment worth Rs. 256 million which, because it
was capltélized, had no direct impact on balance of payments.
The growth of additional exports of raw materials,
intermediate goods and components- generated by such ventures
up to 1972 was slow, but since‘tﬁen the rat&o of such exports
to initial exports of cgpitalrequipm@nt has been growingi
From 1978 to 1980 additional exports amounted on average to
ten times th§ initial export of capital equipment (column 6
of Table iIV). During this period, foreign exchange earqihgs\
through dividend transfer (column 7,‘;;ble IV) and other
repatriations (feg for technical know-how, engineering
serviceé, management, conéultancy; etc:‘r column 8) have also
gone up considerably so that,“on'a flow basis, joint ventures
in the last th;ee years (1978-80) were'yielding foyéig
exchange‘to India avéraging as much as twelve tjmes the
initial capitalized value of ekported~machinery and eqiipment
(Column 9, Table IV). On a cumulative basis, for the period
ending in March, 1981, this measure of balance of payments ‘
effect of Indian FDI results in a ratio of 1:5 (Table IV).
Itgis spmewhat higher in the case of new joint venturei which

are still in the implementation stage, indicating that the

total foreign exchange earnings per unit of investment are
t - & -
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likely to 1ncrease when these joint ventures also start

.

remitting dividends. ., Even joint ventures which havg;been
abandoned by Indian investors performed equally well on
average 1n terms of export earnings, dividends, and other
remittances. If the otherr components of FDI (Viz
cébitali@ation of knaow-how and preliminary expenses, etc.,‘
cash»investments) are also taken into account, total Indian
.investment in joint ventures in operation at the eéd of

35

August 1980 comes to Rs. 357 million, On’such a basis, the

cummulative foreign exchange earnings of Indian joint
ventures amounted in 1980 to more than 300 percent. In view
of India's need for foreign exchange, the relatively recent

start of her 1ndustr1alkzation, and the limited international
compe;itveness of Indian goods; this is undoubtedly a

I

- L]
remarkable performance. Moreover, an even higher inward f[low

of foreign exchange may have been hindered insofacr as Indian

/’Nm\?bvestors‘might have bhuilt resources in foreign countries in

”

order to secure a greater international mobility of their

35

foreign exchange rules in India.”’a

Sufficient data are not available to analyze the effects

of FDI on the balance of payments of other investing TWCs.

a

BEvidence from Thailand's experience as a host country
suggests that' LDC investors cover a considerable part of
their demand for import inputs with supplies from their home

36

‘-markets or other developing countries, Further, FDI from

LDCs is mostly aimed at supplying the host markets of third

¥

v



‘ - countries (e.g. Hong Kong textile investments in the
ghilippines to export tQ the United States br in' Mauritius to
meet the European demand).>’ As a reSult,'tée balance of:
payments effect of FDI is likely to be positive in investing
LDCs in general, unless the exports of capital equipment and
associateé goods triggered through FDI and the remittances of

* dividends, etc. are compensated by the.displqcement'of
exports made to the host markets prior to investment there. -
Generalizations’on export displécemené, in thi absence of any
conclusive evidence, are very speculative. 1In the United
Staxes'(theecountry with the largest stock of FDI) this issue
has proved to be very controversial, especially between the

38

trade unions and the American investor abroad. The .former

believe that the export displacement effect combined wk&h the
effect of imports by American MNCs from their foreign '
affiliates outweigh,additional exports triggered by FDI,

.whereas the latter argué in the oppésite direction.??

.

IV.4. Economic Co-operation among Developing Countries

/ (ECDC) and Third World Joint Venture Enterprises

a
Over the last two decades, the ecqnomic inter

i
re;gtiohship among developing states has been growing.

.l . ! .
Expansive measures have ,also been made towards increasing
I

trade, monetary and fiscal cooperation, multinational

mdrketing agencies, and schemes for complementary p;oduction.




Following the Nairobi Conference in-1976, UNCTAD set ué a

Committee on Economic Co-operation among Developing Countries
(ECDC). Several studies have been undertaken on matters such
+ (44

as evolving a glébal system of trade preferences among

developing countries and cooperation between state-trading

organizations and multifational marketing enterprises.“? As

for multinational production enterprises, a number of ideas

‘have been geneéated for formufating a clear definition of the

, concept andzfor promoting-Projects that have elther |
significant linkages with new or existing facilities in more
tﬁan one country or projects involving the location of
complementary facilities in omezor more countries.
Repommendations have been made for preparing an indicativf
list of sectoral investment possibilities%in production of
social goods based on complementarity, rational development
of noﬁJrenewable resources, 6ptimal exploitation of natura}

v resources ?or the eﬁficient‘démelopment of agro-based #
projects, and development of basis 1ndustrie§, engineering
industry, and so forﬁh. The concept of collecéive
.self-reliance implies an active approach toward the creation
of additional prodﬁctive capacity,'and the ﬁultinational

«

! production enterprises of developing countries have an

important role to play in 't:his\aspect.l'l

?

The resolution adopted by UNCTAD referred 'inter alia’

. #,
to the need for intensificatiom ®f activities by it in

collaboration with United .Nationals Industrial Development

ﬁ;&
B

”
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Organization (UNIDO), leading to actioh—oriented conclusions

in the field of multinational production enterpfises among
developing countries (Resolution 127(v), adopted on June 3,
1979). . ' ,

There were suggestions for the setting up of arrange-

3

-

ments for joint techhological research and development,

Q ’
design and engineering in the areas of common interest, and P
even establishment and transfer of technology inter se

2 These initiatives may be said to

developing countries.”
reflect, to a degree, a "growing questioning of Western
models of 1ndus£rialization and urbanizatiomy togethér with a
renewed emphasis on rediscovering one's own cultural
heritage, as well as the need to have the economic capacity
to be able to follgw a genuinely independent development
path".% Along with other meaﬁures, joint ventures among

developing nations are an essential component and instrument
. .

for bringing about structural changes for stimulating the

l

growth process in the Third World. ‘ v
. p //

The initiatives taken at the Asian trade minister's
meeting held in Ngw belhi (August 16-23, 1978) that also
empﬁasized the role of "South-Séuth ;fade crqatiné" joi%t ‘
ventures as providing scope for promotion of iniraregional

trade. At the microlevel, the joint venture enterprises

which bring together partners having common objectives and

2

interests, seek to-concretize such co-operation for mutual

benefit. Because of limited specific objectives, they do not

2
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require a higher degree of political commitment and economic

adjustment involving a large number of, related projects and

Fil

general industrial policy. They thus become suitable 9nd'd

flexible vehicles for co-operation on a bilateral or trilat-

eral basis within economic regions as well as between coun-

tries belonging to different regions.“"

In terms of promotion and ownership, TW MNCs fall into
some general patterns: ventures involving mainly private-

equity participation and market development; broader public-

sector initiatives on a bilateral or multilateral basis, but

a

outside the framework or regional or subregional groupings;:
and multinational enterprises utilizing finances from those

developing countries with surplus liquidity in a manner like-

+1ly to yield commercial returns on their investments while

strengthening third-world solidarity in production and

trade,*®

In terms of their operational objectives these MNCs fall’
: ) . %
into three main categories:“® . .

l. Regionally-oriented ventures inspired by an?’con-

tributing to a broader set of co-operagjon and integration
. 3 .

i

strategies.

¥

2. Sectprally1oriented venthres-;esulting from and
contributiqg’to sector co-ordination among two or mqare Third
World countries located in the same or different regioﬁs.
3. IBssentially ad hoc enterprises that serve a parti-

cular bilateral or multilateral common -interest but which do
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not §orm'part of a broader framework.of collective- self
reliance. . ,

The';verall contributiqn'of the joint venture enterprise
to Third World development is likely to be greate; in the
case of initiativeg falling into the first two categories.
They provide a framework with?n which practical issues’ can ‘
spometimes be gesolved over a period of time on a case by.case
basis and which'avoids\the problems of broad industrial
allocation and the forecasting of the distribution of
benefits between the participating countries.

Among specific economic objectives that can be achieved

thgough joint venture, the following may be noted; 47+

) 1. The utilization of resources pot likely to be
developed on the basis of a single national market.
2. Integration of differené‘produétién gtageslthrough
the utilization of regional resources and marketj

-

complementarities. .
3. - The organization of productidnnlines so as to
achievéleconomies of scale and specialization Qithin branches
of industry while providing a mutually acceptable dispersioh

of production faciliéies and pooling of markets.

4, Thi; is mos£ iﬁportantﬂof all; the enhancement of
opportunities for 'South-South Trade' throﬁgh the creat;oa of
transport;tion and commercial enterprises aevopéd tb“that
purpose as well as establishment of Third World consultant

firms.

a

-~
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promoting joints production enterprises.

N ¢

5. Strengthening the bargaining power of developing .

countries ip their trade relations with developed countries

P e !

through the creation of multinational export and import

¢
\ ¢

enterprises owned, and controlled by’ developing countries.
It nas been found ‘that establishment of joint ventures

in the Third World has aonsiderably enhanced Third Worldw

1

-

bargaifning power in negotiatind with multinaitonal enter-
prises of the developed wofld ;ﬁ obtaining capital and
relevant Eecbnology. ’ o .

It is equélly important Lo fSrm joint-prpducﬁion enter-
prises, wherever possible, with buy-back a%rangeﬁents so that
the interests of the Host country become better protected.
The concept of joint-production enterprises also must'bg

2

enlarged by gutual help in settf;g up. ihdustrial estates énd
workshops. ‘Other areas where greater awareness must be
éreated are in service'sectors, including banking, insuraﬂce,
shiRpingf tranéport, andacommuniqations. The financial
insé&tutions in the‘developlng countries can be gtrengthened
by exéhange of personnel and by creation OE suitablé £raining

programs. -The exchange of expertise by investment promotion

agencies in developing countries is also of relevahce Ffor .

L8 °

* In this context reference should be made .to the

L] y " I3 b . . :
suggestjon concerning the creation of a preinvestment fund,

4

for the setting up of jointeventure projects of’ thé TRird

World, which appeared in the paper entitled, "Monetqry7an¢

-

¢
o . ‘
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. programs.

Financial Co-operation to Support the Programme of Trade

«

Preferences among Developing Countries."*? The nonaligned N -
countries also had been discussing the need for strengthening

the technical-cooperation and consultancy services arrange-

-
P

ments among them, including the\feasibility of sétting up a

project development facility (PDF}. 20 A decision on thls was

-~

finally *taken at the Ministerial Meeting of Co;ordinating

»

Bureau of Nonaligned Countries held in Colombo from June 4 to

teqhﬁical skills and

9, 1979. This has promoted the use of
* . & o a

knowﬁow available among these countries for the preparation
of feasdibility studies and pnojéct reports and enéouraged the

‘use of equipment available in executing project and

51

&

A cognate idea that was processed separatél§ related‘tO'

the establishment- of an industrial development unit within
the Commonwealth Fund for Technical Co—operation." This unit

L
’

has mobilized capabilities to help solve specific industrial

problems and providing continuing assistance to commonwealth

P

developing countries in their industrialization effort. This

would include preinvestment services, °? ‘ .

Conclusion

) ’ i
After the phenomenal growth of Japangse FDI in seventies
the rise of TW-Multinationals is the second most important

factor in'increasing the options of host TWCs to choose from

a larger number of suppliers of investment and technology,

esp}pially in those industries which suit their endowments.
‘ ;. ,

h Al
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This strenéthens their bargaining powegjand enables them to
cohciude better deals. Some TW governments have sthn
prefereace for FDI from other developing countries on
political grounds. In Syria, Iraq and Eg}pt. FDI "from other
Arab countries are given preferential treatment to promote
Islamic uniety.b3 -Intra~TWCs investments, however, have the !
d;s§dvantagé that TWC-investors prefer local pargpers of the
same ethnic and cultural backg?ound’énd to that extent they
may disturb the balance between different racial a;d |
religious communities within the host countries, S?metiMe§ .
rivalry between éeoplé‘of different origins, as inﬁéri Lanka,
is"very étrongBand FDI favoring a particular community may
add f&el to the fire. Reliance only on TWC—investogs‘is also

*

inadvisable’because”they are unable to supply technology for
m;nytlndustries requiring continuous }echno}ogical
develqgifnt.s“ . . .
In adéition to prospective plofits, TWC foreign‘
investérs are motivated by a numbeF of factors wﬁbse'relftive
imbortance for them varies from project to péhject. As in
the case .of bDC-investors the ﬁost common motive of TWC
investors is to maintain ex}sting markets and/or gain new
ones.( When an ‘export market. is threatened by protgctionist
measures of an importing'country,_theugxporter tries to
maintain his saleé'in that'country by launching local

production. Import protection in host TWCs, however, often

predates the existence of many Jf the TWC-investmentﬁ. There-

4

-
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fore what more often has happened is that investors from TW
<

industrializing countries, after having achieved sufficient

o -~

success in their home markets, have tried to gain ground

o

. . - A
through FDI in the protected markets of other TW countries.

Sometimes FDI is under&iken in a particular TWC to-gain

ho

preferential trade arrangement. For example, Hong Kong

]

textile firms have established joint ventures in Mauritius in

order to supply th:d members of the Buropean Economic

,Community.,?5

The other important motives of intra-TW investments are
directly related to the economic and political policies of
their home governments. In some cases (e.g. India) FDI is

pursued as an alternative to domestic growth which is

v

restricted by laws meant to control monopolistic practices of

-
[

big industrial companies.
4 i
+

Joint ventures or subsidiaries are also established in

. . ?
foreign countries to seek greater freedom from restrictive
foreign exchange regulations in home countrjes. Geographical

distribution of assets through FDI is considered morg useful

for this purpose than through portfolio investments which

are, moreover, not permitted by most TWC'governmeqts.56 ’ *

°

Some joint ventures especially in the public sector, are

offspring of b{laterai economic negotiations between .

\ ~

developing countries., Besides helping the partner countries,

’

the investing governments hope to raise their exports of

’ » \ ) -




TABLE IV

°

’ INITIAL AND SUBSEQUENT EFFECTS OF JOINT VENTURES ON INDIAN BALANCE OF PAYMENTS, FY 1970-80

(Rs. mi}lion)

Initial Subsequent Inflow of Inflow of Total Percentages of
Capitalized Export of Repa- Other Foreign
- Export of Goods to traited Repatria- Exchange =
Goods to Joint ' Dividends tions Earnings (2 to 1) (3tol) (4tol) (Stol)
Joint Ventures :
Ventures
(1) (2) (3) (4) / (5) (6) \ ' (7) . (8) (9)
Up to 1971 48.75 53.72 £.00 5.86 65358 110.2 12.3 T 12.Q 134.5
1972 12.77 13.28 1.84 1.32 16.44 104.0 14.4 10.3 128.7
1973 A 21.78 42.09 2.56 1.65 46.30 193.3 11.6 7.6 212.6
1974 23.86 "73.57 3.25 2.29 79.11 ¢« 308.3 13.6 9.6 331.6
1975 30.11 97.97 2.59 13.03: . 113.59 - 325.4 8.6 43.3 337.3
1976 34.25 104.49 3.92 13.62 122.03 305.1 . 11.4 39.8 356.3
1977 - 24.55 133.10 5.75 20.69 159,54 542.2 23.4' 84.3 . 649.9
1978 . 17.28 144.00 7.43 23.95 175.38 833.3 43.0 138.6 1,014.9
1979 28.77 218.65 18.59 49.26 286.50 760.0 64.6 171.2 995.8
1980 13.74 255.96 6.88 14.55 *277.39  1,862.9 50,1 105.9 2,018.9
Total - o ' "
of which 255.86 1,136.83 58.81 146.22 1,341.86 444.8 23.0 57.1 524.5
Joint ventures in .
operation 209.37 946 .57 48.93 102.27 1,097.77 452.1 23.4 48.8 524.3
Joint ventures : T .o )
abandoned 33,85 146.76 9.88 19.85 176.49 433.6 29.2 58.6 521.4
Joint ventures
. under implemen- ] .
tation 12.64_ 43.50 —_— 24.10 67.60 344.1 — 190.7 534.8

. a NS
Source: Indian Investment Centre Indian Joint ventures Abroad
An appraisal (New Delhi) (1981 & 1983)

L




[

78

. .

goods and services through direct inyestments. Host govern-

s

ments, on the other hand, expect from these investments

. . S
y free from political strings because

|
they 'have the feeling of negotiating on the basis of

appropriate technologies

equality. In sofar as both sides are able to realize their

aims intra-TWCs direct investment are going to increase

South-South investment and,-Trade, which will have the effect

of strengthening economic co-opération among the TWCs in

‘

other fields as well.

N
N
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CHAPTER V

CASE STUDIES OF MNCS FROM THIRD WORLD COUNTRIES

i

The purposé of this chapter is to examine, in light ot
the descriptions and characteristics of Third World MNC FDI
that has been discussed in Chapter 1V, the foreign investment

policies and specific characteristics of,the MNCs based in

the following selected countries: India, the Republic of

Korea, Hong Kong, Singapore and those in Latin America.

This examination reveals in more detail the extent to
which the MNCs of these’countries conform to the no;ms of &he
TW multinatidnal enterprises. The examination also shows
that the motives for foreign direct‘investﬁent baseé in these
countries has included restrict@d’opportunily for domestic
growth because of antit;usﬁ and market size reasons, the need
tg protect markets, and gncouragement frém the home country_
government. Further, it will dlso reveal that, in terms of
investment strategy, the MNCs from these cogntries invéét in
locations geographically and gultufaily close to the home .
country, (as disgyssed in Chaptefs III and IV) and frequent-

+

ly, form joint ventures.with local investors from the host
- o -

.t

country and other investors from developing countries. ~Most

foreign operatibns of the MNCs from these countries emphasize
. 2

"low-cost, labour-intensive smaller-scale operations using

mostly intermediate level technology to serve markets that
. . - ap ,

LY

e
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would be considered too small in most cases for developed-

country MNCs (as exémined in Chapter III).

-
»

v

V.1l.A. Basis for Indian Overseas Investment

i
V.l. Indian Multinationals

Although India is almost universally regarded and
categorized as a less-developed or devéloping counEry, its
economy actually” is quite large (only eight cdumtries have a

larger GNP than India) and diversified. About 70 percent of

India's Q@opT% still® are engaged in agricultural pursuits, N

. but the country also has a substantial industrial sector that

has been growing rapidly since the nation acquired its

independence in 1947.1 This sector possesses some rather

“s0phisticated capabilities, including the capacity for

indigenous production of automobiles, jet aircraft, nuclear
power plants, steel, telecommunications equipment, and other
electronic equipment.

The combination of a vigorous inddstrial sector and a
. '

1

1érge pool of technically ski}led\people has given India

. . K
considerable potential for generating capital and technology.

The‘deQeiopment and application of that potential within
~ :

"India has been restrained to some éegree, however, by the .

Monopolies and ‘Restrictive Trade Practices Act (MRTP Act) of

1969, which restricted further domestic expansion by the

larger businesses. International direct inwestment and
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techhology.ﬁransfers, conéequently, emerged in India, as an
« .

alternative outlet for the growth capabilities and aspira-
\ o

tions of these companies.? ’

Like other Third World countries, India's initial
experience with international business operations was as host
to 5 variety ofiﬁoréign extractive, manufacturing and service

enterprises. Subsed@ént financial and technological colla-

boration between domestic and foreign capital assisted in the

—~ :
growth of a large, industrial base.?, This base greatly aided -,

Indian investors who, like their counterparts elsewhere in

the Third World, began to concentrate their foreign opera-

tioqs in';ountries desswindustrialized than their own. The
vast majority’of these investors from India continue to be
pg%vétely*ownedlcompanieé that enter éoreign markets by
setting up joint ventures with»host—cguntry partners. To a

1e§§er extent, a few public sector enterprises from India

» T a * ’
have also established overseas joint ventures.¥>~

\ . ' . e
V.1l.A.(1) Reasons for Direct Inv¥estment

The main factor responsihle for foreign: investment by
the Indian %NCS has been the restrictive environment of the

home economy . The'restrictiéns derive part&y from direct

limitations placed on the growth and diversjfica%ion.of large

1

firms, partly from the generally difficult conditions for

private enterprises, and partly from the sluggish growth of
> -

the internal market, * o ////////>/
. - { L] . "

a
%G /~
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Most of the large Indian firms, especially from the
giantrcongloﬁerate groups, went abroad because of the

restrictions imposed by the Monopoly and Restrictive Trade

Practices Act, 1969 (MARTP Act). The act lays down condi-~

\tiogs ({based on market share, size of assets, conglomerale
éonnections, etc.) under which a firm is subjected to various’
limitations on egpansion within India, both in existing as
well as in new areas of‘activity.5 Ostensibly designed to
curﬁ the coricentration of economic power in priv;te hands,
the MRTP Act of 1969 imposed éertain constraints on the
largest Indian coépanies and partigu%arly on firms confrolled
by large business houses;-or foreign firms. As a result,
large~scale foreign and domestic.private capital had ;6 seek
special government permission for substgntial~expans'on or
the establishmegt of new undertakinés. *;ﬂ
Section 20 of the MRTP describes four types of business
enéerprises which come undeg the purview of the Aét.~“
1. An undertaking having éross Assets of Rs. 20 mil%jon
'or more (section 20(a)(i).®a |
2. “Inter—connecped undertakings“eb which together
have assets of Rs. 20 million and apo&e. !
3. A “dominaﬁt undegtaking" as defined in sectionﬁZ(d)
of the Act, (one which pfoduces, supplies or ' i

controls one~third of any goods in the country),

o
which has assets of Rs. 1 million and above.




[}

4. Inter-conhected undertablngs const1tut1ng a domlnant

~

undertaklng and hav1ng aggregate asbets of Rs. 1

I

million or above (sectlon 20(b)(11))

2

The leglslature seems to have acted on ‘the premlse that

¢

in .a country where,business till recently was dominated by

+a

certain established business houses, and families @%ith.théir

subsidiaries) and where newer entrepreneurs. stood little

'K

™ chance of successful entry, the assumption of a certain size,

. say of Rs. 20 million ($2.4 million U.S.) in assets, by

a

itéelf or with inter-connectéd uﬁiertakidgs was in itself an
indicator of a degrée of economic perr. .

Under gection él of the Act,‘all such undertakingé"gre-
requitred to obtain the central government!'s apéféval bgfore

i o 'y . s
///EK;; effect any "substantial expansion™ as defined .in the”

‘explanation to-sub—ﬁection (2) of section 21, i.e. incregsé
in the assets or value of goods‘py 25 percent or mére. for
this purbbse, they are required to submit abplications,in B
prescribed forms to tQﬁ ¢central gévernment of Indig;7. v

In sub-sectlon (3& of sectlon 21, there was an 1nd1ca—

Qlon of the overall consxderatlons which w111 gu1de the "
central government in acbordlng approval under section 21 of

.the Act. .Accordlng to thlS, the central government ‘was,

2 g

7

requ1red to sat’isfy itself:

a
-

|\ . (i).that the expansion is not likely to lead to the

4
!

» 1 - .
concentration of economic¢ poweér to the "common

I3

detriment"; - -

i
I
|
|
|
/ l
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(ii) that it is not likely to be prejudicial to the

(iii) that it is expedient in tRe public interest to

"public interest"; ) o

[

. - L4

permit the “éxpansion.?8 A

Under section 22 of the MRTP'Ag;, the scheme -of finance

is of crucial importance in considering an expansioh scheme

of a business, enterprise. Under the MRTP A&t (1969), it is

the duty of the central government to.speqialiy’consider the

. —

finance scheme in connection with any expansion project, to
. N - *

»

,. . . "“' e, R N R N . R
scrutinize it with pefereﬁcs:to_phe criteria indicated in‘the

Act, and
The
that ;he

from the

to approve it only when the criteria are fulfilled.9
conclusion to be drawg from the above discussion is

decision to invest abroad was' by the Indian MNCs

late 1970s the uﬁintended consequence of the Indian

government's regulatory policies, and especially legislation

concerning monopolies. This Act has not been successful and

there waserelaxations of these restrictions”bi the government

ig ’Apm98§.9a - N

7 - d
:

V.l.A.(ii) Location~Specific Factors

Apart from domestic restrictions on growth, it may be
*

noted that two location-specific factors, have, in a few

cases, induced Indian MNCs to set up abtoad. The first is
Q

the difficulty in getting continuous and prompt access to new

-

technologies in India. A few firms which wanted suchsaccess .

to develop their own technologies or capfure export markets

~—
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fdund it attractive to set up in, more. 1ib&¥al environments.
*"TELCO (an Indian MNC) for example, yhose precision téol plant
in.Singapore, while firmly rooted in its Indian technology,

certainly benefitted from gaining continuous exposure and

-

- o
access to modern electronic technologies.10 ,Indian MNCs like

A
Hindustan Computers Limited (a small independent corporation)

~

’ and Tungabhadra’Industries, (part of the ddéminant Birla

group)_an Indian monogoly business house) have also ventured

abroad to procure. new technologies.!! . -

Another fFactor closely related, is the infrastructural,
% ’ , .
input—and—bureaucratic problems that afflict exporters in
; \ . = ;

Indga.lz Yet; another factor is; that a number of,MNCs have

the technology, marketing skills, and finarice to set up
D . . ==

¢xport-oriented operations, but choose to go abroad because

S -

of easc of .access to-materials at world prices, goods, trans-

+

portation, "and other facilities.!3 Many host'Fountries'élso\

¥ offer more generous fiscal concessions and swbsidies for s
export-oriented -activity "than India aoes: Thus, Larsen and
Tou 'ro's (an Indian MNC) bottle cloéurqulané in Singapore
»serving exporE markets formerly served by its Indian plant,
and despite higher wages in the host country, is expected to

be highly profitable. Another Birla grouprcorporatioq, in

e e

collaboration with another Indian MNC (Cordna Sahu) has set

~ up an,export-oriented canvas shoe plant in the free,trade

zone of Sri Lanka.3i"

Several other Indian MNCs are also

\
¥
reportedly setting up operations there.

N . B >
.
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V.l.A.(iii) Host Country Factor ’ .
- — _
An important factor in the host countries which has
& » - ’ '
iﬂdugeﬁ foreign investment by Indian MNCs has been the draw

U

LI
B
e

of an’ import-substituting market. This has induced both

those firms which were previously exporting to that country

et [

as well as those who hoped to establish themselves anew, to

set up local production‘facilities. Imporl SUbstitutiqn~

" regimes_have often been supplemented by fiscal incentives for
'pioneer' firms, export-oriented firms, or ‘firms setting up
in backwérg areas.!® For example: ' . .

) ~§éign‘Paints was pMeviously gxdorting to Fi1ji.and

was induced by its Jocal dealer to set up local

‘plants with somemtariff protection.16

\
34 Usha.Martin Black's Thai Plant was set up in

[
collahboration with local dealers who were previously

}mporting its prpducts from India. Some -import .

protection was granted.!?

3. Grodrej resp%nded"to import substitution pressures -

in Malaysia and Indonesia.?!8

4. Amar's reactive dye plant in Indonesia was promoted

Q

-by.one of the Birla corporations which chose the
location because of the count}y's import
substitution étrategy.‘ There was no previous direct

contact via expo§;§.19 — ‘ .
-~ 7,
The geographic pattern‘of overseas invesment (as has

“

N i ' "t -u’
also been discussed in Chapter VI) by Indian MNCs resembles

-
o

= ,
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' c ‘ that of TW MNCs from other nations. The Indian affiliates

PR

are heavili concentrated in India's neighbouring region, that
is group of developing countries around the Indian Ocean.

Some .investments can also be found in West‘fsia and

)
¢ ’

‘.Africa.!'%a . . - , v

& ‘ ¥
‘ L3

V.l1.B. Indian Foreign Investment Policies

-

The factors that encourage foreign investment and

technoiogy.transfegsAby Indian and otheg Third World MNCs are
‘e many and varied. Of thes;, various pubgic.policiés pursued
by the_ggme government are important sources of motivation.’
For exémple, countries like'Iﬁdia that have .experienced
— e ' . ) ,
se&ere balance of payment crises often reéuire th3t local
corporations earn their own fsreign exchangewif they desire

Ll '\‘ . .
to import. Investment abroad provides opportunities for

these firms to earn scarce foneignkexchagge, §Lther through
" increased exports or through fepatriated earﬁengs. In these
CT?Eumstanoé;‘the corporations' decision to invest abroad is
‘the intended consequence of the home government's trade L

policies.?? ;

.

\ V.l.B.(1) _Foreign Trade and Foreign Investment Policies

The Indian government has never pursued an altogether

3

open door policy toward the export of capital and techno-
5 logy.21‘ Indeed, not until the country's first balance of
payments crisis (1957-58) did Indian planners view export

'l promotion as a desirable de&ekopment strategy. That crisis R

»




generated a major shiftein trade policy with the introduction
of export promotion mgasures~that expa?ded through the 1960s

and 1970s.. From tHE perspective of both the Indian govern-

L]

ment. and the Indian investors, .the promotion of exports and
of overseas investment including joint ventures, was inter-

& -

related. s }

For both government and,inyestdr, the motiwve undefifgpg
foreign dfrect investment may be dJefensive, designed to
protect an existing market. threatened by policies of host

governments, such as ;ériffs, or the actions og\local compe-
titors. Faced with fhe potential loss of foreign exchange
earnings, the Indian government wanted to encourage invest-

ment abroad both by independent corporatiq@s or in the form

of joint_ventures in the. country in order to guarantee that.

some amount of exchange contiﬁhe to be repatriated through

~

dividends and Eees. Eikeﬁiée, the Indian investor, faced
: » ~§

- . . . I
with the loss of its foreign market share, may expand abroad
in order to guarantee a continued_stream of earnings.?22

' Foreign direct investment may be not only defensive,

—

ﬁeé’gnea to protect an existing market, but also aggressive,
{ N

designed to protect a market perceived as a growing one. For

both the Indian government and the prospective Indian
e e ‘

investor, aggressive foreign investment may increase export
earnings and domesticoproduction.23 For example, foreign

direct investment may spur overseas demand for capital goods
¢

and technology that would nof otherwise have been exporféd.

Q

A



foreign exchange ear&ings through foreign investment.

. -9
Thus, a net gain in foreign trade can be afforded.?* and,

1

' the increased overseas demand for capital goods and tech-

nology, in its_ turn, spur domestic production and employment.

'3

The formal guidelines on overseas investment promulgated

by the Ministry of Foreign Trade 1n December 1969,%° indicate

‘that the government sought to maximize foreign trade and net

1

26
According‘@o the guidelines, the government of India would

not allow equity participation in the form of cash except

under extraordinary circumstances, insisted on ‘exporting

¢ °

original Indian-made equipment in lieu of equity;zz and

preferred minority equity participation unless oth;>%i§i

Y

28  This promotion of Indian exports

demanded by the_hosts.
through in&éstments or joint ventures abroad consists of
therefore,~main1y‘in the expécted after-effects on the
exports of other capital goods, intermediate items and raw
maFerials. These investment/joint ventures are going to
contqibute in®" the long run to Indian foreign exchange income,
through repaFriation of div1dend§, royalties or capital and
through creation of an export, markgting network and goodwill
for Indiqn goods in the host <ountries.?%a |

; Inwadditloh to these guidelines, the Indian government
implemented various policies designed to increase foreign
trade through foreign investment: Import entitlement schemes
and other export premotion measures were expanded to: |
encpurage the Indian equipment manufactu;er to export capital

/

fra o
Lt
3
-
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1[ goods to Indfan investors overseas.?”? The Export Credit and

Guarantee Co;porafion expanded its coverage of the capital
goods exporter to include a wide range of commercial-and

politicél risks.39 The government came increasingly to
LY \ 3
assume the role.of principal financier, paralleling domestic

- v

F—;\trends.31 The international finance wing of the Inter-

-

.

‘national Development Bank of-Indiq-(IDBI}, the governmenté

.« .. . ) . . . i . \
S leading finiancial institution, began to provide medium and

long~term deferred payment credits, export credit financing,

.loan guarantees and other suppbrt.32 In 1981, these func~

i

‘ tions wege transferred to a new Export-Import Bank designed . .
expressly to encéurage exports of capital goods, project
. construction and consultant sérvices.3_ Iﬁ 1977, IDBI also

concluded an agreemént, the Fir8t of its kind for India, with

’

‘the Kenya Development Bank,, to open commercial lines of .
N A N

©

credit; similar deals have also bebn made with Nigeria and

o [
-

Ghana.3" Adreements to avoid double taxation with Kenya,

Malaysia and other ‘African and Asian countries have been’

o

made. At home, taxation on income from foreign sources were |

‘ .

“reduced on those dividends and royaltieé repatriated from the -

export of technological expertise to foreign inv(estments.35

As financial incentives were improved, bureaucratic disincen-
© tives were reduced. - Promotion and approval of foreign

investment abroad were elevated to a high level inter-
ministerial committee, and burealcratic procedures were ' \

t

'streamlined.3® The %ndian Investment Centre, established’

-5 \ -
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-
originally to pro?ote foreign investments in India, expanded
its' operations toAﬁhanne{ information about foreign markets’

\ to prospective Indian investors.®’ : ‘ ' \

AN

-

| . v . . .

S0, -it can behconcluded that like their counterparts
elsewhere in Asia 'pa Latin‘America, Indian ?nyéstors moved

abroad and the Indian government encouraged this movement

wiﬁh appropriate pokicies, for a variety of reasons: to

protect an export market for manufacturers, to extend a new |

, ¢ ;
market éor capitalygoods, and to éxpandJcapacity utilizatién
and foreign exchange e;rnings. Thus, the decision to invest
abroad has oftén been the.i;tended consggueﬁc; of b?tﬁ“ |
‘deftnsive and aggressive stfategies pursued by business and:

governments alike. ' , )

v

. V.1.B.(ii) 1India‘'s Share of Foreign Equity A -

The. Indian government prefers to grant permission to

4

Indian investors seseking PO'invest abroad wifth minority
equity partiéipation in foreign cantries, rather than to the
establishmedt of.their fully owhed subsidiaries. In its own
domestic economy, India ?as encouraged foreign &Bvestors to
.accept domestic paftners. Foreign investors are allowed any
_minority barticipation and the existing foreign investors
(hébe had to dilute théir share holdingg to‘40 percent of the
total share capitalgor below, accorcing to the Foreign

124 .
Exchange Regulation Act of 1973. Exceptions are majority

participation or fu}ly owned subsidiaries of -foreign cqmpa-

. .
- ®
.
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nies‘iﬁ thé domestic economy in India are allowed only in
those cases in thé; the particular technology «.is not avail-
able’ from any seugpce or the company Is going to produce goéds
mainly Eo; export.kgésl ) \’

. L)
* ) .

,th.B.(@ii) Tax Treatment

The Indian, government's support for international

ventures by the Indian firms.takes a number of other forms.

_ Under sections 80-0 and_80-N of ,the Indian Income Tax Aét of -

HBéi,39 overseas earni&gs‘received by Indian MNCs from the
export of teéhnology are wholly exempteqwfrom taxation,‘
provided prior approvalfﬁas been obtained from the Central
Board o% Direct Tax;s. The tax laws also allow a dgduction~
of 50 peréeﬁE (for a maximum of 3 years) bf the perspﬁal
income earned by Indian citizens working in qualified‘ovér—

seas joint ventures. As a means of clarifying'andbprotect%ng ’

“she tax status of Indian MNCs operating abroad, the Indian

. governmént negotiated biLatefE{ tax treatments with 25

' foreign nations, and more are under negotiation."0

Unilateral tax relief 1is provided by India for the portion’of
‘tax %aid in host countries foqjthose countries where no
doyble tax agreements"gxist.d

The Igdian government has foliowed a poelicy of
encouraging Indian firms to cooperate with -one another in

seeking overseas "businesses.' The approach reflects the

" government's awareness than even the larger Indian companies

9

¢
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do not nearly match the First World multinationals in size

and strength(“l and that' the ability of the Indian MNCs to
- s - ’

compete for international bhusiness may therefore require

combined efforts. The Indian Ministry of Commerce Has

defined areas in which single government-owned corporations
can bid for overseas projects, and other areas in which
government-owned companies are required to consult with one

another before bidding on such projects. The Indian govern-

’

ment has alos been trying, uhsuccessfully so far, to

’ . Y N y

encourage privately-ownéd Indian corporations to work jointly
with government-owned corpérations 1n bidding for overseas

business.*? Thus, the Indian goverﬁment has made it accept--
able, and iq some cases mandatory, for Indian corporations

- e » \ 1] .
seeking and carrying out foreign business ventures.

5

The government of India has also displayed its interest

in and support for tripaytite joint ventures in wfiich Indian

t

corporations join with-multinationals from other nations to

do business in Thiwd World countries. An Indo-United States

trade agreement has been established to explore the
possibiyities for such ventures with American firms, and-the
Indian Investment Centre, a governmental agency has also been
working to facilitate such arrangémenté.
To summarize, the above discussion indicates® that multi-
nagional corporations from India share most of the charac—
té?istics of MNCs based in the Third World countries.

¢ 2

.Motives for foreign direct investment that Indian MNCs share

°
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‘with TW MNCs include restricted

opportunities for domestic

growth, the need to protect the gxport market, and encourage-

-

ment from the home country government.
L 9

-

i{n terms of 1lnvestment stfggegy, the Indian MNCs invest

in countries that are geographically andnhulturally close to

4

the home country, encourage the foSmation of joint ventures_
with local and other investors using the mode of foreign

investment and minority ownarship of foreign affiliates.

1



V.2. The Korean Multinationals‘

The;Requlic'bf Korea (hereinafter referqed to as Korea)
is no longér only a reciepent of foréign direct investment
(FDT). It is also émerg;ng, slowly but steadily, as a
source. Korea now occ;pies a prominent place among a small
group of Third World nations (Qrgeptiné, Hong Kong, India, ;
Sqinga‘pore, Taiwan, Brazil) whose firms have, been establishing
foreign direct investment, thereby earning the lab?l of s
"multinational”. The total number of overseas joint ventures
and suhsidiaries éstabllshed by Korean multinationals was 298
by the middle of 19_80,l and their total volume of overseas
investments was $246 million (U.S.).?2

Manufacturing accounts for only 12 percent of the over— °
seas‘projects and of the total vaiue of FDI by Korean MNCs. .
The authorized XKorean FDI 1n manhfacturing was $31,266,000 by \
June 1980.°3 Th&s volume of investment is not a large sum,
considgrin& the size of overseas investment by firgs from
industrialized nations, but is also not an insignificant
amount in the cgntext‘g% the size, re;ources, and state of - .
economic development of Koreé. The Korean Government has
authorized 24 overseas méﬁﬂféﬁturing investments in a wide
range of industries including garment, cement, electric
cables, motors QRQ'Hiesel engines, paper, plywood, artificial
chemicals, and shocks. Three of the 24 have been abandoned:
for various reasons: The overwhelming majérity of these
projects are located infdeveloping countries, particularly

°

Asia and the Middle East." : .
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V.2.A.(i) 'Firm Specific Assets of Korean Multinationals’
fs]
The Korean multinationals have some self perceived

ownership-specific assets, which enable them to invest

di}ectly in other nations. These assets are: thei; ability

. a
to initiate and operate ovépseas projects at relatively lower

Costs; suitability of their operating technology, the lower °

»
a EIRR

costs of their expatriagé staff; the sufE;bility(of their
products; and their skills in marketing.?®

The most important asset of the Korean MNCs is their
abillgy to establish and start overseas manufacturing
projects at costs lower than those ¢ited by their ébmpe:
titors. Korean MNCs a;so observednthat their projections’@ad
been 10 to 20 percent lower than those of other firms, and,
equallf’important, they were abfe to fulfill their commit-
ments within the stipulated budgets.6 Korean MNCs have been

able to accomplish this by careful plann@ng! lower costs -of

expatriate staff, minimum spending on infra structure, and by

)supplying necessary inputs at low prices.

———

The suitability of the manufacturing technology is also

-~

an important factor. The Korean MNCs generally stated - and

were perhaps able to convince their overseas partners ‘- that
their manufacturing technologies were ?uitable to the condi-

‘l
tions of the host countries.: The Korean MNCs do not use

’

highly capital intensive technologies in their overscas

manufacturing plants.7 Some MNCs also stated that their
/

manufacturing technologies were simple to use., By a process

wl

il
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\ ‘E, of trial and error, they have been able to simplify coﬁpli-

cated production processeés and reduce time involved in
/

-
8 L

%

_lprod%ction.
Another asset of Korean MNCs which seems to give them
an edge over the MNCs from industrialized nations is the

commitment of their expatriate staff. The executives of

Korean companies often observe that their-overseas expatriape

staff are highly committed to their »work and are prepafed to

do everything within their capabilities to keep the name of
the company and of Koréa high in the ihtgrnational business
community.? In addition, they seenm to be’cgntent with

rerativély low remuneration. Of .course, as cémpared to- the'
: !

h . ’ t .
L salary and benefits given in Korea, expatriate staff dp
receive better treatment. The salaries that they. receive are

lower, however, than what European andr}merican firms have to
? B )

s

pay to their o&eféeas employees. This asset has been of

. - P . \ o - . B
. gredter value to Korean MNCs in trading and construction than
) C . . ; =

to those in manufacturing.l9 -

2 - - [

- J—

y The international marketing networks that Korean MNCs

have built up during the past 15 years also help them to

11

o establish overseas 'manufacturing operations. . Nearfy 33 .

2

percent of the Korean overseas manufacturing projects have
=
been primarily involved in exports 'to third world countries.

'In these cases, it is obvibusly the ability of these MNCs to

market the merchandise in internationa] market which has

4

facilitated their entry in the host nations. Another 33

« - 7

[

S
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percent have started or are expected to start exporting a

part of their products., To most developing nations any’

prospect for manufacturing exports is indeed attractive.!?

] Two othéf variableé @hich appear to be worth Tentioniﬁg
~are the suitabiligz of the products and skills in marketipg.
A sufvey has  suggested th§t only 3 firms o;t of %8 regard
th;ir préducts to be more suitable to the condit}ons of host
countries and only 2 state that they could enter and survive
in the host country because of their skills in marketiné

alone,!3 -

V.2.a.(ii) Location Specific '‘Factors of Korean
Multinationals . : >

The geographical disz?ibgtion of the Korean FDI in the
®manufacturing sectors can be explained with: reference to
ﬁ}océtion specific fagﬁors in the‘Host countries. The most

important factor has béen the availabitity of relatively

cheap inputs for manufacturing. .The countries which possess: -

an abundant labQur force and have wades lower than Korea have

attracted Korean ihvestors in export oriented industries.

Moreover, the availabilitf-qf the necessary raw’materialé,

such as, lumber, limestone, pulp and molasses,’has also

induced Korean firms to invesp in host countries.l“ '

The general business environment and the incentives

provided by Ehe‘host governﬁent are also important factors.

‘Korean MNCs have been keen to avaid themselves of the various

i?centives such as, tax holidays, exemption of import duties

ks N ! a

i~
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on- the import of machinery and equipment, and unlimited
expatriation of profits, dividends, and capital.l!® 1In

- several cases,; before establishing their subsidiary Jjoint

ventures, Korean firms asked for and were promised protection

©

against imports for a limited duration of time. ‘Korean firms

~~—have shown a marked preference for countrieg which impose
relatively few restrictions on economic activities or in’
which governmental regulations are not strictly enforced.l®

The. cultural systems of the host countries and their

geographical proximiEy to K&%ea have undoubtedly influenced
the decision of the firms with Tegard to the location of
overseas manufacturing projects. The Korean firms first .
invest in countriés such as Singapore, Indonesia, Thailand,
and the Philippines, where the cultural environment, tradi-
tions, and behaviour patterns are le@st”aiéferent from those

of Korea and about which the Korean firms possess information— ~

LU |

and understanding.l7 Political ties also play an importént
/

_rolé at the early stages. .Only recently have Korean firms
' . ! ) , T )
started moving to the Middle East, Africa, or Latin America.
u Finally, Korean MNCs prefer the countries which, in
"

their view, offer good prospects'fdr mutually advantageous

economic activities. Like the Japanese firms, theyutake a
long~term view of their overseas investments.18 They

- generally aim at the expansion of their operations to other

4

industries as well.  This explains why countries with rapidly

o ™

growing domestic markets are preferred by Koréan firms. The

A -
]
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2 regions that aré seen as good hosts arg the fast-developing

countries of Southeast Asia and the\rich/nations‘of the -

Middle East.!? o

L

v

It is interesting to hote here that, as bredicted by
theories of internatiénal inzestments,:Korean MNCs have
generally investid#in "down-stream" countries, that is,
countries that are relatively less industrialized fthan Korea
itself. There are a few ewceptions, like a printing plant in
. Japan, and a pulp projeEt in New Zealand in which Korean MNCs
have a minority share.2¢

A few Kérean MNCg have invested in inddstrial countries.
For ekample, Star and Sam Sung Electronics Company, the two
‘largest Consumer elegtronic producers in Korea, established
their manufécturing facilities,~iarge1y for assembly opera-'"
tion, in the United States to avoid American guota restric-
tions and antidumping suits. Sam Sung Electronics. Company
also made f&reign investment in)Portugai, the single case of
manufacturing investment in the,Européan area. Desire to

gain access to a large marke? was the most important motive
for this investmént in Western Europe.?!

Two other pqints are obvious from‘the above discussion.
First, the E;rm specific advantages of The Korean multi-
nationdls are not the éame as those which a;e qually
assogiated with North American and European multinationals.
Korean MNCs do not offér either new products or capi£a1 -

intensive technologies that have been developed through

N
\ ¢
\

v
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research and development activities. Iﬁgteéd, these MNCs are .
able to compete on the basis of their-low costs of production
and, to a limited extent, on the suitability of their X

operating technologies to the conditions of developing

countries. Second, there is marked similarity between—ihe

Korean firmg and the multinationals nations with regard to

location = specific factors.?? - . ’ "

N
V.2.B. Government Policies -

<
The discussion of above méntioned vatiablgs would not be

complete without reference to the Ko}ean'govérnmént policies
for the country's overseas investmen;. Like other devéloping
nations,'ghe Korean government defines the\objéct}véé of FDI
and even gpecifies the sectors in which overseas investments
afe permitted prohibited, or encouraged.

The Korean governmené has clearly, outlined the policies
in Overseas Investment Guidelines issued by— the Korean

government, for overseas investments by i¥ts MNCs., It has

specified the followiﬁg four areas in which "overseas inv?st—'
ment s@all be promoted and suéported": . - - -
(1) "investment for development and import of raw
materials essentially reqﬁired at home"; |
(2) "investment for overcoming -any bottlenebk;in
exports”;
(3) "fisheries.investment to secure fighing grounds";

.

:
a
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expanding its manufactured}'export*s.2

-
- -

- & s

(4) 1investment in industries in which "competitiveness
pd
in the world market has been weakened under the nations

n23

a - ¢ ' 1] »
industrial structure. The government strictly prohibits
kJ

- - L ’ i
investménts "which have serious adverse effects on the Kaorean

-

economy." Investments in the form of “emigration funds" are

also préﬁibited by the 'Korean governmentl

The two main objectivés thé% the government seeks to
accomplish are quite obvious from ghe above guidelines.
First, 1t seeks to protect and expand 1its exports.‘ The
country has opted for export~oriented industrialization dnd
has been successfully widening its industrial base by .
“  The government expects
that its FDIi@ill remove any "bottlenecks" or will d;rectly
or~indirectly facilitate fresh expérts of goods and services.

'

Second, the government seeks to assure the supply of raw
materials needed for the nation's industri%s, or foodstuff
(fisperies) for domestic cohsudbtion and exports.l Korea
lacks raw,vaterials and mineralé to sustain it; iﬁdustrial
production and depknds heavily on foreign countries for a
steady suppiy. The government therefore encouragés its firms

. . s < -
to establish subsidiaries/joint ventures in resource develop-

t -

ment projects.23
The Kofean government has sanctioned only those ovérseas

méqufacturlng prbj?cts th@t'servé either of the two objec-

tives. Most of the overseas projects have been devised to

protect the existing markets or explore new opportunities, -
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-In at least half the cases, the Korean firms had been

_exporting .to the host countries before establishing their
subsidiaries/joint ventures. The firms realized, however

that there was some threat to their markets, or that there

4

would be new opportuﬁities for expansion if they started
indigenous production. Only-on these grounds were the .

exporting firms authorized to establish overseas manufactur-

. A -
in i 25 ’
.ing operations.“

Korean companies have also beed‘permitted by the govern-
ment to start foreign subsidiaries and joint ventures fbr\x

1

serving the markets of third world countries. -.As the guide-

*+» lines imply, Korean firms were losing 'tMeir comparative

. ‘ . . LN A
advantage 1in many labour-intensive industries, such as,

garmengg, artificial jewellery, electric and electronic

-~ f
goods, bagrs and so on.2” " There are several reasons for this

state of affairs. The wages in Korea have been steadily

anreasing”err the past dec%ﬁq, making labour 1intensive
products leés.competitive in world markets. In addition,
many industrialized countries have imposed quota restrictions
on th? import of textiles and“electric and electronic
produgts. Shipping costs have also increased. Firms in
y

these industries have been permitted by the Korean government
to locate part of their manufacturing operations in such
"countries as the Philipéines, Srilanka, Thailand, El
Salvador, and Honduras. The wages in these countries are -

\ . .
usually 1/2 to 1/3 those paid in Korea.?® 1In addition, the

. Al
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- ' s . -
quota for textile products from' these countries are undersub- .r,»

-

scribed, permitting Korean firms continual access to the
. ;
} -
markets of North America and Western Europe. Seven out of 21
’ ' JvF »

verseas joint ventures from Korea are located in expdrt

Ay
processing zones.?? )

-

The second objective of FDI, that is, the supply of the

needed raw matérials, is only marginally fulfilled by over-

30

seas, manufacturing investment. Only in a few cases have

\

Korean firms started overseas manufacturing activities for
the import of the seﬁf—processed raw materials. A good
example is provided by Sun ﬁyong Company, which manufactutres ¢

plywood in Indpnesia and exports part of its output to

3l

Korea. The company established its Indonesia subsidary

because Korea is planning to prohibit the export of lumbevr. -

. Yeung Wha, which has formed a joint venture for manufacturing

solger-in Thailand, also expects to sell part of the output
in Korean markets.32 .
: The government, then, largely determines the objectives

of FDI by Korean MNC. The Kofean goveynment has been able to.
! ¢

accomplish thisuby regulation and inducement as well as by

putting pressure on large business houses, which have a close

33 " This does notw

<~

mean that individual firms have no motives for making over-—

' working relationship with the government.

seas investment other than the two main objective identified
by the government. 1In fact, at least three other motivations

can be identified; sale of technolqgy prestige associdted

, ~
[N

>
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with foreign operations, and acquisitions of new skills and

expertise.a“ These motivations are at best of secondary

4
importance, hqwever, as far as the government is concerned.

In the case of Korea, it is the government decision which

ultimately counts in overseas 1nvestments.> >

To sum up, the volume of “Korean investment in dverseas
manufactu}ing ist likely to grow in the near future. The
go&ernment has shed its initial reservationg and is more
sympathetiq to foreign ventures. The technological‘and .
managerial capabilitiesrof the country are also growing. The
country:has started investing heavily in” vresearch and
development, The Korean comparries themselves are becoming
more enthusiastic and seem to have been encouraged by the
experience of those firms that have ventured abroad.
Moreover, the Korean multinationéls have, in the view of
Korean government officials, éarned a good name in many host

countries, particularly in Asia and the Midgle East. - Their
~ \ —’

image has improved in these countries which offer excellent

A}

) + .
prospects for their direct invdstments.

4
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V+3. Multinationals from Hong Kong

Hong kong began to invest overseas ‘in nanufapturing ]
notfcéably in the early 1960s, but a rapid growth in Eoreién
direct 1nvestment (FDI) occurred only in the past few years.1
At present, most of the FDI is concentrated in Asia, partluu—

larly in Indonesia, Malaysia, Singapore, and Taiwan. Many

at

Hong-~Kong firms-also have established subsidiaries in African
Countries, such as Nigeria and Ghana.2? There is also the
notable example of the Hong Kong firm, 'Stelux', acquiring 29

pércent of the U.S., Bulova Watch company.3 Mo%thimportant,

with the pursuit of "new" -economic policy in China, a vast

and so far unexploited” ground has suddenly opened up for Hong

4

Kong and other countries to invest in manufagturing projects
in China."* According ‘to information available, most of the

FDI in manufacturing is made by Hong Kong-based firms, -and

N ¥

" \
not by individuals or foreign-owned subsidiaries in Hong

Kong. In this way most of the FDI from Hong Kong can be

LY

regarded as gctivities of Hong Kong multinationals.?®

~
o

- . -

V.3.(i) Characteristics of Hong Kong Multinationals

The fundamental reason for most Hong Kong firms to

invest abroad was the search for a lower cost structure, so

R

that they could export theit products/to the: established

’ ' ' s
markets (mainly in developed countries) at a more competitive
pgice.b The rising labor and land costs, and the increasing

competition from other newly industrialized countries exerted
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{
great pressure on firms to invest overseas. 1In most cases

the bbjective‘of foreign investment was not to open up,

A oy

maintain, or expand the market in the host countries, but-to

2

maintain or expand the market in-the developed countries.
.This can be called a defensive Eype bf:joreign investment.

For the developed countries, the experience was investment
. . = ‘L - a
ﬂ?llowing trade. When these firms found that their exports

were meeting indreased competition:from the products of local

A

. firms they began to establish subsidiaries in the overseas

~

markets.7“ For Hong Kong, the pattern was stewhgt differgnt.»
Wﬁen faced Qith competition from other developing nations in
khe %arketé of developed countrie?, Hong Kong firms began to
eétaélish sqbsgdiaries in other developing countries (which

may or may not have been its competitors) and to export these
producéshto the est?blished markets. The cost-saving effeﬁt N
‘was derived from combining the relatively cheap management

&

skill of the parent firm with the relatively cheap labour and .

land ip the host countries.?®

S;cond, the other major reasons for Hong Kong investment
abroa§ included, (1) evading the quota restrictions by
locating some of their production 1in countries not yet under
such restrictions. ’Thuz, when in the late 1950s some
developed countries limited import of clothing and textiles
from‘ﬁong Kong that country promulgated 'voluntary' export

quotas; the Hong -Kong MNCs set up affiliates in Singapore;'

when in turn, quotas were applied to that country's exports,

F
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4

Hong Kong MNCs invested in Malayéia and Thailand. Then the

" /

Lome Convention (signed in 1975 by the members of the
European Economic Community and 46 developing countries in
Africa, the Caribbean and Pacific) exempted from duty all
industrial exports from these ACP nations to the EEé, and
provided the incentive for investment in countries like
Mauéitius. (2) Internalizing Eﬁe use of technology in order
to encourage an out?ard flow of in;estment to diversify the

econOmy.g. Hong Kong MNCs 1nvested abroad mainly to acquire

technology for domestic production. Hong Kong invesﬁmgnts in.

—chgmical plants in Malaysia, Singapore and Taiwan are —~—

‘examples of investment made with the primary aim of acquiring

technological expertise. And (3) overcoming the competitive
pressure arising from an oligopolistic market structure.}!V:
The pressure of competition at home, often from developed

country MNCs, tends to squééze them abroad.

Third, there are also some firms that invested errseas
for the purposé of taking up opportunities not available in
Hong Kong.  Investments in chemicals, wood and wood products,
and food processing in other Asian countries are examples. !
These can be called the 'agére331ve type' of foreign _
investment. They established subsidiaries in wood and wood
pfoducts to be near the resources and invested overseas in
chemlcsls because of the concern 1n Hong Kong about

environmental deterioration. In these casces, the form of
&

ownership 1s usually joint venture. The Hong Kong MNCs
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contributed c%pital and management skills while the partners
suppli®¥ the necessary technical skills. 12

; -

Fourth, technology transfer might occur in different
dirébtlona for the aggressive and defensive types of foreign

¢

investment. By investing in well-gstablished industries such
[

as textiles, garments and electronics, Hong Kong based firms

perform the function -of transferring their relatively more

advanced, and some times more appropriate, technalogies and

13 How-

management skills to thé host developing countries.
ever, when Hong Kong firms 1nvest overseas in industries such
as chemicals, opticals, and machinery which are not yet well-
developed at home, tﬂére is sometimes a "backflow" of techno-
logy from the host countries to Hong Kong. This is made
possible through formatidn of joint ventures with the
developed-country or host country firms that have af}eady
acquired considerable technélogy in those in@ustries.l”
Fifth, the Honé Kong based firms usuaily do not attempt
to build a ‘vertically integrated structure with their
overscas subsidiariesa In addition, if there_a?e several
overseas subsidiaries, usually no attempt is made to )
integrate the subsidiaries. ﬁowever, the recent Hong Kong
1nvestment 1n China has developed a significantly different

.

pattern. In this case there is usually a vertically inte-
grated structure between the parent firms and the subsidia-
rigg in China 1n the sense that, the subsidiaries are only

responsible for the more labor-intensive operations of the

H

a2
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Jt entire production process. This is vary similar to the type

. - of relationship existing between the parent firms in

developed countries and their subsidiaries 1n developing

countries.*® .
)

Sixth, when making/defensive investments overSeas in the .

(<] -

" industries well-established in Hong Kong, it is generally

i

true that thg foreign subsidiaries are smaller in size and _
lower in technology level than the Hong Kong parent firms.

This usuaily means that those products which are more labor-

- (

intensive and less-sophisticated are taken up by the

. subsidiaries. This is not true of aggressive FDI .im the

industries not well-established in-Hong Kong. In this case, -

. the overseas subsidiaries are usually much larger than the

Hong Kong parent firms.}®

Seventh, not many of the Hong Kong companies makin}
°-fo§eign investments can be codSLdergg large firms. This is
ggmewhat different from. the case of the developed country —_
multinationals, which are gcnera%ly large. During the period
when developed-country MNCs first began to appear, this was
.especially true, although today the evidence on the size of
. multinationals®is rather mixed.’ For some countries foreign
direct investment is dominated by lérge firms, In the case
of Hong Kong, .a large porLiGn of {t; MNCs i nedium sized,
. employing 200 to 1,000 workers. 7 This can perhaps he
explained by the fact that the keencsl ompetition in Mong

v

Kong 1s among these medium 51203 firms. The lack of oppourtu=

69
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(. - nities to expand locally vis-3-vis the large firms drives »,

)
be

the'se mediumZsized gompanies. to 1ook&TUF'opportunities over=
sSeas. Another reaifn why most of the Hong Kong firms that

’ - ' bl . » . © ¢ (3 -
- invest abroad are medium sized is a ceircumstantial one.

~ ‘ N -
‘-

, v g
“ Eighth, the .competitive edge of Hong Kong firms over

.

* ‘local firms and other multinationals is mainly acceunted for

\ b? the high quaiit} and relatively low cost ‘of their manage—l
mént personnel, !8 - -s q
. . s
A Hong Kong invests abroad mainly in the'simpler of its
major expgorkt prpéucts - textiles, gaFments, plastic goods and

simple consumer electronics. Those of its expqrt products
I b‘. ’ 2]
demanding more intensive use of skills and marKeting - toys,

fashion gar@ents,-watches and the like - do not figure

Oy

largely in its overseas investments. Essentially, the
overseas affiliates transfer "the ?rodqctioq'of Ee}atively
. standaré;;ed prgducﬁs with well diffdsed technologies. These
face increasngly severe competition Erof new entrants into

s world trade and industry, which enjoy the .advantage of lower

labour and land costs. ' Thus, Hong Kong enterprises ‘are

@ ¢ ) 7

forced to locate in those very countries in order to take

A

> - . .
advantage of lower proauction costs. o This shift is further

encouraged by protectionist policies in Hond Kong's major
D © markets, which allocate quotas for textiles and garments by
country - once the home quota is filled, expogts can only

. ‘o a . ‘
%[_ . . Eake- place by producing in other countries with unfilled .

quotas (and legs competitive local manufactures). Products

®
L o
'

4 ey
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which require greater design,, marketiﬁﬁmgnd entreprenurial ,

.

skills' are kept in Hong Kong because protectionist and compe-
titive pressure are relatively less on these products,

Hong Kong's direct investments are unusual in that they

)

tend to be export oriented rather than import - substituting,

and they dontain relatively little embodied technology from

the home country. Hong Kong investors source Lhéir equipment
worldwide, and have very limited cagabilities to Jesign and
manufacture capital)goods at ‘’home, Though Some minor modifi=-
cations are often made to machines sent to overscas
affili;tei, the basic préduction technology is imported. The
- . ; ) -
technological confrib&pion of Hong Kong investors is thus’
that of eifiCLent production engineering rather than bhasic
equipmeﬁt/or plant design and manufacture. '
ince this 1s unlikely Lo provide a special aompetitive
edge ?§§ﬁnternaiiondlamarkets, their monopoli%ticmadvantajd%
must .l1e elsewhere, in good management and an int imate ‘
knowledge of export market. ' :
This list of generalxéations tndicates that Hong Kong
multinationals, and probably other third—WDr}d multinatidﬁ}iﬁ_
as well are not very different in theiré FDL behavior from 7

those of the developed countries. However, the evidence on
the ‘importance of(&anagomont skills as a4 factor of produc-
tior, the possibility of a twn-way technoloyy flow and the

set of complex factors affecting the motives of forelygn

investment is significant enough as to reconsider the .

]
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existing theories of foreign investment when applied to TW

4

\

mu}tinationals.

V.3.(ii) Ownership and Equity Participation

A considerable number of the Hong Kong MNCs are them-

p—

’ -
selves joint»ventures -with non-Hong Kong investment which in

most cases ‘represents portfolio investment of individuals or

conglomerate activities of some foreign firms. As ssuch,

these firms can still be regarded as Hong Kong MNCs in as

2

much as nop parent firms exist elsewhere. !? The non-Hong Kong

investment includes that from Japan, Taiwan, Europe.and the
U.S. There is considerable investment from Squtheast Asian

countries such.as Thailand, the Philippines and Indonesia. -~

9

Hong Kong investors like other developing countries' MNCs

seldom go abroad and take up 100% ownership even if this is

_ permitted by the foreign investment laws of Hong Kong. 20

Hong Kong MNCs in many cases enter into partnership with the

local -entregpreneurs of the host country, some of whom are

21

«

ethnically of Chinese origin.

v

Hong Koﬁg multinationals investing in small overseas

V.3.(iii) Financing Hong Kong MNCs s l
manufacturing projects use their own reserves, with banks |

playing only a small role. Nor -does the government hase gny

policy to provide financial assistaﬁce.%q-the investing MNCs. - -‘j

Hong Kong-~based multinational banks.are,dbt as heavilx{\~ .

- T
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involved in making loans to small Hong Kong firms or
individuals who have successfufly négotidted sizeable
b}ojects 1n oéher countries..22 . |

To summarize, Hong Kong MNCs have e¢xpanded hhéir inter-
national iﬁvolvément. To a grcét extent, the rise in foreign
involvementtln Honé Kong by MNCs reflects their rapid
economic development, Thé need for additional export plat=
forms for textiles and garments and other’ light industriql_
goods'has been a powerful factor inducing firms to.interna-
tionalize. Hong Kong MNCs showsa distinct preference for

. y

minority equity participation,

Though the Chinese qgovernment aqgreed in neqotiation with

the British that Hong Kong will retain its economic systen

. ©

for fifty years after 1997, there -is still much Joubt ani

-

uncertainty about Hong Kong's future. This unceftainty will
reinforce the strongiLnCGrndtionalizatlon trend anong ﬂong
Kong-based firms. “While some Hong Kong’manufactjrin; firmn
have invested in adjoininy Chinese provinces, many aro duok-
ing and will seek to transfer prodhctxon factlities (urther—

2

abroad. ‘ . —

oy
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V.4. Singapore Multinationals

Singapore, originally called "Temasek" or sea town, is
an ﬁsland'ifty—state with a population of about 2.5 million

and an estimated 1983 GNP of about U.S. $15 billion.} Tt has

h Y
a managed free-enterprise economy where the government plays

an important role, not only 'in economic planning, but. also, as
a major owner of large segments of the economy.2 The
government owns a number of majoy listed and unlisted
companies through its holdigg companies, such as Temasek.gﬁg
Holdings, Sheng-1i Holdings and MND Holdings. Examples of
major companies in which the government has a“controlling
interest include financial institutions, such as the
Development BanQBof‘Singapore (DBS) and the Posg’OEEice )
Savings Bank (POSB), and industrial firms such as the Giant
Keppel Group, Sembawang- Shipyards, Neptune Orient lines, '
Singapore Airlines, National Iron apd*sﬁeel, Intraco, and_
others.? 1In addition, the governﬁént owns all of the
utilities and other economic’ infrastructure in Singapore. It
is a major force <n the property market thro&gg the Housing
and“Develmeent Board, and the Urban RedeJélopment Authority.
Neverﬁheless, En sharp contrastyto the situation in most, ‘
other counEries;,Singapore-éovernment-owned companies are

dynahic, inqovative'and profitable.“ Sihg%pore continues to-

provide an-excellent environment for free enterprise and its

‘ -

economy has managed to compile a remarkjble\fecord of

economic growth.?® : x

b
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Sindapore's 1983 per capité GNP of over six thousand

U.S. déllars is second only to Japan in all of Asia.®

-

Singapore is one of the world's largest oil refining centers,
’
a major supplier of electronic components to the world

market, a major centre in this region for marine construction

and ship-repairing, and an international financial centre of
growing importahce.7 Furthermore, the Singapore economy i3
expected to continue to have one of the highest groémh rat.;i

in the world over the next two decades. ?

"

Thus Singapore, the lion city, is an attrac¢tive and
dynamic business setting and its government has attracted a
large amount of inward foreign investment from olher coun-

tries. With a rapidly growing and dynamic internal market
why should Singaporz—based firms invest in foreign operationsy
especially since foreign markets. can also be served Lhrouqgh

exports and by licensing arrangements 'with local producers?

, { -
The next -section attempts to answer this question.

V.4.(i) Reasons of Singapore Companies to Invest Overscas

V.od.(i)(a) "Colonialization/Influence of Foreiéh Firms

The most important recason why Singapare companies have .

overseas 1nvestments 1s that many of them are, or until

»

recently were, managed by expatriate European managers, and

’

in mary cases, were part of a European multinational firm,

- s
v

These companies have become Singapore firms as the foreliqgn

owners and, in mahy cases, the foreign managers were replacad
¥

by Singapore citizensvstarting in the Yate 1950s,

t ©
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‘E, ) . Moreover, if Singapore-baséd companies have to continue
to compete effeotively in the global ﬁarket place, especially
against countries such as Hong Kong, Taiwan and South Korea,
they must make foreigq direct investments ip other countries
in order to acquire the many advantages ‘of being multi-
§;£ionals such as those in Hong‘Kong, South Korea and Taiwan.

) These advantages include access to larger markets and to
lower cost raw material, capital labour and technology, as

well as increased ability to ride out and overcome tides of

protectionism and other barriers to export market§.2§

( , V.d.¢i)(b) Limited Domestic Market
. The reason why Singapore-based firms might *want to
"invest g&%rseas is the limited size of their local markep. -

»

o In addition, while a number of its foreign markets can ,be

served by exports from Sigﬁapore, there are a number of
problems in depending solely on this strategy. One problen
is that oflpossible protective actions by the foreign trading
partner through the imposition of tariffs, quotas, or other
" non-tariff barriers that impede import attempts and help to
) generate‘or protect 13&51 employment.lO’ As an example, it is
’?ﬂi announced policy of the Indonesian government to reduce
’}ts economic dependence on Singapore based firms and, in the
recent ﬁast?\eveh the industrialized countries have started

11

£ erecting higher walls of;protectionism. Another problem,

arising from dependence orf exports to service foreign
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markets, is the limited ability of such firms to monitor and

meet competition from lower cost local producers.!?

Moreover, since the majority of the world's trade
consists of movements of goods and services among affiliates

of the same company; a Singapore company may indeed be able

-to increase its qiggrt% if it has direct investments over-
N 2 -
seas. An additional advantage of foreign direct investments

is that as productive capacity and the size of a firm

increases, it can take advantage of economies of scale in

~

.-administration, marketing, finance and research and develop-

ment of new products.13g e

- L}

Ved. (1) (c) Access to Eheaper Source of Raw Material,
Labour and Taxes .

A reason why Singaporc-based companies may want to
: \

invest Querseas is their desire to obtain access to cheapoer

sources of raw material, labour, and an 'environment of lower

lu

taxes and fewer government requlations, [n order to ensure

steady supplies of raw materials in the face of shortagus or
other market disruptions, a company must owa anid control thoe

source of its raw materials. Ownership »f the sources of ras

2

material also gives a company other advantages traditionally

-associated with vertical integration, such as better quallty

)

control 'and higher overall profit levels. For Stinjapura

based companies, investment 1n sources of raw maturial would
) L
generally mean undertaking foreign investment. Stn?aporc

4



"ment 1n particular areas or industries.

- 123 -
labour costs are rising\rapig}y, making the cost of a number
of industries too high for, Singapore's companies.!é These
compénies are also increasingly facing shortages of éertain'
categories of labour, especially 'in the unskilled or less
educateé categories. Furthermore éingapore companies using
Eoreign guest workers face a particular problem since ' the

Singapore government has adopted a policy to reduce and

-

ultimately eliminate the use of foreign workers.!’ Those
companies engaged in labour-intensive industries must there-
fore, shift production overseas to countries with cheaper and

more available labour in-order to remain competitive. This
[y

‘has already been the case for a number of textile companies.

1

°

An added advantage of undertaking foreign direct invest-
ment can be access to_a wider variety of financing sources
including subsidized financing designed to encourage invest-
18
companies invest in countries sugh as Hong Kong, in order to

gain access to lower taxes and fewer government regula-
tions.1? ‘ ‘

V.4.(i) (d) Comparative Advantage

I - P

The reason why Singapore based compgnies may find it
useful rto undertake foreign investments is to exploit better
their comparative advantage in serving the markets of

neig?bouring countries.?? Because of their geographic and

Further, Singapore

e
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Cultural ties, Singapore based éompanies may find that they
have better knowledge and skills for serving the markets in
other Southeast Asian counéries than do firms from other
devélop;d or developing countries.?! .

Foreign investments by Singapore firms may be facil-

- b

‘itated in other countries of this region wherg the ethnic

Chinese community is active in business and thus offer the

3
possibility of a local partner with a 'very similar operating

-~

style and approach to business as the Singapore firm. Thus,

Singapore based. firms can also profitably fomm threc-way

&

joint ventures with firms from such countries and from the
industrialized countries to serve the markets in the
Southeast Asia region.??

\ 1] l

V.4.(i)(e) New Technology and Market Strategy

Singapore based firms invest oversceas becausc of their

need for acquiring reliable sources of new technology and

market intelligence. These reasons are particularly true for

foreign investments in the developed cconomies. While some
technology may be acquired by the Singapore economy who;
advanced country multina;ional firms invdst in Singapor?:
consistent access to higher levels of teé;nology that will .
make and keep Singépore companies co%petitivo in glébal
marke;s can best be acquired through‘ownership of appr&pr}ate
(small, high technology) firms in _the advanced COUHttiUﬂoz),

s
’

X
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Another reason for making investments in such advanced
country firms is to acquire the knowledge and;sﬁills to .
compete effectively and consistently in the dynamic markets
of these advanced countries.?* Thus, in addition to the
technical knowledge and managerial skills, a Singaporeb

g
\. company can acquire from such an acquisition a contlnulng

source of market 1intelligence that may contrlbute towards its

ability to protect and develop its export markets.

!

V.4, (1)(f) Diversification ’ oo ﬁ

Slngapore firms make FD 1nvestments in order also to
diversify the political, economic,‘and business risks.23
Adverse developments are unlikely to take ‘place siﬁulbaneéus—
‘;y in many different countries and, thus, while business in
one country (say Singapore) may be bad it may be much better

in another country so thaf the overall performance of the <

e

firm is protected from the swings in any one country's

political, economic and business environment. 26 , o

V 4.(11i) Modes of Foreign Investment of Slngapore
"Multinationals

-

Singapore multinationals generally prefer to be minority

partners in foreign joint Ventures, except in Malaysia where,

because of close historical ties, they have a substantial
. u

number of wholly-owned .subsidiaries. The relative importance

of minority joint ventures and other forms of indirect

4

investment is attributed to the risk averse approach of




-and joint "production.
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D)

Sifigapore firms, rather than a relative shortage of funds or

host country restricfions. Even where wholly-owned suﬁgidia—
ries are pgrmitted; aé in the free trade zone of SrilLanka,
Singapore firms have preferred minority joinL ventures.27
Indeed, the more unfamiliar the territory, -the more likely
the Singapore owned firm will engage in contractua% resource

transfers such as licensing and turnkey prgjects.zq

- [ 4 .
Unlike SriLanka, China has defined specific modes
includinmg processing and assembly, compensation trade, -
co—producthK and joint ventures.2? In .processing and

- ¢
assembly, the foreign 1investor -provides the production equip-
y /

ment, raw materials and intermediate inputs, and has the
responsibility of marketing the finished productsi The
Chinese carry out the-processinéland assembly® functions, and
the fees charged are pffset against the'installmené payments
for the capital equipment.39 In compensation trade, the
foreign investor providing the capital and technology, and is

paid in the form of finished products.3! Recent Singapore

investments in China Pave included not only minority joint

5

ventures but also technoldgy contracts, compensation trade,

-

32

Most home-grown Singapore multinationals are in indus-
- d . 5

tries with mature technologies. Afthough they have developed

some ownership-specific advantages, they have no intérna-

s tionalization advantages.’?® As a result, they have no strong

reason to set up wholly-owned foreign subsidiaries. Their - .

1
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“-investment mode is sWlaped primarily by locational factors.

Where locational advantages arise from geographical closeness

—

or histordical or ethnic ties, Singapore-owned firms have gone
¥

b

into joint .ventures,- though mostly on a minority:basis. But
where there are no locational advantages, firms with

ownership-specific advantages prefer contractual resource
- + ~

4
transfers. For example, Acma, a Singapore firm, decided on a

joint venture in Indonesia, but sold its technolqgy to

contracts in Pakistan and SriLanka as wgll.3“ s

, To sum upy in the last twd\decades Singapore firms have

35

expanded their international involvement. To a great

extent, the rise in foreign involvement by firms from

Singapore reflects the rapid economic deGelopmen;@QfR

Singapore. In Singapore where the ;omestic mérg;iL£; small

and many large firms are ia mature industries, the;diversifi—
S, .

cation and the need for nuayw parkets are key factors fo&

4
s

Eoreign involvement.

\
a >

Singapore is smaller investor in overall terms than
Brazil, but a much larger investor in'the manufacturing

industry. Most of its activity occurs in Malaysia, which has

close historical, commercial, and ethnic ties. ’

- -
¥ . -~
.

iy
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V.5. Multinational Firms from Latin American Countries

" One of- the most remarkable trends in the present stage
of development in Latin America is the emergence of a
widespread phenomeﬁon of in&erna?ionalization of local firms
actively engaged in direct investments abroad and in the

exports -of technology.l

.+

V.5.(i) Pattern and Trends of Latin American Foreign
Direct Investments (LAFDI)

o

‘ In Latin America, the different levels of development
am6£; countries coincide with their different positions and
roles’ with regard to the outflow and inflow of intraregional
Ffo Argentina, Brazil“and‘Megico are the most important

source countries of the region.'2 More than 90 percent of the

L4 -~

'Argentinian projects are located in other Latin American
L]

countries, and more th%p half of them are in manufacturing,
particularly Fhe metallurgical, machine tools, food and
autqmotive sectors. About'fifty firms, the majority in the
private. sector, appeared to be responsible’}or these
operations.3 However, differeﬁt sources indiéate that othdr
important investmehﬁs were carried out decades ago. Three of
the larger Argentinian éirms, the conglomerate Bunge-y Born,
the'textile company ‘Alparagatas', and the mettalurgical firm
Siam Di Tella, expanded ‘to Brazil and other Latin Amerdican
countries at the end of the last Century or during the first

w

decardes of the present century. The brésenb influence of
§



Argentinian firms is pamticularly eviéent in the ﬁéighbéd}ing
and small economies. of Uruguay and Paraguay," where'six of
the largest fifty firms, an?ktwo of the ten largest
companies, respectively, are Argentine subsidiaries.

Brazil is probably the most impressive case‘’of
aggressiye internationalization ok domestic firms in Latin
America. The eméggence of Brazilianienterprises in the world

% /

arena is°reflected in the appearance of eight of these

'gompanies among the 500 largest cohcerns outside the United

States listed in 1978 by ‘Forftune'. Despite the lack of
official information on investments abroad and the limits of

statistics of host countries (in nine Latin American
4

Countries the Brazilian foreign investments amounted to $60

million in 1978), there is clear evidence of. the importance

¢
!

and diversity of Brazilian involvement in projects abroad. 3

A salient feature of the Brazilian experience is the

2

entrance into the markets of developéd nations, such as the
United States; France and other European countries, ® and into

the African markets. In Nigeria, for example, some forty
P : : i

Brazilian cgmpanies are starting to aﬁsemble.a widé range of

-
.
[As .
.

consumér goods.’

R

In comparison with Argentina and other Latin American

[N

countries where f%reign investment has been largely made by
private cgmpanieg foilowing the market impulses, the
Brazilian performances seem tJ be closely linked to the role
of some pyblic corporations, such as the trading company
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- VINTERBRAS'; “the—oil-exploration company Braspetro (both . '

4
subsidiaries of the state oil corporation 'Petrobras') the
Banco de Brazil, and other major state corporations® such as

iron and steel concerns 'SIDEBRAS' and vale 1o Rio Doce
Company. INTERBRAS, exploiting the bargaining power result-
ing Erom the huge 0il imports of PERTOBRAS, and the Banco de

Y

Brazil with a network of fifty-one ageneies in foreign

-

countries serve as channels for promoting Brazilian businass
abroad. Thesc ventures include the sale of " technology and -

construction and consulting services to Latin American, Astian

and African countries®? . :

The registered stock of Mexican Eoreign 1nvestment 1in,
nlné Latin American countries amounted to U.S. $62 million 12
1978.1Y  However, a business organization revealed 1n 1976
that approximately thirty Mexjcan firms were engaged ;n moar
than f1fty projects in eight South Americdan countrias,
involving wholly owned subsidiaries and equity and- contrac-
tual joint ventures for the production of steel, petroloum, p
chemicals, paper, electronics, and constraction and enginoer-

11

ing services. Mexican companies arc also active in Contral

Y

america and the Caribbean, whera several larqge projeclts were

! :
launched or negotiated in recent years, ding a steel

mill and a pulp and paper project in Honduras, bauxite

projict 1n Jamaici, a fertilizer plant {n Costa R)ca, anl a
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“ Joint ventures with local partners or associates are the

. host frequént organizational formof—tLatin-American. Foreign_

- Direct Investment (LAFDI). Among -the 313 cases, around 65

‘percent have adopted such an arrangement? The percentage is

higher for the manufacturing sectors and lower«foﬂ’banking,

¢ building and trade.!2 The joint venture preference is -

corrbbﬁ%atéﬁnby the official country records.'3a Of the .

. Argentina firms that registered 1nvestments abroad in 1967-

‘

1976, 60 percent declared that they had local partners in the
host countries.!?® Nearly 80 percent of all companies with

.Latin American capital registered in Ecuador during 1974-1976

had local partners.!® !

Other nonequity forms of exporting technology are also

very common in the Latin American experience. Among contrac-

tual'forms, licensing agreements are frequently used by Latin
American rms for‘doing business abroad, but the most

significant development is the growing trend of exporting

.
'

—_ _ .consulting and engineering services and turnkey plants by
7/

° [

firms in Argentina, Brazil, and Mexico.!l?® .

;

V.E.2. Strategies and Motivations

Latin American corporations largely invest abroad for

( reasons not very different from those explaining the expan-

sion of firms of developed countries. The Latin Amer%%an
- ® evidence also seems to support the findings of L.T. Wells

with regard to strategies of developing countries investment
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16

in Southeast Asia. However, the following remarks suggest

Iy

that, motiyations are not exactly similar to those firms from
either developed or other develobiﬁg countrles.

s In a developing region like Latvin America, where
’ - ¥
changing political and egonomi¢ circumstances are 50 common,

o

with overnment shifting periodically from interventionist to
' L)
‘ .
conservative policies, and vice versa, i1t 1s obvious that one
of the basic motivations of local firms with regard to

foreign investments is "diversification of political risk". !’

0 .
“Foreign investment by Argentine firms during the most diffi-

cult period of the Peronist Government, by Chilean fifrms
during the Allende admini%tration,;and by Peruvian companies
during the first year of the 1968 revolution, althouqgh.

generally unreported by the home governments, explain, to a

great extent, the upsurge of L.AF.D.I. in other countries

< rd
N v

during the last decade.

International . operations arc often-conceived as a Juvice
for- circunventing domestic tax burd;ns, 1aboJr laws, and
foreign exchange restrictions. A well know Peruvian soft
drink company engineered an intricate network of compantes in
other Latin American countries that maintained control of

patents and trademarks; the main purpose was the accumulation

of foreign exchange holdingys. Howaver, as the oxperiance

18
of the.two Argentine drug firms in Qexico sbggast, there are
cases in which the decisinn to move abroad {s a ﬁormal
\debelopment of.the\figm's qrowth strateqgy. Thorao are also

cases of firms that hdve ecvnlved from small vantures with a

]

~
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narrow domestic market into internationallyfbrien£ed organiz-
ations with%a regional plan and a stratégy for international
complementa-tion.19 For example, 'Carvajal', a family owne%
:Eirm for Columbia specializing .in the manuﬁacturing of paper .

products and supplies, initiated a chain of investments in

other Latin American countries after becoming one of the

20

biggest firms In the sector.

However, business rationality is not the only motivation
for investing abroad in Latin America. Political considera-
tions other than the avoidance of political rise and macro-
.economic objectives are behind some joint ventufes involving
the state entegprise, or governments of different countries
themselves. For example, the projedE-of YPE, the national
0il company of Argentina, to build a pesticide plant_in the
.Bolivian 'altiaplano' seemed to be aimed at improving the
overall relétions uith the Andean country rather than
métivated by the rate of return of project.?}

i

V.5.(iii) Préservation of Export Market§

1

Much of LAFDI from the larger countFies of the region is
a reaction to the impdrt—substitution barriers imposed by the
smaller countries to protect their late industrializatian
efforts. ‘For many Latin American firmsﬁ_the markets of tpe
region have gained gre;t significangei. Higher tariffs_ané.
import fguotas established by less-advanced importing

countriks create a direct threat-to such exports.z In fact,

) $"--
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i

Latin American exporters began to mect circumstances very

similar to those which triggered the direct investment-of
. \ )
firms of industrialized countries in the region during the

first period of import substitution in Latin when America.

The cases studied by INTAL (Institute Eor Latin American K ~

Integration) revealed that most of the firms had.export '

’

experience in ‘the recipient countries before their decision

o

to invest in them.?22

In recent years, the growth of Latin American e§ports of
manufactures to industrialized countries and other Third

¢

Warld regions also has motivated the establishment ‘of firms
' {
in those markets which are threcatened by protectidnist

23

pressure. For example, Brazilian corporation, the conglo-

merate 'Copersttcar' took®over in 1977 the United States
Company 'Hiill Brot#Aers' and sprégé into Africa to assemble
semifinished Brazilian products.

Defensive” reasons are also behind cases of inVestﬁénts
in other countries when the risk of losing an export market
stems not from?measures of host nations, but on the conLrari,
Erom policies of the home government that gend to discourage
exports through, for instanée, an. overvalued exchange: rate or
the eliminatign of tax or financial incentives. The anti-
inflationary policify applied in recent years in countries
such «s Argentina have stimulated decisions to invest abroad

as the only way for preserving markets that have become

difficult to serve through exports,?"
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V.5.(iv) Penetration into New Markets

During the last decade, the high rates of growth of

?

certain countries of Latin America incited the interest of

many foreign firms - among them, companies of the other

»

countries of the region. The expansion of the economies of

Brazil, Venezuela, and Ecuador as well as the enlargement of

£
L g

domestic markets of the region thrpugh subregional measures,
such as in the Andean Group and the Central Ameriéan Commion
Market, explain some trends in int}aregiogéi FDI.25"‘

The act#ve search of investment opportqnities in other

countries also can be a response to recéssi?n in the home

market. Overcapacity and huge fixed costs buring the periods

of weak %scal demand led Argentina, Brazililan, and Mexican

engineering and construction firms to fight for big contracts

{

26
24

+

throughout Latin Ameriéan and other region

" In many cases, an important motivatign to move abroad is
the possibility of creating a stable flbw of exports of parts
and components for the production site of the recipient
countsy.27 The common ownership established between exporter
and importer ensures the external demand and alléws the '
enlargement of the production scale or the requqtion of the
idle capacity in home market.28

°Fina11y, the interest in new markets is sometimes the
outcome of a new trend in Latin American relations: the

search for suppliers of téchnology within the region.

Despite the historical orientation toward the market of
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productive resources in” developed countries, there is a

growing demand for the technical skills of other Latin

° z

American countries. For example, during 1978, a government

N 4
mission from Ecuador visited Argentina and other countries to
contact the local industries and offer them possibilities and

incentives for investing in Ecuador; it returned with several

projects in hand.?2? ’

V.5.(v) Raw-materials Exploitation

Several Latin American companies have moved abroad to
exploit raw materials for wh&ch the home country is 4&.net

importer. In so doing they try to stabilize the supply and

0

prices of raw materials.? Such were the reasons given by

.

the Argentina steel maker GRASSI ‘for obtaining governmeﬁt

2]

approval for setting up a plant in Brazil that would ensure
the supply of i;?n alloys threatened by the shortages of
manganese.reéerves in Argentina.?l

The most relevant cases belong to th% big state-owned
enterprises in the oil and mineral sectors. The great
dependence of Brazil on foreign oil éxplains the creation of
a subsi?iary of the state nil company 'PETROBRAS' -for under=-
taking exploration abroad, and its projection to several
Middle Eastern and African countries.3? 1In addition,” the
Brazilian state stecel enterprise SIDERBRAS has negotiated a’

joint venture with the government of Columbia to exploit coal

in that country as a way of gaining independence from thae

A
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U.S. soutces of such raw materials; and the public-sector oil

company YPE of Argentina obtained an important service
conéract for the exploration of oil in quador.33
These are, in addition, a few cases of priv?te firms
that enéagé in the exploitation of raw materials abroad to
supply the host countries. Cia, Migera, Buenavéntura, a
Perurian company, has equity shares in mining\projects in
~ 1

Venezuela, Ecuador, and other Latin American countries.3% 1~

L

Conclusion

Ll

The internationalization of Latin American fifms should
be viewed as a natural consequence‘of the process of indus-
trialization in the relatively small markets of the region
during the last decadés. Argentina, Brazil, and Mexico have.
the largest, most diversified ?xperience as home countries ~
and provide phe most interesting cases of corporations with

an 1nternational approach to their expansion sfrategies.

The main reasons for the overwhelming concentration of

flows of Latin American capital and technoiogy within the

region depend on the existence of importantkdevelopmépt gaps
between qhe different countries. Firms in the more-advanced
countriesbof the region have through the jears accumulated
industrial experience and have learned to ad;pt their techno-
logies to the locél conditions. Such adabted technqlogies

and productive know-how can be be transferred to less-

developed countries willing to produce the same products and .

\
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facing similar restrictions in terms of market sizes,
availabilihy and costs of Eéﬁtérs, and other local peculia}i-
ties. In most cases,\ there are no'local competitors in the

- 1
recipient countries, and the problem of finding a partner is
frequently resolved by the association with a host govefnment
development corporation.

The competitive zdvantage of Latin American firms vis a
vis MNCs from developed countries are generally related t:o.~
the lower cost of their projects stemming from their smaller
scale, lower overhead costs, lower automation or less expen-
sivg productién techniques, including the lower costs of
their manageéé and technicians. The participation of pdblic

enterprises as promoters and partners of Latin American joint '

ventures is another factor explaining the advantages over
. 7 .

. transnat:onal corporations. .

State particibation also plays ; key role’ when the 2
governments agree to use their control of their own marketsg
in order to ensure the minimum demand necessary for setting
up an efficient plant when the size of the only one market is
not sifficient. From the precéding analysis, some forecast
can be made about the future international projection .of.
Latin American firms. It sggms reasonable that the
increasing participation of more Latin American countries and
their E}rms in international operations will follow the

expansion of industrialization process and the export-

oriented strategies of the countries of the region, that the

” ‘;\ *



- 139 -

acﬁi&e presence of‘the privately owned and public sector
corporations in a number of industrial sectors wiil ensure
the effectiveness of factors and motivations to expand and to
look for §1ternative sources of capital and technology in

other Latin American countries, -that the existing gaps of

" development between the different countries will not dimihish

,

substantially in the next future; and therefore that the
advantages of complementation derived from the iq}erregional‘

joint ventures will persist.

Overall Conclusion to Chapter V.

In summary, this chapter has examined some prerminantQ\
features of Third World multinational enterprises in some
selected developing countries. ’

In terms‘of gnvéstment strategg, an additional charac- )
teristic of these MNCs involves the fact mhatpthey represent
a concentration of foreign investment in countries (ggogra-
phically close and culturally similar to their own) where
they have formed joint ventures with local and other

’investors, an overwh{i%?ng mode of foreign affiliateé. For
the most part, Ehe emphasis is on low cost, labour intensive,

Py - .
small scale operations using mostly intermediate level.

technology "to serve markets that would be considered too
sﬁéll or too hostile in some. cases for the MNCs of developed

countries.,




. —.140 - .

-
.
A} - \ ~
S

The discussion in this chapter also seem clear that a

significant nufiber of MNCs considered in this chapter are -
7 .
feeling the same pressure and urges to move into the inter- }

national arenas that MNCs from other TW and developed

4 Q

countries have experienced.

So far as the motives are,concerned, they can be multi-
faceted apd complex. %o; example, Hong Kong MNCs are .
influenced primarily by classic location cost variables: as
export-oriented firms facing intense co%petition from more
recent industrializing countries, they‘;BBk abroad to reduce
labodr costs, and to find more ample supply of labour.
Moreover, Hong Kong MNCs tend to be medium-sized rather than
large firms! The pressure of competition at home (often Erom
developed country MNCs)‘tends to squeeze them abroad. Inéian
and Latin American MNCs go abroad because of government
restrictions. Direct investment is thus one means of
eséading'the government constraints. So far as Korean-and
Singapore’MNCé are concerned the motivations for Korea's
overseas direct investment are basically defensive. The
Kofean MNCs invest abéoad to secure the overSeas source of
raw materials '‘to serve their home-based production complex
"and to serve overseas market for their industrial éxport.
Hong Kong MNCs are also influenced by production costs‘and
accessibility to developed country market (as affected by
tariff and quota regulatians)f Indiah:firms are more

concerned to serve domestic market8, so are more influenced

by import substituting policies in the host countries.

n -
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such firms have one or more common partners,
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(iv) where ©ne undertaking is owned by a body
. corporate and the other is owned by a firm,
one or more partners of the-firm -
(a) hold, directly or indirectly, not less
than fifty per cent of the shares,

(d) if one exercises control over the othey

if

whe'ther preference or equity of the body.

corporate, or
(b) exercise control,.directly or
’ indirectly, whether as director or
otherwise, over the body corporate,

(v) if one is owned by a body corporate and the other

is owned by a firm having bodies corporate as its

partners, if such bodies corporate are under the

same management within the meaning of the said
section 370, \ .

. (vi) if the wundertakings are owned or controlled by
the same person or group of persons,
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CHAPTER VI

THE CONTRIBUTION AND IMPACT OF TW MNCS
. ON HOST AND HOME COUNTRIES

Y

In this chapter an attempt will be made to assess the
contributions of the TW MNCs ' 'in the overall developmenE of
the host and home countries.

Development“i§ a mulﬁidimensionél procésé. It implies
more thad the mere production of goods and‘services. It also
invoives laying the foundations of a self-generating growth
that can satisfy the growing-géies and as%irations of the ¢
different -segments of a society. In order tO'dSSGSS the
relative codtripution of Third World firms, their overall n
impact on the economy, society and policy in the host and
home countries also should be taken into consideration, in

[

additipn to their economic output.

H

-

VI.l.(i) . Impact on Host nations: Some empirical evidengg

suggests that, as compared to multinationals from industrial-
ized states, Third Qprld MNCs are content with ; lowér equity
pargicipation in the FDI.} Fhis preference is not necos-
sarily the result of any altrGisth concern or benevolent
emphét@y on their part, but is Usually dictated by the

exigencies of the situation. As noted earlier, the capital

resources and technical”and managerial capabilities of these

A
s

o "

/.
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firms- are limited.? Thus, Third Werld firms often need

. . .
partners in host countries who can contribute capital, other

Y

resources and, whenever necessary, serve as agents/liaisons
; :

trialized "states, on the other hand, have shown a marked
preference in the past for total ownership or at least

B . , L] v 3 ()
majority ownershlp.“ This often arouses suspicion in the

minds of goverqment—authorities and political elites in the |

-

host TW country.b Some of them feel that foreign investment

contributes to their economic dependence by passing the

oqpekship of critical national productive ,resources into

foreign,hands.6 Thus, to the extent that Third World multi=
£
nationals accept lower equity participation, they help lessen

the degree of perceived political and economic dependence of

[

host countries, and at least partly fulfil the political,

aspirations of developing host countries in .their -search’ for

P o
7

dreater ownership their produc¢tive resources. ; .
et !
In-addition, the ‘opemating technologies that are trans-—
ferred by Third World multinationals are generally better

suited to_the conditions of developing states, Some of the

ll8

technology can be characterized as "appropriaté"” in as much

¥

~as it is labor-intensive and can-efficiently use locally

available socio~-inputs. This, by itself can be regarded as a
¥ . ‘ . L

significant contribution by Third World multinationals to the

development aspirations of their host st§te§. Moreover,'the

terms of technology transfer by Third World MNCs are often -

brokers with local authorities.3. Multinationals from indus—




()

> - 156 -

, more favourable to ‘host countries, than those dictated by

<« -

firms from industrialized states firms. One study of Indian
joint ventures indicated that there were no restrictive

clauses in their aggéements about technology, supply of spare

2t

parts or experts.? .

_ More: importantly, the very presence of Third World MNCs J s

improves the bargainihg strength of developing host states.
s

. The existence of these alternative sources of technologies

and capital has "enabled host countries to secure;betteré//’
S

terms from the developed worid". In a way, these ventur

o

can be "said to represent a countervailing force without

implying any idea of confrontation vis-3-vis developed 3

countries",1¢
1Y

3

Qﬁ the other hand, Third World MNCs can cause disadvan-

° g M . .
tages as well as advantages to their hosts. Some concern has

been expresséd that Third World MNCs are not likely to

o

provide a continuous flow of upgraded technoloies to their

4

. .
subsidiaries and joint ventures,ll because they lack the

°

research and development facilities of multinationals from

industrialized states,* However, certain larqge foreign enter-

. prises from some developiﬁg states have been making signifi-

)

[}
cant progress toward the. acquisition of new technologies.12

Moreover, these enterprises are{likely to continue to procure
certain kinds of technolégies from industsialized states to

t

survive in the market. Therefore, a good proportion of Third

World MNCs are soo likely to-be in a position to upgrgde\

IS o 4 - .
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their technologies in oversgas ventures. !3

k]
6

Furthermore; there is a possibility that the process of

employing nationals in management and technical positigns

might be slower in Third World multinational firms. Develop-

ing statqg insist that nationals of the host country should,

as far as possible, occupy all technical and man%gerhal

positions, but most of these firms have yet to dewvelop a

<

sophisticated system for transferring management skills, and

.

rely heavily on their expatriate staff to maintain control

3

over their subsidiaries and joint ventures. " Thus, develop-
ing countries might be at a disadvantage in hosting Third
World 1nvestments. ?hié situation is likely to change in the
future, however, as these firms accumulate overseas expe-
rience, as competition increases, dand as host countries begin
to exert greater pressure on them. .
Closely related to this issue is the growth of local
entrépfengurship in developing host countries. éxperience
shows that local businessmen assume entrepreneurial roles in
those industries that do not require sophisticaéed operating
technologies or high technical and managerial skillsrin the

15

early stages of development. They thus go to the indus-

+

tries that have mature technologies and an effective demand
in their country. Even 1in these areas, however, they need .
protection from foreign firms.!® Problems arise because the

considerable investment made by Third World firms is precisé—

ly in those aneas in which local businessmen could assume




3

4
A3

X
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 entrepreneurial roles, given the necessary protection and
assistance by their government. For example, many firms have
been éétive in textile, garmént, shoemaking, utensil, sugar,
soap, cement, and similar industries; therefore, there is a
real possibility that Third Wénld invéstments in such indus-

tries might discourage the budéing entrepreneurs who find

themselves unable to compete with foreign firms.t’

{

Many of -the general effects of Third World multina-

-~

tionals on the development process are likely to be similar

to those of multinationals from industrialized nations. 'That
a firm comes from a less developed country should not make

much difference to its effects on the economy or the society.

1

Thus, all the advantages and disadvantages associated with

direct foreign investment generally accrue to developing-host
countrie?.18

o e
t

. . . \ . . N
VI.l.(ii) Impact on Home Nations: -One principal advantage

desired by some home‘céuntries is increased foreign
exchange.19 The increase-éf foreign exchange may sound -
paradoxical, since dinéct‘investment by definition implies
tﬁe movement of capital from home to host countries. How-

gveér, in reality the situation is far from simple. The
. - w .

b4

experience of American and European firms indicates that

their actual investments are often much lower than their book

values suggest and they are in a position to transfer of £

Vo

‘considerable amounts in the form of profits, fees, and prices

/



~

.

for raw materials.2?

In the case of developing states,.
several ofher considerations make ig likely that the home
countries get a'reasoné?le foreign exchangé return on these
investments.?! First, the equity shares of these companies
are either wholly or partly subscribed through the supply of °
machiﬁery, eéuipment, and other services. Home governments
generally encourage their entrepreneurs to subscribe their
equity share; in kind rather than sh. 22 It is reasonable to

2z

assumé that without overseas direct investments, they would
not have been able to sell tgeir machinery and services.
Second, as suggested earlier, some firms have est@biished
overseas subsidiaries or joint ventures only when they
perceived a threat to their markets in the host countrym.
Thus, foreign direct investment represents an attempt to
protgct prortg as much as possible. Third, many firms from
de;eioping‘countries have invested in the Third World:in
order to export to industriélized states (e.g. Hong Kong
textile Anvestments in the Philippines to export to the
United Stateé or in Mauritius’to meet the European demand).
Finally, as men£ioned earlier, Ehése firms have even under-—
taken iévestments iﬂ industrilajzed states ito build up an
infrastructure that can faéilitate the eiportrﬁf goods from
home countries.?3

The‘foreign earnings of most of the home countries are
very encouraging. The majority of SOuth'Korean firms that

* have established overseas manufacturing operations expect a-

'
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15% or higher rate of return on their ‘investments which they
hope to send back to Korea.2?% Taiwanése and Hong Kong firms

z.

have also been making reasonable profits, 2°

although the
percentage of thesejprofits that are reinvested in host ¢

26 Foreign

countries rather than returned home is not known.
exchange earnings and other incidental advantages for Indian
firms are quite encouraging too. UQ to 1980 Indian joint
ventu;éy spurred an initial export of capital equipmen& worth

Rs. 256 million which, because it was capitalized, had no

o

direct impact on balance of payments.27 During the period of
1978-80, foreign exchange earnings through dividend trans-
fers?® and other means of repatriations (fee for Eechnical
know~how, engingering services, management, consultancy,
etc.) have also gone up considerably so that, on a flow
basis, joint ventures in the years 1978-80 were yielding
foreign egéhange to India averaging as much‘as twelve times
the initial capitalized value of exported machinery and
pquipment.29 On a cumulative basis, for the period ending in
‘March 1981 the balance of payments effects of Indian FDI
resulted in a ratio of 1%45.3%9 1t is somewhat higher in the
case of .new joint véntureé étill in the implementation

stages, indicating that the total foreign exchange earnings

per unit of investment are likely to increase when these

T

joint ventures also start remitting dividends.3!

2

13
Another objective of foreign investment of TW countries

is to gain access to natural resources. It is perhaps too
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‘early to ewvaluate their efforts, but at this point the future

'

of suech endeavours is not ~ery clear. To what extent host

nations. will permit control over their natural resources by
f ' ra
Third World firms remains questionable.321

There are other benefits to the home country as well.

The impetus that direct foreign investment can give to the

K}

economy of the home ,country cannot be totally ignored. 1In

\ somejcases FDI helps to utilize idle industrial capacity.

fndian efforts at foreign¥ investment started in the wake of
sagging domestic demand for capital goods.§3 In other cases,
a country can gain access to new technologies and skills.®"
’
Some states have also reaped some’égzzkical benefits from
? e

their foreign investments. For example, Taiwanese national
authorities and entrepreneurs see their foreigndirect\invegt-

/

ment as one way of strengthening their political and econonic

ties with other countries. Several Korean firms claim that

their investment led to the establishment of diplomatic -

)

relations or strengthening of ties between Korea and host

countries.3% - /ﬂ>
T ’ )

* The main cost to the home country is the migration of

.

its scarce capital, at least during the initidl stages. This
L
can be, a serious consdderation of developing states and

explains the general lack of enthusiasm of many Third‘Wprld

countries for the multinationalization of their firms. The

- Indian government, ‘for example,. had been very reluctant in

the past to permit overseas girect*investment‘bonndian.

Y-

°
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firms, as it fearea that it would be a drain ' on the limited
/‘_'

capital resources of the country. Qverall, Iplyd World

direct foreign investments is by no means an unmixed blessing

for home .and host goverpnments. Its developmental effects are

bound to differ across countries and industrles.36

VI.2. éovernment Policies

VI.2.(i) Host Government's Policies: Few host governments

have definite policies either to discourage or to encourage
foreign investment from other developing countries.
Mauritius has courted Hong Kong firms with access to export
markets, for example, but ‘the only clear differentiation in
t;eatqggt between developing éountry andaother investors that
is, found in Egypt. Egypt distinguishes between foreign and
Arab investors allowing the latter to invest in certain,
industries closed to other foreign investors., In spite of
official bo;icies, to the‘contrari, in practice, many:
developing couhtple; discriminate against investors from
neighbouring lands.3’

In a number of countries, the aiscrimination is.a
result of ethnic bias. In some Southeast Asian coﬁntries,
where residen£~Chinese~minorities are only tolerated, Chinése
investors from Taiqu and Hong Kong are not the preferred
choice of foreign-investment authorities. Similarly, there
may Be fgeling against Indian investqps in countries that

: : ) _ . )
have.unpopular Indian minorities.3® . '

¢

d



In many countries, there is bias against investors from
developing countriés bécause of the behavior éf bureéucrats.
The civil servant who fears that he must justify his decision
in future is more, likely to prefer a well-known firm from an

industrialized country to an unknown country from another

poor country.3?

Other aspects of government policy serve to discourage’

investment from developing countries. Perhaps primary among

b4

these is the long approval process required by some host

countries. The large investor i8 usually better equipped to

spend the ﬁanagement time\required to work a proposal through

a costly, approval process than is the small investor."“?

Moreover, the developing-country investor's advantage in
small scale, l%bor-intensive‘technologies is eroded~byrthe
many policie% thét favor large scale, capital infengive manu-
facture in the Third World, These include tax fnééntives

based on size of investmernt, financial institutions that

prefer to lend against fixed assets.‘reétriptions on“imporgs

of second-hand gquipment, prices of labour and machinery
tilted against the use of labour and labour laws that turn
labour into fixed cost.*! L ) ' “

1

ments of Third World countries. ‘It has been reharkeq,"that
Third World multinationals are getting a considerably warmer

welcome from host country governments than is accorded

investors from the developed counpries.*‘ This greater

'
. “ g . R

But this said attitude is changing amongst the govern- .
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cordiality presumably lays the groundwork for a congenial and
productive working relationship between TW MNC affiliates and
their respective host governments, as opposed to the conten-
tious relationship that 5ften exists between First World MNCs
énd the government of the countries in which they are
operating.“?

L

The expectation that there will be an easier rapport

*

between TW MNCs and host governments seems to be based, to a
large extent, upon the notion of economic and cultural
kinship assumed to exist between parties who share a common
Third World background.'®™ This expectation may also be

linked, however, to some of the organizational features of

the TW MNCs (that were noted previously) such as their

-

penéhant fér involvement with local investors. The local
market orientation of their affiliates is thought to be
\

conducive to favourablé relationships with host governments:

they provide for beneficial participation by local nationals .

"in the activities of the TW MNC affiliates while lessening

the aura of joreigﬁ control that surrounds the more tightly
integrated and outwardalooking affiliates of First World

’

MNCE.;' ‘

;Further support for the propositioh that host govern-
menés will.be favorably disposed toward the TWMNCs comes froml
a version of the appropriate—-technology concept. The argu-

ment here is that the technology transferred by the TWMNCs

may be less sophisticated than that which mmitinatyonals from
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the developed countries would introdhce and thus is more
likely to fit the actual circumstance; and needs of the
recipient economy and to be provided as a substantially lower
cost. Thé'main advantages offered to the host country cofes
from the greater employment opportunities afforded by Eﬁé
labour-intensive techniques of the TW MNC affiliates and the
reduction or elimination of the foreign exchange burden

rassociated with continuing royalty payments for more advanced

technology. ™"

vi.2.(ii) Home Government Policies
Attitudes of home government\have been almost as -
diverse as those of host governments. , Some countries, such

-

as Mexico apd Hong Kong, require no approvak/for their firms
"to invest abroad, while otherslrgquire potenéial investors to )
obtain permits, and some lay down féﬁrly explicit rules. The

- 2 . s
Indian government has instituted a formal approval process

/  Each project. is approved

for outgoing investment.®
separatelylby thelgovernment ofaIﬁdia for Indian MNCs. As a
hosﬁt India has been rather critical of the role of multi-
nationals-frbm developed countries in her own economic
developments, and, intr;duced harsh restrictfbns on their \
operations through Foreign Exchange Regulation Act (EERA) fn.
19?3 leading to withdrawal of firms such as.Coca-Cola and
IBM.*® Each project is approved separateyy by the Indian

govefnment. In the findl analysis,'the focus of most home
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.
governﬁenté appears to beéon any expokts Fhat an outward ¢
investment might generate from the home country or éccess to
raw materials needed at home. Taiwanese regulations, for
example, skage that. outward investments must meet one of the
following requirements:“9 5 %
- promote the sales of domestic products;
- Aake available raw materials required by domestic
industries; |
- expand the market for the products of the investor
whose domestic plant has excess capacity;’
-~ be conducive to the export of technical know-how that
may‘increase foreign exchange earnings; or.
'~ promote international economic co-operation.
Although Latin American governments pary in the:

/
scrutiny they give proposals, most South American countries

require approval of investment through their exchange control

bRV

. &
procedures, Peru not only requires approval of outgoing

investments through the same institution that is r;sponsible
fqQr incoming investments, but requiges permits for the export
of used machinery from the country.®! Brazil, like many
othegocountries, seems to allow only projects thgi support
exports or that hold the promise of pfoviding;raw mate-

v

rials.>“

@

Once a home country gerrnment_grants approval, it may
: o

—

N T . ; . .
even grant incentives to their investors. Typical incentivtes

N
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{exemption from home taxes and the provision of

4 - . "
guarantees for losses associated with the export of machinery

include

4

manufactured at home.sd
The economic case for foreign. manufacturing investment

from the home country's point of view is a mixed one. The
'biggest costs, according to.the governments, are the foreign
exchange outflows at the beginniﬁg of an investment. Some
countriesDaISQ fear that overseas subsidiaries ‘open potential
leaks in the e;change control systems: with a base outsi?e
the country, a firm can find various ways of evading exchange
controls at home. Although ihvestmen£ initially means, in
most cases, éﬁ outflow oé foreign exchange from the home
counkry, ovegseas activities should eventually earn exchaﬁge
in‘the form of dividen@s and fees. They may generate exports

~

in the form of materials ané complementary products that
would not otherwise have been sold.>" ‘ '

| Foreign investment requires the export of managerial
)ans technical personnel as well as foreign exchange. SJE&
personnel may present an opportunity cost at homel On the
other hand, ‘some of the ipterviews,have~suppor£e5 the claim

‘ . ~ .
‘that the opportunity cost is low i? family-held firms.
Managers sent overseas hay be undgremploy;d at hqme, and this
foreign experience ma} provide them‘WitH general management

traiﬁing that. has a long-run benefit for the heme country. -

~ The \gxport of machinery is usually of little worry to home

goverZments; when the investment consists of locally made_“

[
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machinery or second-hand eqﬁipment,-that mgchipéky has, in
many cases, little opportunity cost for the home countty.
There mag be.no domestic use for it,‘ahd given the poorly
developed markets for new machihery from developing countries

and for used eqdipment of all types, it might not be exported

o

in the absence of investment.2®

¢

,Home governments fear that foreign investment will
displace exports of final goods, but reasons of motivations

for 1nvestment suggest that investment is undertaken

Pl .
k]

primarily when exports are threatened. Many of the exports
would probably disappear regardless of whether the investment

is undertaken,?2®

For home countries, the political issues concerning
foreign investment are complexl Some countries, such s, v
Ingia, aré likely to be concerned that it will unduly -
strengthen the largestzenterprises in. the country, those ‘that
Jatter in antitrust policy. Relations with neighbouring

. L ~ . . i
countries can be improved or weakened by foreign investment.

When' the home country is viewed as a dominant po%gtical

power, or its natipnéls have:become'successfuf immiéraﬁts
abroad, the effects might wéil be negative. On the other
hand, investments might be seen by neighbours as useful ways
to loosen their dependence on more powé;ful countries of the
Nérth. The results are likely to be quite different from"
country to -country.>? , \

Given the importance of .constraints of foreign exchénge

and skilled managers to developing countries, most govern~

[ i



) ’ : ' - 169 -

I3
o

meptseaill probébly contiﬁug,to screen proposed foreign
investments, approving'ohly those that promise quick payoffs
'in the- form™of exports. :There are strong hints, h?wever, -
that mény firms will find a way to invest abroad with or
wi}hout approval at homg.58 Lately, Third World govefnments
are*fréquently encouraging and directly suppgrting the
ﬁoreign—direct investment ventures of the TW MNCs bgged in
their countries. This is because the governments of TW
countries are recognizing that direct investmernt is the only

feasible way for their MNCs to secure profitable foreign

markets., Also, the lure for national prestige that might be °

- - 4
fulfilled through the worldwide expansion of industrial

empires based in and identified with particular countries. >’

While it is impoftant to keep in mind the tentative and

" conjectural nature of the views of TW MNC host government

L3
relations that have been examined above, they nevertheless

form an intriguing image of expansionist business enterprises
joined in an informal triple alliance wich their own gpvern-

ments and the governments of the countries in which their

-

foreign affiliates are located./ SucH an unprecedented

L3

alliance certainly could overcome many of the political
/

7 . - . :
obstacles and problems that multinational corporations /
o /’
. S
historically have encountered in their efforts to conduct/

' -

global operations. ) ) -
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VI.2;(iii) TW MNCs and Internat{onal Institutions

Although govenqments of developlng countries have mixed

i

attitudes_ towards foreign 1nvestments by their flrmgd/pertaln

1nternatlona1 organizations, unequ1vocally support

60

“developing—cquﬁ%ry joint ventures" . This support derives’

@

from several charactetlstlcs of Third World multlnatlonals.

The Internatlonal L;bour Offlce, for 1nstance, is espec1alLy
1nte5ested in the possibilities of job}creation’tﬁat are
associated with the kiﬁaé of‘technology transfer;eﬁ by the
firms.®! The U.N.'ordéniiations are°mo§t interested in the

role that such firms can play in developing self-reliance

among th countries of the South and are very concerned with

]

what- they sée as the degeﬂgengy of the develoéing countrie§
on the rich Noé;hwfor technelogy reduir%d for development.
As an example oflSouth-South Cooperat%on, Thirq World muléiﬁl
nationalé'brovide ;»viable model for other coo?erative

efforts that hold out promise of economic and political
benefits for the developing nations. 62 y

» Regional organizations see contributio;s‘that d;ve}op—
ing country firms can make to economic andjpolitical_integraﬂ

~ °

tion w1th1n their reglons and mqre obv1ous benefits from

a

approprlate technology and approprlate products. In the hope

°

of‘encouraglng investments within their~regions, some groups
have taken concrete steps. The Andean group has’® adopted

spécial provisions to ensdurage the development of regional,

N

enterprises.°3 SELA&, the Latin American Economic Syétem

‘
/ . ° & @

. -
! \
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. - . i
founded in 1975, and the Central émerican Common Market have.

both indicated similar interests in regional firms. INTAL:
. A
(Institute para la Integracio de América Latina) has Iong

promoted the idea of "joint enterprises" in Latin America

because they -~are thouéht to. encourage integration among the

2

3 ' : b4
area’s economiles.

In their deliberations, policy makers in some Hevelop—)

»
ment organizations, and in the regjonal drganizat%gns, have
" [ LY r _ Pl ’,

T

coneeived of a rather special kind of projéct for regional
investment. This idealized concept is of a newly created

enterprise that is jointly owned by nationals of different

countries but not the "subsidiary" of any one parent, 83

) o . -
Consistent with this concept, the model ~suggested by some

international organizations does not place emphasis on the

flow of technology from an existing enterprise to a new one,

A}
8

its subsidiary.%®, . ‘ — - <

Most of these joint projects are the creation of two or

-

more governments, and are for infrastructure, particularly

power generation and navigation projects, such as those /(//

—

undertaken by Paraguay and Argentina, and Paraguay and

Brazil. . Such projects have been established in Latin

America,67 as well as in ASEAN coung>ies, and ‘in Africa.

The Mercﬁ%nt Fleet Grancolombiana S.A. illustrates one

kKind of jdint pfoject desired by the regional organizations.

Started in 1946 for shipping, it involved the National

Federation of Colombian Coffee Growers, the National Develop-

-

A -

.




¢-3

.ment finance institution; and DSM-Stamicarbon N.V., a

-%172 .4 ~

yan
ment Bank of Ecuador, the National Sailing Company of

Columbia, and the Agriculture and Cattle Bank of Venezuela, '

allcspate-owned entities.®8 The resulting Colombia-based

D

merchant fleet was to provide a regional fleet for primary

exports. The history has been checkered, with Venezuela

w

wfthdrawing in 1953, profits have been repogFed for only a
few years, and only a few regional projécts have been for

manufacturing. In such cases, the technology has generally

come from a firm based in an industrialized co'untry.69
i . bl

Monomeros, &other example of this type of venture is

£
an enterprise established in Colombia by Institute Vénezolano

I'd

de Petroguimica (IVP), a Venezuelan state-owned enterprise;é?f

“Ecopetrol, a Colombian state firm; IFI, a Colombian develop

.
bolombian subsidiary of A,Dutch state enterprise.70 The
venture was started to use, IVP's émmonia, Dutch technology,
and Coflombian labour to éroduce fertilizer énd an esséntia}
ingredient in the manufacture of nylon.71 $
In Afriﬁa, there have‘beén proposals for similar multi-
nationals ventures without a clear parent—subgidiary
relationsﬁip. For example, Nigeria and Benin have discussed

a joint cement project and plans--for acqyiring technology

from Europe. The original plans for Ciments de‘de'l Afrique _

de'l Ouest (CIMAO), another proposed -venture involving »

' A -
primarily governments, was to include a cement plant and

clinker plant in Togo. In another study undertaken through

[}

)
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UNCTAD/UNDP, 25 possible projects have been identified that

£
could be established as joined ventures by TW countries.

These carefully 1dent1f1ed pro;ects can’ give a tremendous
boost to agrlcultural productlon and lessen the dependence of
developing states on industrialized countries for their
Ll . 3 ’ééu
supply of fertilizers.”? ,

A second study that focussed on the rubber industry has
dlso suggested that joint ventures among natural -rubber-
producing countries, both at private and public sector

levels, would pave the way for more efficient utilization of
rubber resnurées and growth of rubber related industries.’?
Still another invesﬁigation also stressed the possible

« {

contribution of Third World multinationals to the paper
industry.’" In. almost every sector of ‘economy (extractive}

v

agricultu;al; manufacturing, transport and service), there
. ?

remain unlimited opportunities, for Third World multina-

tionals. . . s . .

\

International organizations, nevertneless, probably e

have a significant role to play in the development of enterf
prises of the type tnat are more common. In'several'caées,
thethgve provided the initial information that. led to
investment. The International Finance Corporation‘brought .
inéestment opportunities to the attention ofssome of the
firms mentioned and has put up its money to hefb some

projects.75 The reports and political pressures from inter-

ngFional organizations can encourage .governments to remove

l
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‘their projects to minimise problems.
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some of the barriers to the establishment of forei

\

subsidiaries by flrms from developlng countrles, ey can

. also &ssist new investors in learnlng from the experlence of

firms that have already invested abroad. INTAL, for example,
has had iawyers.examine the legal problems encountered by

Latin American firms that invest in other countries id the

region and has recommended changes in national legislation as

a result. 'Further, it has provided details to prospective

investors about the ways existing investors have structured

¥ o

s,76

-
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[ ¢ ‘ CHAPTER VII

~

i

THIRD WOﬁD MULTINATIONALS AS INSTRpMENT OoF
ECONOMIC CO QPERATION AND SOUTH —-SOUTH TRADE

.

In phe past thirty years, parallel to the evolution of
the North-South dialogue, a deliberate process has emerged to
strengthen economic relations among developing countries. }t
represenéegﬁstages of a single historical p{ocess, consisting
of afgbve@ent toward‘subregional and regional economic
integration among developing countries and later toward %he
translation ;f political aspirations for interregional co-
operation into concrete economic action programmes. Today,
economi; cooperation amoné deveioping countries (ECDC), at
éubregiona}, regional and also at interregional and global

' levels, constitutes a cornerstone in development strategies.!

Recognition and support ha&e been receivéd within the frame:'
work of éhe United Natioﬂs, the, Group of 77, and the Non-
Aligned Movemen&. Three notable globalwprogrammes for the,
‘implementation of ﬁeasures of ECDC have resulted: The Mexico
City Programme (1976), the Arusha Plan (1979) and the Caracas
Programme, of Action (1981).2 ) '
The impact’ of tﬁe world economic crisis on the devekép-
ment process of the South and the severe balance of payment -
problems faced by developing countries have in more recent

years, posed new obstiacles to the efforts of cooperation and

'L' : integration among developing countries. The role of South- ‘
b

e
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. - ‘
South cooperation i? any'ftkategy oriented towards the long~
run revival and strengthening -of ﬁhe international economy
remaips, theQer, undisputed; economic cooperation and'
integration among developing countries appear asanhdamental
tools for the development process of the South. South=South
cooperatién cqpnot be limited to trade liberalization
measures.® It must also include more direct méasures go
stimulate, through deliberate means of economic cooperation,
both production in developing countries and’ South-South
trade. It must also‘include_joint efforts in regional,
industrial and agrticultural production, the promoéion of

. o

joint investment and greater flows of commercial loans and
'equi;y capita} between the countries of the South,-a certain
degree' of monetary cooperation, South-South transfer of
technology ,on equitable terms and the laying down:of apprb—'
priate trade and physical infrastructures."

This chapfer aséesses'lhe rolé and potential of Third
World multinationals and joint ventures in stimulating thé
South—Sodth cooperatign and trade amony the Third World
countries. Howe&er} before discussing South-South ‘trade, a
brief account should be given of (the idea of "collective’
self-reliance"® among-Third World countries.

From the beginning, "self-reliance" through a bargéin—
ing process'has been ,the 'réison d'étre' of the Group of 77.

In fact the desire to strengthen the "joint negotiation

capacity"'of the TW countries vis-3-vis the developed
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counéiies of both East and West waé\tﬁé motivating force . 5
béhind the formatioﬁ of the-Group of 77. However, over the
Years, the objective oﬁ self—reiiance through bargéining,’in
Ehe NbrthéSogth”context, h;s been supplemented by the cdncept
of collective self-reliance through economic cooperatioﬁ
among'the developing couhtr%es themselves. The various
conferences held qndlthe'numerous permanent working groups
set up within the Group of 77 reflect this change. The full
iqtegration of this newyconcept appréach was initiated’ by tﬁe
Arusha-Programme fo; Collective Self-Reliénce,ana‘Framework
for Negotiations (1979).° o :

The programme/of South-South cooperaﬁion‘Qas further\ -
" elaborated at the Caracas Cbnference held@ in April 1981.7 (
Its report identified seven sectors. Whiie no specific
prioripy was assigned to any of these sectors, pdrts of the

programme dealing with such issues as finance, 'transfer of

technology and trade were considerably more detailed and

specific than those dealing with other sectors such

and agriculture, energy, raw materials and imdustrializa

tion.®8 :

The Arusha Programme, suppiémented by the one drawn ué
at Caracas had two objectives - to bring about changes in the
eQisting international framework by promoting economic
cooperation (ECDC) and technical cooperation among developing
?buntries (TCDC), and at the same time to restructure the

world economy. It recognized that although South-South

‘
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o

cooperation had great potential, it could not be a substitute

for North South negotlatlons. In«other words.aithough the-
regional approach among the TW CQuntrles held great promise,
it was no alternative for North- South negotlat:ons. It was
just a stepping stone to peaceful and equ1tab1; sharlng in

As regards the objeétive of - restructuring the world

.oy

‘econodmy:, no progress was made. There is'né indication that

:

s ..
© As regards the other objective, namely that of

countries of the North, and improve their bargaining power.

North-South negotiationé will be renewed in the foreseeable

future. UNCTAD VI (Belgradg\,June 1983) also failed to
10 .

@

provide any push in that directiion.
o 3
. / . . ° - » : o -
promoting South-8outh cooperation, it was wviewed not only. as
a means of reshaping the division of labour between nations, ,
Y 1 1 ' °

but also as a part of thé iﬁduStrialization’strategy.

»Now,lcoming to the subject of South-Sduth trade, it is

-of course true that an expansion of trade would rdduce the

age-old dependence of countries from the Séuth upon .the rich
12

It would also however, help overcoﬁe the size limitations, of

their domestic markets, help exploit complementary resources

P o
‘

through régional specialization, reduce exposure to risks or

- B s

cyclical fluctuations and, in the long\run; foster indigenous

_ technological development. There can be little doubt that

all this lies within the 'realm of possibility. However, any

plan to extend South-South cobperation is bound to come up

AF
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against, in practice, enormous difficulties¢ Hence, at the v
regional and interregional level, the promotion of trade

should be attempted after the necessary preparationg have

been’ made. An attempt should be made at seeking a redeploy-

-

. . ment of industries so as to make them_complementary. The

necessary infrastructure, including transportation and”commu-
nication links, needs to be established.!?
Industridlizatibn is a major goal of development

planning ih most developing countries, although the emphasis,

. of course, varies from country to country. In the early

ékageg} any strategy of industrialization generates demands
fsr raw maéerials, intermediate inputs, and ;apital goods. 14
While most -fFaw maﬁerials can be procured in the developing
world, (a condition which should be conclusive to South-South
trade), the ahility of the South to meet its own démands{ﬁor‘
immediate and capital ggods is limited. It is nép as if .
producti&n abilities or capacities are.non-e{istent in. the
South. Manyf.developing countgies manufacture intermediate or
capital goods, ;hiie sgm? coqntries, such as Argentina,
Brézil and India, even éxport them. !5 It is impertant,
however, to  build up a proper infrastructure in orger‘}o\
promote the possibilities of South-South trade. As for the

£

Latin Americans, who have learned this principle the hard

‘way, it is cgheaper to 'ship' their goods 2 borts in *North

America and Western Europe than to their own ports or 'those

of neighbouring countries. Efforts are being made by various

—
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UN agencies, however, to promote programmes and projects for =
. 5 4

the joint development of economic activities, including

technology transfer, and to stimulate mutual trade.l!® :

. Multinational corporations and joint ventures of TW

countries are seen ag one' of the many important-instruments
1 N

A4
0]

for restructuring internaﬁional economic relations and for

improving the position of the TW countries in world trade,
industry and transport.l’

¥ . .
the Third World countries would

>

Through TW MNCs,

7

—.achieve the following important goals: - B o~ %ﬁ

o

»

——.a) . exploitation-of their economic complementarity
potential and elimination of unnecessary middlemen;

b) development of their economic interlinkages %nd of

pooling resources of developing countries;

. c) taking qgvantage of economies of scale;
d) imgrovement of thelr bargaining power Qis—a—vis the
S .

. developed countries or translation enterprises ’
(TNBS);‘ '

q

e) establishment of mutual gconomic cooperation on the -

principles of the new international economic order.

In light of these-goals TW MNCs can be described as

'y
’

folléws:
. a) institutional vehicles for the achievement of the
-economic and social goals of the individual coun-
. ' tries and }egions, or,thé developing countries in
genéral by .combining and pooling théir resourcesj
€
e
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b) vehieles for promdoting ECDC by creating impulses

for economic copperation among developing countries

by creating opportunities ﬁor forward and backward

linkagés with already establishéd ventures.l®

Organizations such as ASEAN, OAPEC and the Andean Group

have amassed important experience in the field while a number

of other organizatlons (includlng-SADCC CARICOM, SELA) have

-

. re ently completed the elaborations of legal and financ1al

mechanisms. for the promotion of MNCﬁ and joint ventures.
Outside the framework of regional and subregional cooperation
- and more speciﬁically atthe bilateral level - these enter~

¥
prises are emerging as important vehicles in the trade.and

.economic relations among third world countries. This is .

particularly true for.the.newly industrialized TW countries
aﬁd some surplus-capital oil-exporting countries. Many'of
these entetprises involvo interregional. participation, are
owned by tne private sector, and are engaged'in food andﬁ
agricultpral sectors as well as industry.!l®

Most TW country investors have limited financial
tosoufces. While capital goods produgers in oeveloped
¢gountries generally pa&e at their disposal mechanisms for
financing éhe purchase of such goods, and for servicing and
maintaining them, especially in the foreign markets, such
mechanisms rarely exist in-developing cguntrles.' This does
not 1mo1y that such 1nstruments cannot be'created. There-

L Cr \

fore, the TW countrles, by’ pooling their 1rm1ted resources

>
Al
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-many different countries.

1’. Y ‘7""‘”"‘
through the establlshment of»MNCs,rcould engage in activities

— \

which would not be economically feasible for each individual

partnér or country.20 Thus, these‘}W_MNCs and their joint’
ventures would also seem to be idgal &eans of financing,
maintaining and gervicing such indﬁst(iés and they would ‘also
be able to share their managerial capabilities and skilled
1ab%ur; all of which are ‘unlikely to be insufficient supply
to any individual nationalfproduce,r.21 Only, by drawing upon_
skilled 1labour, manégemeht and expertise from those TW coun-
tries'capable of prov;ding them, and cheap labour from other
TW countries, and finagcing from petroleum exporting |
copnfries Qr cguntfies ekpbrting other primary products,- can
all the necessar; ingfédiepté for the support for capital
goods industries in the South.be developed.?22 | .
“Then, consideration must be given to the egtremely
impgrEant problem of achieving speciélizat@on, long produc-

tion runs and adherence to an agreement affording domestic

enterprise status to multinational joint ventures. b Special-

ization in production requires coordination among different .

[ S

producers, and what is more difficult for the TW countries as

\
.

~’a whole, thg coordination among the producers coming from

23 Moreover,‘lf producers are to be
small, as the case tends to be for guccé;sful capital goods.
production in the ,South, the problem of coordination is

multiplied. Only large tragsnational corporations tend to be

capabfe of organi;lng small developing country producers in

-

\

'
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techLologies and markets to make subcontracting viable.

— \ @

this way — and even in such cases, experience has %een

limited to a relatively few countries which are particularly

‘suitable- for successful subcontracting, and to industries

which are simplé enough and have sufficiently well known
24

Licensing agreements’g%uld be an alternative mechanisms

-
.

for allowing for technological floWs between regions of the

TW countries. Howevéﬁ, ‘the lack of an effettive patentc
system in the TW countries, the'sh6rtage of information among
TW producers, and Fhe greater importance of "learning by
doing" among mgnagemehp and skilled workers in capital gooas
industries all tend to—liqit the usefulness of licensing

- . 8
agreements, transferring technology from one country to
w “
another, and to underline the advantages of multinational

25

joint ventures. Arms' length contracts betwéen producers

"in different countries and éspecially between différent TW

- \
countries in which economic and political conditions are muﬁh

more volatile than in developed countries are exceedingly

1

difficult to establish, monitor and enforce.26

-

By bringing

the various’prbducers, partners and agents together within a

single, profit-seeking enterérlse in which all agents share
the benefits arising Erém'thgifulfillment of their individual
respongibilities, the cost of Fransactioﬁg, information and
enforcement can be reduced to manageable proportions. Other-

wise, it would be very difficult to see how producers and

investors of TW countries would be éble to take advantage of

PN \ -
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the benefits of speciaflzation, small scale full vitalization
of resourées, and resource complementarity that seem essen-—

tial to a viable capital goods indus;ry,27 Merqpver, only if
the equity capital of such multinational joiﬁt ventures‘bf‘TW

countries 1is widely subscribed to, and their activities are

)

wiEely dispersed among TW countries, will their existence be’
‘ ~

(3

regarded as equitable. Only then will these countries be

~

willing to treat them as domestic enterprises within a de
facto custom union, without going through the difficult p

process of formally establishing such a union, 28 ,ﬂ&

-

Joint ventures are also an_instrument for inducing

X
other forms of cooperation among TW countries. They intro-

duce elements which, in the long run: create new needs and
further advance mutual cooperation through forward and béck—
ward'linkages with other economies. Thus, TW countries' !
joint ventures can actually provide a nucleus, stimulating
long-term production links, and helping the economies of TW
countries to increase their resistance to short-term market
fluctuations, political(differences and other destabilizing

e [

factors which have in the past often.led to the failure of

the TW countries' efforts towards integration.29

Trade flows originating from joint ventures should be/

more stable and relatively less exposed to strains than /

traditional trade. Therefore, a special preferential r%gime

for such trade seems necessary.’? -
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relatively speaking, they bring results much .more qﬁickly.3

TW MNCs in marketing30 tend to have a greater

potential than MNCs in, production, due to the fact that,

1
- . N . . B
It is much easier E@ achieve the benefits of marketing MNCs \]

and to distribute the costs and benefits équitabl& ajpong the

partners than it is {E:the case of MNCs 'in production enter-

priées.32 Marketing MNCs could be estalished ow a broduct-(

by-product basis or on a sub-regional basis combining related
products (conglomerates). Traditional natural resources .
could be selected as priority sectors for the establishment

of MNCs in order to obtain more profit, but }n'view of\

’ t

1oﬁber~tefm~development needs, the maAufacturing sector

deserves priority.‘ Gaining positions in the international

" market for manufactured products is difficult is only small
.quantities are manufactured gince this cannot justify effec~

tive international promotion activities.33. Nevertheless, the

joinﬁ ventures in marketing must be gradually supplemented by

linkages with transport and related actfﬁitie§ and 1in the

.last instance, also with production in order to maximigze its

development contribution. Technological cooperation in)
developing countries (TCDC) could therefore initially under-

take the elaboration of preinvestment, pro-feasibility ° -

-studies on joint ventures -in marketing of the seigcted

product groups and to envisage expansion into trade-related

34

activities. In respect to short-term adaptations, produg-

tion MNCs are much less flexible since they call for much

-

1

- /
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stronger advance commitments of the Fartners. In this case,
N

it appears tosbe much more dlfflcultito accommodate changes

Fmn

-in 1nte:ests or condltlon's.35 The b11ateral type of TW joint

1

venture also constitutes the nocleus‘for the stablishment of
MNCs. The consulting ahd engineerin§

* MNCs deserve priority

attention as this,can be the first ph%se of possible future

¢

undertakings. That means consulting and engine=ring MNCs per

se should be 1ndependent from MNCs in %roductlon or market-~

ing.36 LN B ' | ‘
The heterogeneity of developing countries and the

limitations of their infrastructures make itﬁadvisable'to

promote coopegstidn among TW countries 'in such a way that

they gradually develop from the subregional to the regional
B - \_ ',

-

level and in,the latér states to the interreg&onel level. *

v - =

LR

Or, at the sectoral level, the establishment of MNCs in

w -

infrastructures énd/or in méking advances to MNCs in produc-~- -

tion is a more complex and difficult undertaking;37

3
i

There has been remarkable growth 1n inter-Third World

\]

.trade during the perlod from 1965 to 1982, partlcularly in

-manufactures among developing countries, which has been

increasing at 10% per annum. By.l1982, developing countries‘
were exporting $11 billion in manufactures to each other, or
about 28% of thelr total manufactured exports. 38 ,This growth
in trade took place desplte formldable handlcaps 1nclud1ng
the lack- of adequate, shipping and communication’infrastruc—

tures for trade within the South.

A
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1ndustr1allzed,natlons., The geegraphlcal coverage is

ll
- - 4 L] -
. °

what are thé’future/prospects for such South-South

traae? It appears that current patterns of 1ntra -South trade

A w

K]

cannot sustdin a rapid rate of growth. Much of the trade

in cap1ta1 goods is in competltlon W1th imports from the

« -

\

- -4
limited: East and Southeast Asiah(principally Taiwan, Korea,
*q

Hong Kong and Indla) account for twthhirds of their manufac-’

tured trade. The manufactured exports are qulte capltal and

<

skill intensive in contrast. to the labour—‘1ntens1ve trade

between developing countries and industrialized countries.

-

Further expansion of South-South trade will require somewhat

-

40

dlfferent pattern arrangements. : . . .

Development patterns must_change fuﬂdamentally as well

P .

is present trade patterng are to change srgnlflcantlyfr Lf"

!

development patterns are such that then\fater to the require-
ments of the elltlst groups in soc1ety, it is 1nev1table that

trade channels will look to the industrialized nations for

sophlstlcated consumer goods and\modern technology If
development strateglea are reoriented.to allevlate mass

poverty, trade will also focus on means of "meeting" the

basic needs of society. Trade links between North-South'

! -

-éannot be weakened or diverted unless development patterns -

“are changed simultaneously. TW countries €an have agood deal

of trade among themselves, in simplle consume goods and simple

technology; but this will happen only if they produce these

goods and technology in the first place, for their own

markets, 4! S , - ,

L3
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'~TW’MNCs énd~joint ventureslpould open up vast opbortu—
nities fof the eipansion of trade among TW countries. For
instance, joint~ven@uresrare becoming particularly promising
for the developmenl of érade cum financing links. The joint
venturé can combine the capital resources resulting from. 7%
capital surpluses. TW countries with land, human and other-
resources can Jink with other .countries in the establishment
of agricultun%ﬁ)and indﬁstrial prpjects located in the
capitgl import}ng bountries and serving t%e ﬁuéual interest

of all the parties involved. For instance, the oil-exﬁorﬁing

" countries are becoming partners in this type of venture: -By

1990, it is estimated that they will be importing over 40
- <

ﬁiiiion tons of food grains at a'cost of roughly $10 '

billion.*? At the same time, the economies of food grain\

© production has chaﬁgéd dramatically, with the rising costé\of

energy. The comparative advantage has shifted Erom the t

. , i
k3 + ’ \
traditional food exporters (e.g. the United States) to deve%-

oping countries with good éngcultural potential'buﬂ§low ¢ \
pfoductivity at éresent (e.g. the Asian gufcontinent). Here
is an opportunity for mutual long;term g{ins. Many TW coun-
tries have* the capacity to produce food surpluses, but lack
uth; necessary capital to do so. 0il éxporting countries have
‘little capaéiﬁx to grow éﬁeir own food, b;t~possess financial
surbluses to invest in other countries which can produce more
food- *3 What could be more logica%~ihan oil-exporting

-countries investing some of their financial surpluses 1in. food
C ‘ -

,,V‘/

§ -~
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production in oth@r TW countries and-agreeing to receive back

Al &~

Lheir payments in the form of food imports from Fhese
countries. Such a trade policy would pass.several critical
tests at the same time. It would promote international
comparative advantage, it would enable some of the poorest W
céuntriés‘to exploit their cops&derable agricultural poten—z'

tial and it would assure oil—-exporting countries of overall

-~
.

food security as well as supplies from the cheapest 'sources

S6f food products.“* - . . ;

€

There is yet another good reason th the TW MNCs do

have. a fairﬁy good chance-of increasing South~South trade -

. the' "demand- patterns" of the TW countries. First, demand

patterns for imports in the $buth are different from those in
the North. For consumer ‘goods, sharp difference in income

levels will create markedly different patterns of demand.*> ~

Small devel?ping cowntries with inexperienced workers may

v

tend to,opt for capital goods that are of older design,’

.

simpler, more rugged; less specialized and less automated

°
~ v

than those provided by the developed-countries.“® Second,
these spegiai demands_genérafe in turn a special advantage
for South-South trade, for they cannot -be easlly sgi}sfied by
the developed‘countrles. For consumer goods this inabiiity B
arises partly from the -fact that the industries of the
developed,couﬁtrles and partly from the high cést of

re-equipping production units to make slightly different (or -

older) products for relatively small demand. Similarly, for
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- 196 -~

- ¢ -

capital goods, older vintages or adapted products are

uneconomical to produce because older technologies are a

forgotten as equipment suppliers and their entire complex of

_subcontfactors tool up for high-volume, new{generation .

produtts. There are thus good a priori reasons to expect ,

*that thase combinations of demand factors will provide .

special characteristics to South-South trade."’

)

~ A major hurdle in the way of South-South trade has been

the lack of adequate trading infrastructures. The existing
networks of shipping, communication, multinationals, bankiné,
export credits and other international services generally
link the markets of the south with those of the North. Thii
was a traditional pattern and there was -little effort to
change it. One of the initial challenges for governments to
consider in order to foster South-South cooperation, there- -
fore,~wil¥ be‘the setting hp of necessary infrastructures to
promote ihtra—South trade.“.As discussed earlier, this needs
specific measures between various countries on a regional or
sgbr?gional basis, or aloné functional lines, given their

-

. . . ¢
mutual interest in a particular profosal.“®

" [N
hd i

To summarize, the future expansion‘of South~South trade

AR
will depend on the fd@qu1ng factors:
- Encouraging the positive political initiatives
required for developing greater South-South coopoera-

tion, inspired by a genuine concern for the welfare

49
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- Setting up of necessary trade infrastructures:

<

- Taking steps to encourage more Third World multi-

O
nationals and joint ventures which would tend to 1lead

towards the development of better shipment and

distribution networks for commodities.

- Adopting measures which would treat TW MNCs as

"infant" serv1ces,~legitimately protecting them as

3

‘infant industries' ®n the 1950s and

was done for

- _1960s, thréugh discrimination in their.favour with

preferential arrangements and taxation incentives.?®! )

—
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i -~ CHAPTER VIII

CONCLUSION

The preceding chapters have both traced the emergence
of multinational corporations from Third World countries and

have identified and examined the sui generis ﬁeature% of -

these MNCs. A number of distinct patterns in TW MNC FDI were _
notéd and an analysis of FDI of MNC's based in India, the
Republ}é of Korea, Singapore, Hong Kong, and Latin American

was made to determine the extent to wgiCh this.FDI from these
countries conformed to these patterns noted.

VIII.,l. Summary of Findings

-

The following is a brief summary of the common charac-
teristics of TW MNC FDI: -

(a) The geographical scope of the TW MNCs tends, to be
regiégaf. There are .some exceptions however. Indian and
Soufheagt Asian Multfhatgonal corporations have operations”in
Africa, the Middle East and in a few developed countries.

(b) 'The direction of the investment flows, in general,
from more- advanced to less developéd Third World countriés.

N&t more thén ten countries could be considered as actively
involved in the promotion of MNCs in other Third World e

countries.



(c) "The main motivation of.Tw MNCs is deménd oriented

and defensive. It tends to follow-previous export-trade that
is typically threatened by various import barriers. The
small size of the home market and risk diversification are
also important motivations. Supply—oriented motivations -
such as rationalization, raw materials, sourcing and tech-
nology exporting strategies, eté., - and aggressive strate-
gies for penetrating. uéexplored markets are not(cbmﬁon_at the
present staée:

(d) The industries in'which TW MNCs predominate ﬁend

to include traditional sectors such as focod, textilgs, wood

and‘furniture,xtradltional chemicals ot light engineering
branches of the metal working sector. However, there are
several examples of TW MNCs prdducing high tecﬁnology and
complex capital goods. Public-sector (controlled by dovern-
ment) TW MNCs are typically found in large scale projects of
basic industries such as steel ‘or petrochemicals, or in.
international marketing organizations.

(e) The technology on which the TW MNCs are based

usﬁally derives from an initial transfer from abroad, via

licensing or import of capital goods. Such technology has
been subsequently assimilated and adapted by a domestic firm
which, after a périod, becomes able and willing to transfer a
new "technology package" to less advanced Third World

countries.
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_.ggs (£) The main competitive advantages of TW MNCs arise

from the lower ‘costs of the projects and the appropriateness

of their technologies in comparison with those of fered by

transnational corporations of déveloped countries. There is
some evidence on the cvmparative advantages, in terms of
smallness of scale, less automation, simpler technologies,
ﬁadaptation of local imports and consumers, and better terms
a coa itions, such as technology transfer modes and fewer
transker pfiéing practices.
(g) The organizational forms of TW MNCs are highly

diversified. One pattern of differentiation with regard to

MNCs. from developed countries is much lower signifié¢ance of

equity control methods' of organization. Besides minority and

50-50 equity joint ventures, investors from TW countries tend
to organize their overseas projects through non-equity forms,
~é§chnology transfers and international production, such as
— - licensing, technical assistance and management contracts.
The characteristics of the technology used by TW MNCs and the
risks involved in equity structures explains such lower
* propensigy oé TW MNCs to internalize competitive advant;ges

through equity control structures.

@ (h) Potential costs and disadvantages in TW MNCs

relative to MNC3 from\developed countries may arise from the
limited range of techniques that they control, their diffi-
culties is upgrading the scale of technology when market

conditions change, and their lack of a permanent source of
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technological innovations once the initial know-how has béen

transferred. . ‘ ' _ . \

(i) TW MNCs may face a particular and coﬁplex set of

problems preventing their formation and dévelopment. Some of
them are related to the internal limitations of TW MNCs and
- '\

they‘include difficulties in formalizing and transférring
know-how, lack of intra-firm information Betwérks*fdr screen-
ing and evaluating investmént opportunities and technﬁlogy
sources 1n other TW count;ies, and the scarcity of financial
resou}ces. Other types of problems arise from the unsuit-
abil%ty of the institutiomal envirsnment for the creation of

TW MNCs. o

(j) TW MNCs are particularly sensitive to the direc-

tion and impact of government policies and, although they may

have some advantages in being accustomed to Third.World
interventionalism, they normally do not have the same
cgpacity as MNCs fgom developed,countries, to navigate,
manipulate and circumvent laws and regulations. /Pr§blems
stemming from governmegt policies range from protectionist:
measures, such as exchange controls and limitations for
investments abroad, and discriminatory treétment by host
government agencies, for the abproval/_financing and
encoﬁragement of TW MNCs prbjects.

(k) As for ecogomic cdopera;ion among developing

L d
countries (ECDC), it is believed that the TW MNCs and joint

N
\

AY
i

ventures are the most important vehicles. But, evidence '



e

shows a great-diversity among the joint ventures in TW,
countries. In many cases their internal orgqﬂization, their

aims, and business prawctices are simila? to thdse of the

-~

TNCs while.in other tases they-Wave a number of differént

characteristics. The exﬁerience of -TW MNCs reveals that, in

,most cases, rather than acting as instruments of national

investment, solidarity and equitable benefit distribution

o

amoné deveioping countries, development of high priority
sectors and.bargaining capacities vis-3-vis TNCs, they are

guided by classical profit-making strategies and motivations,

)

@

¢ '

VIII.2. Recommendations for Acﬁ?on .

The analysis of the present experience and trends is .
the best source of ideas about actions to be undertaken.
Many researchers have suggested various measures, but the

follbwing*criteria seem to be the most effective:!l

(i) At the national level, government should provide

for:

i -

- Policies promoting the gradual technological-

Y development of nationally-owned MNCs, on the basis of

learntng by doing and adaptive efforts leading to an

increasingly higher level of innovation capacity;?
- Controls on transfer of technology vis MNCs from
" developed country which will assume the assimilation

énd‘absorption of the knowledge of local firms;¥
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i\A good "investment climate" for national firms,
including effective support to small and medium-sized

enterptises and incentives. for the export of manufac-
) ¢

tures;" - )

- Direct-encouragement of the investment and transfer
of technology ab£9ad by local firms, along the lines
existind already in Brazil, the Republic of Korea,

o

and India;°® . ’-

- Availability of consulting and engineerihg services
for helbing wouldjbe overseas id%éstors to org;niZe
the transfer of technology;® ' .

~ National transfer for firms‘and investors of-éther
developing countries;’ and *
K - Active information and advisory services on market

.oppportunities, technologies and partners available

in other developing countries.®

(ii) At the bilateral or regional levels the fqllow—

ing measures could bes required: { .
’( - Co-ordination of policies and regulations affecting

reciprocal flows of investment of TW MNCs, on a

. global or éectoral basis;

- Sectoral programmes for the joint and complementary
development qf sectors where participation of\
national firms is feasible and including specifig o

measures for promoting such participation;9



)

*4

- Encourageﬁeng of associations of national firms of

particular sectors at the regiénal level, and

\

facilitating the participation of such associations
in the regional integration and cooperation
mechanisms; !

- Joint utilization of the procurement powers of the

stateentities within the region to the benefit of
11.

local firms of the participating rcountries;

- Reciprocal assignment of foreign trade and investment

consultantls at the competent industrial development

agencies; 1?2 ) \

- Creation of co-investment funds amohg developmént
banks of the respective countries;!3

¢

- Formation of one or more jointly-owned Development
Finance:..... Corporations (DFCs) designed to play a
catalytic.role through a package of advisory,

technical and financial service to joint ventures (as

DEG and GTZ of the Federal Republic of Germany and

other DFCs of developed countries operate);!®

- Development of ftegional trading companies in sectors

of complementary or common export and import

q

5

interests}l and

- The formation of a programme and the postulation of
principles regarding MNCs and joint ventures, on

which a majority of the developing countrles can

agree, irrespective of their level of economic

development or socio=-econonic syqtem.l°
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v
(iii) At the international, inter-regional levels the

United Nations system should provide for or should facilitate
the crea?ion by developing countries of mechanisms for-
reciprocal knowledge, approach, contacts and evaluation of TW
MNC projects involyind private and public firms of different
- regions, and without the presence of developed countries or
]

representatives from developed countries as is the case with

»
~most U.N. mechanisms.1’ \

VIII.3. Prospects for the Future
!

ho matter how comblex and éomplicatéd, and at tﬁé same
time problematic the TW MNCs and joint ygnéures might look,
the expegience demoristrates that éhese TW MNCs and joint
ventures have a remarkable ability to surgive substantial

-

political and other changes. Several interesting examples
can be cited from the Arab world of rather remarkable
survival power in the face of enormous political changes.

The same can also be said in respect of joint ventures from

ASEAN and Indian groups. Similarly, the experience in the

case of TW MNCs also shows that the growth is agcelerating.

Although upti1ll now, only the more developed/industralized TW
countries have established their MNCs and have been able e
meet the peculiar need of TW markets.,

Iﬁdeed, there seems to be little reason to expect a
- slowdown in the growth of multinationals from the Third

World. Rather, growth is likely to accelerate. It has been,

< |

~L
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of course, the more industridlized ‘countries that have, -
provided firms with the first experiences in meeting the
péculiar needs of the Third WOrldlmarkets. As a result,
' , « g
investment in Asia has come largély from Hong Kong,

Singapore, Taiwan, and India. Argentina and Me¥ico stand at

the head of the list in Latin America.

[e} i1
’

\ The growth of foreign investors from theé developing
countries is, it seems, no less complex than t&e growth of
multinational from industrialized countries.. After close to

’

two decades of researéh on advanced éountry enterprises,
. p

obser&ers still disagree,on,theif effecgs and their future.,
Any conclusion rests heavily on judgement and on the point of
view of the observer/? |

According to LLT. Wells, Jr.,!® the spread of foreign.
investors ngm TW countries is, in net, bheneficial to Ehé
develoqwent process and tq_internatiqnal relations. He
further states that the tension between the rich countries of
the North and the poor countries of South run dcep. No
single phenomenon, such as the emergence bf TW multinationals
is going to cause those tensions to disappear. Nevertheless,
foreign direct investment amony the developing countries has
made+*a contribution toward®reducing chose Léhsionq. Much of
the friction between North and South arises out of the
dependency felt by.the poor countries when they must Lurﬁ to
thq rich for assets critical to bhcxr'progreﬁp. The
developing countries' firms could reduce somewhat their

[

dependency
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on the multinationals of the rich comntries'for the much- "

’
kY

needed technology, "thus benefiting both the rich and the

" poor. : e /

- Some joint venture TW MNCs (espec1ally in the publlc

©

v
?

sector) are offsprlng of bilateral economy negotlatlons
between deve{oplng countries. Besides helping the partner

countries, the investing governments hope to raise their
24

~ exports of goods and services through direct itlvestments.

LK

Host goverhments on the other,hand, expect froﬁ these invest-

ments approprlate teanologles free from polltlcal strings

}

because they have the feellng of negotlatlng on the basis of
' ‘-

equality. In so far as both sides are able to realize their

aims, Third World direct ,investments are going to increase
South-South- investment and trade, which will have the effect
of-strengthening economic cooperation amona these cpuntr}es

. /
in other £fields as wég\. Paramouht-among the many possibili-

’
[

\ [ ° . o, .
ties for economic cooperation among developing.countries 1s

. the ‘area of trade. Trade among developing countries is by no

c.

- . . <

means a new phenomenon, but continuing recession and fising

] o '

protectionism ‘in the Beve}opeé countries suggested that
. K . / .-
South-South trade may “increasingly have to serve as an

"engine\of growth" for the developing countries. Although

S ‘Y A
SouthJSoutH trade accounts for a small and stable share of

world - tradY/ theseé flows have been of 1mportance to develop-
r.3

ing countrles 51nce, over the past 20 years, they have

' represented an average of about one-fourth of their total

]

eprrts to the world.

e
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Trade among TW countries has been seen as fitting in;S:
the strategy of "collective self-reliance", which is viewed

as the best way %o escape from the "chronic disease of ﬁepen«
dencia", with South—Soth trade patterns, and which_haq led

to excessiv; ébécialization and consequent vulnerability, and
to a loss of the dynam}c bénefits of trade among developing
countries. 'Thus, the multinationals from thesce TW coungrieq -

°

are the important mechanism necessary to increase South-Soulh

trade. - ’ . ' ‘

In conclusion, it can be said that MNCs from developing’

r

Y

.

countries are varied and evolving rapidly. The guestion
arises wﬁether the TW ¥NCs are:ephemeral. Some observers
have suggested that foreign investment by develbping coun:
tries will continue bu£ that few 1individual MNCs have the
wherewithal to survive in international productions Curtegrin-

. s 4
ly some hasty investments by TW firms have ended 1n faylure,
but the growing technolngical and entreprencurial dynamism of -
large numbers of Third World enterprises leads us to heliove
that many will- flourish as international firms. Thelr )
;bility to buy, the technology they lack, and to entoer into
j0int ventures with devblgped country ~f4rmg, points Lo a
capabiiity to sustain their competitive codge when thoir swn
technological base is insuffici;nt. In some high-technology
industries they may disappear, hdt in indusfrtuq whisrg Lhe

frontier grows slowly they may well strengthen thelr hold® {n

the future.
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‘: More recent data suggest a promising future for multi-
nationals from Brazil and 6ther“developing countries. Latin
American trqde manufactures has been growing rapidly and no

doubt investment will follow. Indeed there are many g

1

examples, one of which is a Brazilian bicyle manufacturer Qho
followed exports to Bolivia and Columbia with investment.
Thebefforts of Korea's ﬁyundai to sell 4ts automobiles in
Weét Africa were followed by the construction of local
assembly plants and otfier Aérican countries have tried to

encourage local manufactures. Hyundai successfully repeated
5

this pattern of 'success in Canada.

o
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