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., , ABSTRACT 

. " .. 
. . 

One recent develop~ent in international economic'rela.. 
tions has been the emergence of multinatiohàl corporations 

(MNC's) based in1·Third ~vorld countries.. DU,ring the last 
~ 

decade;- 'a - signi f ica.nt number of bus iness 'ente rpri ses from 

these countries have established or ~cquired foreign subsid

iaries and joint ventures in other third World countries. ln 
. , 

particular, multinational operations a~d joint ventures are 

gainil'lg importance i11 cou!]triés such as' Bong Kong,. India, 

South., Korea, Singapore and t'hose in Latin America.- . 
't. . 

In ~he ~igh~of these de'elo~ments~.this thesis 

examines' the -re(ent -growth process of Third World mu.1ti

nationals. ~o~e spec~fi6ally, i~ considers (1~ the factors 

which explain tneir ~merg~nce and, (2) their competitive 

strengths vis à vis MNC's from the developed couhtries. The 

-former are seen to be governmental po1icies of both home'and 

host,countries, the protection 'of export markets and the 

des ire for reducing risk through diverisfication. The latter 

·are seen 'to consist in manufacturing technologies more, sui,t

able to, the condi tions of. ~he developing world, relatively 

lower operat'ing< ana overhead costs, greater familiarity with 

the busineSs environment of Third Wor~d coun~ries~ and, the , . 
perception, in host countries of the. Third Horld,that Tbi:t"d 

~lorld. MNC' s ·are less threatening from an economic, cultural 

and political point bf view. . , 
.The thesis concludes with an examinatio ,of the benefi-

~ial role Third World multinationals have ~l yed and might 

continue to play -in deve~oping coun~rïes' trategy of 

strengthening collective and individuql s lf-reliance. 
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ReSUME 

. .1" 

L'~n des 'r~~ents d§veloppements~ en relations ~cono-
~ . 

< miques' internationales a ~té l'apparition de SDC i~t~'s mul ti-

nationales dans le~ pays du Tiers Monae. Durant la derniêre 

décennie, un'nombre important d'entrerpises de ces pays hôtes 
\ 

" Oh t m~ sur pied et acquis des fil iales ~tta'l@ères chez leu;rs 

acolytes. Les opérations des mu+tinationales prennent de 

plus en plus d'importance, notamment, eA Inde, en Cor§e du 

S'ud', à Singapour, à ~ong Kong et '~n Amér:ique 'Latine. 

. ' 

- , 

A la lumière de ces faits, cette thÈlse e(Camine le' 

r~cent processus de croissance des multinationaJes du Tiers 

Monde. En particulier, elle vise dans un premièr temps, à , . 
exp1icit~ ~es facteurs qui ont amené ~ leur émergence et 

\ o \ r ....... 

-ensuite comprendre leur f,orce comp~~itive naissante face aux 

mul tina t ionales des pays développés.' 0 .. "...~ .. . 
Le premier volet ·de ce'tte §tùde s' <1nalysel en rega;-d des 

pOol itiques gouvernemen tales des pays fJhqtes et'" étrangers, de . . 
la protection du mirché des exportations et de la volonté de 

"'" 
réliluire. les risques p~r ie biais de la d.:Lversifi:c\ttion. Le 

1l 
second chapitre s'expose en quatre points: d'abo~d, il • 

soulêve l'av§nement de technologies manufacturiÈ!res-pl~s prÈ!s 
~ . 

dés pays en développement comme, par' exemple, ces G:oQts '( 
, 

op~rationnels et g§néra4x moindres, montre une plus 'grande 

familiarité avec le contexte de~ affaires propres au T:ers ~ 
Monde et(, finalementt explique la perception des pays hôty/ 

'. / L 

qu i ye\! t que les mul ti na tiona les ~trangè ~es soien tune rc;enace 

d~un point de vue §c~nomique, polit\,fJue et cu1tu,rel. 

Cette thèse conclue en ~voquant le-rôle b~néfique jou~ 

par le~ multinationales dans la strat§gie du Tiers.Monde P9ur 
\ 

\10 renfor-cement collectif et une confiance individuelle 

sol i.de. 
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CHAPTER l 

\ 
, 

INTRODUCTION 

TheLe has been an increasing number of muftinational 
. 

corpoLations (MNCs) seeking to expand their operations by 

investing in new regions of the world an9 strengthening their 
, 

- .alread,y exis t ing netwgrk of inves_tmen t and tr.(de ~ : Wh i le in 

---'~t i t was àssumed th'at the se corporations orig inated 
à 

exclusively:in the more' econornically developed countries of . ' ~ 

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

• 
international corpora. operations based .in Third World 

na~ions. Although a great deal of data has been accumulated 
" 

• and analysed with respect to the former, the information 

ava1lable about the latter is still sketchy. The opeLating 

-~'--'-~:nise of this th~S is ~s that the bus'inesses of the ~ 
-----., 

underd~ ~ountries of the ~hird World are beginning to 

constitute'a signi1icant and ascending force, and that their 

.~ presence will have profound effects upo~- th~ future patterns 
'~ . ~ , 

~~ernati.onal business activity, as weIL -as upon political 
,.. ....... " .. 

and economlc relationships among all nations. 

On a mare specifie level, it has been contended that 
t ,-MNCs from such develpped countLles as the United States, 

Japan,and the countries'of Western Europe aLe facing 

, 

• 
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increasing competition from the MNC's from th'e Third World 

countri~s in aIl .a'spects of their ent~rprises.,l In addition 
, 

to an increasing reluctance on the part of rriany Third World , 

host states t to encourage or welcome investments from the 
, 

MNC's of the developed nations, It is being cti~covered that _ 

- there are several inhe cent advantages that the corporations 

from developing countries have over" their ~ounterparts from 

more developed countrles.' That is, it 1S believed that there 

are certain political, econOffi1C and ideological features as 

weIl as considerable cultural and historical alliances which. 
-

make MNCs fl:'om the Third World more acceptable as inter-

national direct i nves tors. 

This t~esis presents ~ globai 'survey _ of the recent 

growth and curren't statllls of Th~ird 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 conside_rations 

of TWMNC direct ~oreign investment (FOII, and it outlinGs the 

implIcations of their FOI fOL South-South cooperation and 

C2 
trade and. Third World economl'C development. 

Chapter two br ief l y r:el a tes th81~ background hlS tory of 

TWMNCs' and gives an overview of the scope and char:acter of 

• their lOresent oparations, the reasons why they ~re investing 

abroad, and an Indicat'1.on as ta their competitive edge over 

the multinatlonals from developed countries., \ 

o 

j 



\ . 

'. 

... 3 l 

l l'"f chapte r- th re'e, va r-IOUS theodes of the -mu t 1 i na t iona 1 

enterpdse ar-e pr-e~nted. These theor-ies ar-e then deployed 

in an exam~nat10n ~~ the r-easons for the inter-nat1onallzat1on 

of Thlr-d World Corpor-ations. 
... );~.;.;..'" " / .. 

V-;J. Chapter- four- 1S concerned with the secto'cal, cultural 
~ 

and regional patterns of TWMNC i\vestment. It also examines 
, . 

the natur-e an~ characteristics of joint-venture partnerships 

'bet,ween the ThÏrd World countries. Joint ventures are 

d iscu~sed here,pri.marily because they are pe thaps the mos,t 

ideally-~uited mode of investment for Thitd Wor~d countriesi 

and secondarily, they.are also seen as in~truments .of 
\v / 

economic integr-ation for development in Third World 
~ 

, . 
countr1es. 

,i 

Chapter- five .examines the chief char.actedstics of the 
, ~ , 

Eoreign operations of various multinationais based in 

selected TW countr1es. The countr1es selected ar-e: India, 
. f ' 

Republ1c of Korea, the Lat1n American countr-1~s,JHong Kong, 

and Slngapore. An attempt has been made to analyse the 
r.; 

dlfferent aspects of their FOI in order to determine the 

extent to which it supports a TWMNC FOI ar-che type. 

Chapter six looks into the contr-ibution of TWMNC to the 

economic and political development of host ~nd borne countri~s 

al ike. It aiso examines the impact of), home \ and host govern-
\ 

ment policies and regulations on TWMNC FOI. 

\ 
\ 

1 
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" 
The investments from developing country to developing 

country, a~d especiaIly to the poorer cdùn~ries, are among 

the few concr~te examples of 'South-South' cooperation; FOI . , ... 
from ~w MNCs seems to offer hope o~ less dependence on firms l 

.. . 
from the rich countries oE the north for the technology need-

ed Eor development. The U.N. Organizations, such as-Uni~ed 

Nations Conference on Trade ano De\.Lelopment (UNCT,AO.), United 

Nations Industrial Develop~ent Organiiation (UNIDO), the U.N. 

Centre on Tr~nsnational Corporations (UNCTCj have continued 

to sponsor work on this subject. They have emphas~zed the 

role of "developlng joint ventures" in self-reliance for the 

South and in contributlng to the realization of the New 
é 

- -
International Economie Order. In the light of these develop-' 

ments, an attempt is made in Cha~ter seven to evaluate the n 

potential role of TW MNCs and joint ventures in the develop-

ment of economic co-operat ion and Il Sou th-Sou th Il trade. 
"t> 

Sorne conceptual def..initi<;>ns might be -added at this 
1 

point: The references to the Third World i5 m~a.nt to'include 

a11 non-socialist c~untries, in Afrda, ASiQal and Latin 

American which are not members~of OECD. While these_states 

·display marked differences from each other, they nevertheless 

,share a set of common structural properqes t-h-at justify 

tQeir Incfuslon in a single ~onceptual category. 
9 

The term 

multinational corporation is based on a '{)tnited Nations defin~ 

i t ion 1 to loclude al l enterprises wh.ich· own product ion and/or 
, Q • 

service facilities in-one or mQre countries other ~han the ." 

4: .: _ 

,1 
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. 
one in which they ~s bas~. Thus, the expression "Thi rd 

World multinationals" refers' to firms that are located in one 

~pf the Third World states and that pwn production and/or 
, 

service facilities in either devel,oped or developing states. 

-

\ 

, 

I!! 
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FOOTNOTES - CHAPTER l 

1. 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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CHJ\PTER II 

& 

THE, GROWTH OF THIRD WORLD 'r>1NCS 

ihe internationalization of economic activ1ty has taken 

many new and dynamic forms 1n ,recent years. A.lthough the 

~nomenon is not particularly new, over the last decade 

there "las been a les5 expected and more .dynamic emergence of 

multinational corporations fro~ the third World states. The 

fi rs t recorded instance of a Th i rd Wor ld sta te inves t ing 

abroad dates back to 1890. An Argentinian textilEJ 

manuf actu rer, Alparaga tas, set up an af fi lia te, in Uruguay, 

andVollowed it up with a similar plant in Brazil in 1907. 

By t'he 1~30S oth~r Argentinian ~irms, including Siamdi Tela 
. -

(mechanicai engineering) and Bunge y'born (grain trad~ng, 
(" 

finance and miscellaneous manufacturing), had also 
) . 

. es tabl ished branches ln other Lat in Ame r i can count ries. l 

" These cases were unusua land d id not he ra Id the appea ('-

ance ~f Argentinian industry as a leading force in Third 

World-industrialisation or rnultinationalisation. In tQe past 

~uarter~century, thé pace of Argentina's economic growth 

fiattened for numerous poli t ica'l and econqrnic reasons. It. 
'.' , 

has now become a r,elatively stagnant (if technological~y 

advanced) ihdustrial and trading nation in the comm\.lnity of 

'newly industrialising countries'. Of its early multination-

aIs, Alparagatas has been reduced to a tiny shareholder ~n 

) 

o 
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its major affiliate in Brazil; Siamdi Tella ha"s gone into 

government owners~ip because of sustained losses; and, Bunge 

y Born has effectively snifted out of Argentina tb its major 

base in Brazq (where it controls over 50 firms with total 

sales of over $1.5 billîon).2 for ~any decades now these 
• .' 

Argentinian enterprises have not really been multinational 

"" corporations in ~he normal sense of the term, that is, wit~ 

1 
the parent ~ompany supplying technology and skflls to ies 

~ffil!at~s, making strategl~ decisions and ~xerc~sing 
'\ 

corporate control. 3 After the initial injection of cqpital 

and kn~w-how, the di f fe re nt branches have gone" thei r 

different 'ways. And, given the prolonged crisis in tneir 

original home country, the affiliates have tended to grow 
;; . faster- and larger tha~ their parents. '+ 

~ 
These cases' apar't, the real growth of 'Third World direct 

investment started in the 1960s. and began ta gain momentum tin 

t.l1e 1970s.~ 
1 

Today, a ·la~ge n~mber of devetoping countries -

between 30 and 50 - can ciaim th have a~ leas~ sorne c~mpanies 

which have-di rect inve~ tments abroad. It i5 di f f icul t ta 

quantify the total amounts pf investment tnvolved with any 

accuracy, be~ause many countries do not collect data on their 

overseas direct investments. In any case, many such invest- .. 
,1 
Il , 

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 recorO.s of foreign in

vestments, i t is imposs i b le to s'eparate ct i rect i nves tments, by 

national companies from those made by a,ffiliates of foreiçjn 
Q 

1 
( 
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, firms or by . . 'expatriate" firms 6 (for instance, Britfsh firms 

• 

headquartered in Hong Kong). 
, 

In spite of the above difficulties, a number of studies 

., ---in recent years enable us to identify which countries are the 
J)o 

l-eading.·exporters orpriv!lte ca.pital "and what their are as of 

specialisation ji!:"e. 
.-

, The largest forer-gn direct investor in the Third World 

is Hong Kong, wlth over $2 bill'ion wor'th of equity held-
, ~ 

abroa? (includ ing sorne in the People' S Eepubl ie of China). 7 

A substiantial proportlon of this; howeyer, is accounted for 

by British 'expatriate' firms sueh as Jardine Malheson,'whieh 

have inve.stments aIl over the world in a variety of manufac

turi.ng, real esta.te, trading, banking and other activities. 8 

However, fnd igenous Chinese enterpdses are aiso very 

aggressive ipvestors abroad and a, very rough estimate 9 (by 

Professor Edward Chen of the Ùn i vers i·ty of Hong Kong) ~u ts 

their capital stake at $60Q-80Q,mil1ion. 

-This estimate makes Hong Kong a slightly smaller 

in-digenous inv1stor than Brazil, whose O\ferseas capital stock 

(excluding banking) was~ estimated at ~ver El bill ion. 10 One 
-

i~teresting point of eomparison be-tween the two worth raising 

now~ is that a :najor part of Braz ilian overseas 

investrnent lS accounted -for by the giant state-owned enter

prise, 'Petr-obras 1; whereas Hong Kong over-seas investmentft i~ 
1 

entire ly in the control of' priyate en terpr- i. ses, and by: enter. 

" 

.. 

" 
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pri,ses which are not very large, even ~Y Third World stand

ards: ll 

A. capita.l exporting devaloping country which is alm6st' 

as importan.t as Brazil is Singapore - \:hough :Hs investments

are highly concentrated in contiguous.Malaysia 12 (of which it 
o 

was historically a part). Singqpore, like ~Hong Kong, has 

MNCS f owned mostly by relatively small ethnie Chinese enter

prises. flowever, these enterprises are less dynamic (in 

teem's of the amount, spread and diversity of activity) 13 .than ~ 
,. l 

their Hong Kong counterparts. Singaporean industry is 

generally more ski Il based, and makes greater usé of high 

technology and cap,i tal- in tens ive mach inery than the indus try 

of Hong Kong' s, and so may be expêcted to lwave â. relative1y 
! ;. 

greater forelgn presence. 14 However, over thee'è-quarte ç's of 

._,Singapore's industria,l output, and over 90 per~ent ,of lts . • 
manufactured exports, come from foreign-controlled enter- ~ 

prises, as cornpared ta under one-quarter for Hong Kong .... ;) . 
There is, in addition, a whole g~oup of middle-incorne 

'count,ries which have_ foreign investments of around $50-100 

million .each; including, Taiwa'n, Argentina (excluding tts 

early investments), Mexico and Venezuela.·~ These countries 
, -

'of the Third World are aIl involved in i,nternational 

production, and they lead trye Third World in this activi~y. 
, 

A.bout ha lE of these inves tments a ce in manu'f acturi ng, 

including machine tools, food, and automobil~s.17 

, . 
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"" A countt"y whic.,h is a relatively large foreign' investor, 

but aoes not fit i~to the broad pattern of relatively hig~ 

per- capit~a national incarne Ievel:s assoclated with oveseas 

investment, is India. With incorne leveis far lower than in . , 
many other TWCs, 18 India has foreign equity of Over $100 

million. 19 Even more surprisingly, India's foreign direct 
, 

investment has far surpassed the inflow of new foreign 

capital in the 197'0~ - certainly not a- pattern co'mmen to TW 

countries. 20 

To surnrnarize, the ernergence of the Third World 
. J 

multinational is a signiffèànt pheryomenon. It encompasses a 

large range of countries. The amounts involved are still 

relatively smaIIi.probably the entire stock of Third World 

direct foreign equity is not more than, $ 10 billion.~l The 

great bulk of this investment is directed to other developing 

countries, though recently quite a number of 
< 

investments in 

" 
m~nufacturing (and several in dîstribution, banking, and 

" hotels) have bèen made in the developed world • 
.. 

, 
II.1. The Nature of Industrial MN Cs from o,veloping 

Countrles 1 

Much has been written rece~tly about the specifie advall

tages that Third World firms ~ay 'hav~ in investing abroad, 

ànd in competing with local firms as weIl as with the affili-

ptes of MNCs from the develop,ed countries. Before reviewing 
.: 

the current 5 tc:i t~ of -informa t ion in' th i5 respect, however, i t 

.' 
1 
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, 
is'coovenient to discuss bciefty the séétoral pattBrns ~f 

Third WOrld foreign inye~tments. 

There are marked ~ifferences among the maJ'or Third World 
. \. 

~capi~al exporting countries i~ rel~tion to the proportionate. , 

. 

share of manufactuLing. in thei\~ total forèign direct invest-

ment, and also, in the sorts of manufacturing industries in 

which they reveal their strengths. 

For example, over 95 percent of Brazil's overseas 
,... -. 

capital te invested in ~il ex~loration, construction, and 

agric~ltural activities, while only haif of Argentinia~ . 

investment ~ is in non-manufacturing enterprise.~ ,A significant 

but unknown proportion of Hong Kong and Singapore investments 

are in the service sectors~ And, perhaps sui~ri~ingly,)about 
5 percent of Indian investments are' in 'hote!s, banks, insur

~nce and trading ventures. 2 2 
, 

Looking only at the manufactüring industries, the major 
b 0 

e Third W;orld investors are Hong Kong, Singapore, India, South' 

Korea, and Argen~ina. The other TWCs such as Taiwan, Brazii 
" ' 1 

and Mexico have relatively few manufact~ring investments -
\ 

overseas. 23 ~he four leading TW M~Cs show quite different 

patterns of manufacturing activity abroad. The differences 
. 

arise both in the nat~re 'of activity undertaken as we].! as 
- . 

the ext~nt of indigenous embodied (capital goods~ and disem-

bodied (know-how, managerial skills, marketing.and so on) 

techologies involved in the overseas ventures. The diffe~-
. ( 

ences ·typically 'reflect the siz.,.e of capital exporting 

\ 
\ 

./ 
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'" economy, the diversity of its own industrial base (in parti-

cular, the development of the capital goods sectors) and its 
". 

levei of indigenous techn~logical developments. 

Hong Kong invests abro,ad mainly in the simpler of its 
- .. ' 

major export products - textiles, garments, plastic goods ~nd 

simple consumer electronics. Those of its export products 

demanding more intensive use of skills and marketing - toys, 

fash ion garments, wa !;,ches and the li ke - do nct figure large.,; 

ly in ItS overseas investments. Essentially, the overseas --
j . 

affiliates of the Hong Kong firms are engaged in, the pr-oduc-

tion of 'relatively standardized products with well-cfifEused 
, , , 

techno]:ogles. These face increasingly sever-e competition from 
. 

\ those new entrants into world tr-ade and industry which enjoy 
• 

the advantage of lower Labour and land costs. 24 Thus, Hong 

- Kong enterpris-es are' Eorced to locate in those ver-y countdes 

in order to take advantage of lower production eost~. This· 

shift is further enc~uraged b~ protectionist polieies in Hong 

Kong's major markets, which allocate quotas Eor textiles and . 

. garments by céi.ïntry: .onc.e the home (Hong Kbng) quota is 

filled, exports can only ta.ke place by produeing in other 

countries with unfilled quotas (and less competitive local 

manufacturers) .2'4a Produets whieh require greater qesign, 

o marketing and entrepreneurial skills are m~nufactured in Hong 

Kong beeause these skills are mora difficult, to transfer 

" abroad, and aiso beeause protee t ion ist and campet it ive' 

pressure are relatively less on thesé products.2~ 
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• 1 

: Hong Kong's fcreigndirect investment is unusual in that 
1 

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

ing, and in ~hat it cantains relatively l)ttle e~bodied tech-
" -~ ..... 

nology frOrn the home cduntry. Hong Kong investors typically 

source 'thei r @quipme'nt worldwide, (for secondhand a~l a~ 
, . 

new machines), and have very limited capabîlitiés for the 

design and manufacture of capital goocts at home. _ Though'some 
'- L . 

minor modifications ar-e often made to machines sent to, ove-r-

seas affiLiates, the basic production technology is usually 

imported. The t~chnological contr-ibution of Hong Kong 
-

inves 'tors is res t ricted to ef f icient prQ,duct ion eng i neering 

(know how), and seldom includes basic equipment or plant 

design and manufacture (kno~ why). ~ince efficient 

production engtneering is unlikely to provide any speciâl 
t> 

competitive edge in inteination31 markets, its monopolistic 
1 

• 
advan~ages must lie el~~where, perhaps in good management and \ . 

intimate knowledge of export markets. 2o 

SinJ~~orè is a small investor in overall terms; but a 
, 

large investor in manufactur~ng industry. Most of its activ-
. 

ity oceurs in Malaysia, with which it has close historical, 

commercial, and ethnic ties, and in neighbour-ing countries. 
r-

Singapore's industries are generally more· skill-based, hig~· ..., 
, 

b:,(~h(lO l,J'JY and cap i tal;- intens ive. S ingapore-owned fi rms 

known to have foreign manufacturing investments or interests 

include lnt race', a r,Jovernment-.owned trad i ng company, and 
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Acma, a manufacture~ of ~efrige~ators and ho~ appliances • 
• J _-~"E .. P 

,~ 

In tech~nogical terms, Singapo~e's foreig~ investors are 

simi1ar to those from Hong Kong. Singapore 'is into heavie~ 

and technologica11y more-advanced industries than Hong Kong, 
~ 

but it do~s not have a diverse capital goods industry to 

serve the local manufacturing industry. Its foreign invest-

s rely, in consequence, on imported technology, and 

ntially complement it with their entrepreneurial and 

manag rial ski11s. 27 •. 

_ . ~rgentina"s manufacturing investments ace Eirmly rooted 
, , 

in local technology and capital.goods, and the products a~e 

. directed mainly at impor\ sub~titutio~ in t'he host count1::'~ 
." mark!?ts. Given Argentina.'s. strong base in food p~oducts ând 

engineering, the majo~ity of its overseas activities are in , 
thcse two sectors, supplem~nted by an· unusually active and 

dy~amic (but not truly innovative) indigenous pharm~céutical 

ll'~dustry. :lC1 

Indian ~an~febtuting MNCs are rathee similar to those of· 

Argentlna, in terms of the high indigenous technolgical con-
" 

tent and the main emphasis on import sustitution in the host 

o ~onomies. There are, however, noteworthy di f fe re ncec; •. ' . 
"-

Indian investments are spread over a much broad~r speçtrum oE 

act ivity than those of Argentina. Indeed., they span thé 

widest range of te'chnologies of any Third World country.29 

The largest sector 1s textiles and yarn, accounting (or a 

quarter of tot'l capi~al held abroad. Thi& 1s followed by 

paper and pulp, engineering of various types,/ food prQccssing 

.. 

" 
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• and chemica1s. In thes~ broad categories, there are individ-

ual investments wnich are unexpected if one believes .that , 
!hi1d World~MNCs are conE)ned to labour-intensive, s~al1 

scale, low-teèhnology activities. 30 The largest pulp and 

paper mill in less-dev-eloped Africa is an Indian venture; 

Indla~ firms are assembling their trucks in Malaysia, and . , 
a 

their 1e~ps in Greece; one firm makes precision tools for 'the 

ele.;tronlcs industry mainly for export, in S.ingapore, while~ 
a~other ma~ufacturés mini computers therei two of the~newest 

rayon plants in Indonesia have Indian participation; 

Malqysia's largest Integrated palm-oil fractionation facility 

is controlled by an I.ndian .firm, as ls Thailand's sophisti

cated carbon black plant, and an Indian stat~ controlled firm , 

has ,taken' a share in a machine tool manufactufing venure in 

N'igeriai ,and 50 on. 3 l . 

• Indian industrial investors abroad are required to 
, . 

contribute their equity in the forrn of plant and equipment , . 
frorn Indla. This ensures. that the manufacturing technology 

.. 
used (or a major part of it) has been transforrned from India. 

Most of the technologies hav&t of course, been imported by 
\ 

India in the first place, but ove~ time they have assimilated 
,# • • 

and, adapted 'to Ind ian condi t ions 1 and occass ionally changed 

ln significant ways to pect,orm better ·in those conditions 

than developed country technologies. 32 

The Repupliq of Korea (henceforth called Korea) i5 np , 
longer only a recipient of foreign direct investment. It 

.. 

, ' 

\ 
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\ 

also is emerg i ng, slowly bu t stead i ly, as a sou'rce of fore ign 

di~ect investment. The country now occupies a prominent place 
,f' " 

among a small group of third world nations (Argentina, . \ 
Brazil, Hong Kong, India, Mexico, Singapor~ and Taiw~n) whose 

firms have been establishing Eoreign direct investmen~, 

therebi' ear~ing the labei oft,"multinational". B The total 

number of overseas joint ventures and subsidiaries establish~ 

ed by Ko!:'ean ~ultïnationals was '298 by the middle of 1980, 

and thei!:' total volume'of overseas investment was $246 

millidn (U~S.).34 Korean multin~tionals have invested in 
1 

~radi~g, warehousing, transpo!:'tation, mining, forestry, and 

constr'tk'tion •. ManuEactu!:'ing ac_counts Eor on1y 12 percênt of 
1 

the overseas projects and the total vo1u~e oE POl in manufac-

turing was $31,266,000 as-of June 1980.3~ This volume oE 

investment is not a large sum cons ide ring ove!:'seas lnvest

ments by Eirms from industrialized nations~ but is also.not 

- an insigniEicant amount in the cqnte~t of the size, 

resou rces, and s tate of economic deve lopm~nt of -Ko!:'ea. The 

Korèan government has authorized 24 overseas manuEacturing 
-

in~estments in a wide range of industries including garment, 

cement, electric cables, motors and diesel engines, paper, 
~ 

_plywood, artificial chemicals, and shoes. Several~Korean 

firms invested in m4ilnufacturin'g in developed regions such ~s~ 
1 ." 

North Ame!:'icart. a~d Eu!:'ope. About 50, percent of all manufac~ 

~ur/investment was in South East Asla, .1S percent in North 

.. 
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1 
American, 12 percent in'th~ Middle East, and 8 percent in 

Urica. 36 

Thetl3 are, therefore, in terest ±ng di f~ces be tween 

developlng, countries i~ ur nature of their foreign invest

-ment which can be traçed to -the nature of their ow'h e'comony 

and home government P01.i~c~s. 
" 

.. 
II. 2. The Cornpetit~ 'Edge of -Third World MNCs 

Th-e prevalent view of Third World ~utllnat-i6nals is that 
• 

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

technologiesi in manufacturing undi~ferentiated, price~ 
< 

competlt'lve pcoductsi and ln possessing cheap, skill~d 

Management which is particularlf a~ePt at se~t_ing up ariç! 

running enter~(ises lri the pr1mitiv~. environments of less 

developed co~ntrie~.37 
. ~ , 

There is a great deal of valid1ty ip this portrayal of . , 

Th~lrd World MNCs. There can .certainly be {ound numerous 

examples of investo~s wh~ have mastered technblogies no 
. . 

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

conditions prevalent in lës~-developed ones. Thèir scale of 
, c ~, 

opérati~ns is'often fairly small, and many of their products 

are unbranded", "'or 'SOfd mainly betausB- of th~ir cheapnessi 

their manage;-s and __ ~~chnici~s are c-ertainly paid .less than 
, 

'!the(r expatriate counterparts from the rich countries. 38 

However, it would be, unwise to generalize fromvthese 

obse ryatioos and say' tha t sma 11 Bea le, low '\echnology " 
1 

Il • 

. -, 

o • 
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labour-intensive and' cheap manag~~ent are~e orily ësout"ces of 

competitive advantage vis-~-vis the develop~d country MNC~. 

There are several cases of lndian overSGas investment which 
. 

have been underfaken in direct compe~ition with oth~r MNCs, 

and whose scale and technology are practically lnctiHtlnguish-

able ·Erom thelr devGloped-country Gounterpdrts. Even wherc 

technolog~es have becn adapted or descah~d, Western MNCs tl.:lVe 

l oft~n already undert~ken slmllar adaptatlons ln the hJme 

coùntries of the Thlr,j World '1NCs and ln LDCs ln which tlwy 

have long establ ished operations. - There ,<3l~UIl1S tex bo no ,] 

prlO!;"l ,reason why a local Eirm if> hettor ahle! l') transf',H It.:; 

\ 
adaptatlons than a Western ~1~C with slmildr, hul /!Vl'n 

, , 
broader, experlence of adaptlnq technol()Jlt~s.3'j 

, 
~ 

Cheaper skllled manpower .11so,llws !1()t clPP •. ',1r li) 
'tI 

~ 

very substantldl çosl .Jdvanll'je l') Thl r,l vJorltl "1NC',. "")',L 

(x I~:;t.jnco, L l! n d l () k e cp' Hl l '1 t'Nt) t ) . 
three manafJcrs ln thelr .:lEtll t,3tes one!' UIUY h.l'JI! I)(;'/'r\ f illli' 

establlst1ed. 

W 1 th 5 U b 5 tan t 1 a 1 s a l ,~ S 1 .:; n~ d l t Y VI.! r 1 m d r } 1 n ft] • 'H) 

These Elndlngs do not ted,j lü <J vcJr; (;l~.l<.lr I)r ·;I.ron-; 

MNCs. 

ca~e ta case - in som~ 

,')ther firms t'J copy, whil,~ in .::>thcr,; it. iq,', Ilt.r"HvJ tJll'\(~ 1'1" -, 

ma rl<et i ng, a, pa rt i cd 1 ar produr:t. 

.. , 
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1 MNCs do not diffec much fcom the MNCs of the developed coun

tcies. lf1 

Th~s must not be interpceted to meqn that the two a'Le

substitute5. Developed country MNCs can do most things which 

Third World MNCs can do, but reverse i5 not centrainly true. 

Third World-MNCs rnay be able to ceproduce efficiently certain 

technologies posse6sed by developed countries, but the y 

cannot match them on the frontiers of innovation~42 TheiL 

capabilities'cest very ficmly on the conditioning and ~ 

expeLience of t~eir home countrie~, and their small size and 
, 

lack of maSSIve technologial resources necessarili mean that . 
--~y cannot compete ln fast-moving, very large-scale technol-

ogles, or ln products WhlCh are geared primarily to very hig~ 

incomes or sophisticated taste~ (though Hong Kong firms are 

beginning to attack the high fashion market).43 

AlI this means that Third World MNCs have much smaller 

lproprietary assets' to prote~t when they ~o abroad. Th is is 

wt1y it is universally observed that they are mote pr:one to 

enter into joint ventures with local firms than developed 

country. firms. Increasingly, ,'they are aiso eager (and some-

times able) to enter into joint vent~res with developed 

country MNC$I' an ideal arr~ngement for them to gain 'access to 

advanced technol,Og-ies and weIl known...brand ~ames. 44 . 

The absence of strong prdprietary advantages has been 

interpreted by Luis T-Wells, J~.If~ Fo imply that individual 
, 

Thlrd Worid MNCs will not last long- in the co~petitive jungle~ 

r -
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of international production. However, he ts of the opinion 

th~t the FOI of Third World MNCs will continue apace, atbeit 
'''4 , . 

with Indi~idual firms withdrawing from abroad and being 
..,. 

replaced by new aspirants. 

t Accordlng ta S. Lill,4b the "Euture of Thir~-WorlJ ~NCs 

lS bright for several coasons: Flrst, somé Third W0rld MNCs 
. 

do possess unlque technological·advantage~. Thes0 may well 

be based on 'minar Innovations' bu~ thcy dre derlvdJ (rom 

peculiac challenges (m~inly of lindlng the rty~t mat0rlals 

and components in theu home eCOnOmlGs) faccd by \th.lt pa.r~ i-
47 cular firm and are costly for other fuirms ta reproJucc. 

Second, there are many technologles which do nGt chaJvJc ver"y 

rapidly, making it L)ossiblc for Third World lÏrms 1.0 ke,~r) dp 

with international dcvelopmentr;. Thirrl, the fal':!. of '!Wln'J 
, . 

first' in a particuLu market ']ivcs the ,)nlr.::Jnt 

over- others, and this may be explolted hy Thini W'Jrl"l, fInn'j 

~ , 

in sevcr-al small mar-I<ets WhlCh the lar'Jer \1NCs do' not !>ot.1wr 

with. Finally, Thlrd World MNCs Cdn always replcnlsh thelr 

technological stock, 'wher.~ thelr ')wn JJtfort."i cln~. lnadtqu.1tt), 

by llcenslng technoloe;pc$ [("am dcveloped c;ountrle~ ()r 
..---. , (i _ :-

enter:ing lnto JOlnt ventur~!s witl-) De MNCs. I.n ottlûr Nurd<J 
"'" . 

they can become complements to, rattwr than t;omp'!t i lùr!i f>t, 

- devc loped coun t ri MNCs who r'.? th'n 1[' :)wn l(~:h nI) If){111~''l ,in) 
• 

uncompetltlve, but they ,;)r-o ahlu te) ·;I!t. 'lp <ln.l r"Jniltl(~ t,hf! . . 
'produ~tion proce~s eftlciently.4ij 

"'-
Sorne of the arrJur.1ent:'1 a!"jvanced ,lhout the III r.!m,lt" "11m1 ":~. 

of Third World tiNCs hav~ d familtdr rln r./ at)cJ:Jt thum. Tho 
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-
.~ 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 

prbdL!cecs 'ace stitt thexe and moving fcoin stcength to 

strengtry, forcing the advariaed countries to adjust to evolv
... 

ing patterns of c~mparative advantagè. Foreign investment is 

~simply another ~a~et of th~ competitive edge which is first 

exploited iD export markets, and recent history give us 

li ttle ,I:'eason to expect it to be a tranaient phenomençm. 
\ 

Third WOl:'ld MNCs al:'e hel:'e to staYI and they ~ill gl:'aduate to 

become First World MNCs as theie home countries grow into 

major industrial powers. 49 

A final note on a new form of overseas investment by 

sorne TWCs which is also expected ta grow in the future: the 

taking of equity shares in sorne high technology firms in 

developed countl:'ies in order to obtain direct access to their 

technology. Hong Kong, Taiwan, and Korea ,have already'under

taken i nves tment 0 of th is sort. It is not yet known how 

eFfective they hav~ been in transferring the basic technology 
ç; 1 - • " ' 

to their home' countries; but in principle Jthe,re is no' reason 

.Jt..y small,. spe~ialized producers (without strong internat ion-

al interests) in the'developed countr~s should resist the 

offer of eguity partic~pation from the Third world çountries. 
\ 

Even large firms, facing financial dif'ficulties, emay look to 

the new g~ant'corporations in th~WCs for c07operation. Of 

.. 

, , 
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course, given the nature of the in~ovation ~r-0cess, t'1û new- • , 

est and most valuQble t~chnologies may not be given to eqllitï 
1 1 _ 

shareholders who might become str-ong r-ivals .. !)Û 

Î 

) 

J 
t 
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49. Ibid. at 625. 

50. S. Lall, 'South-South Economie Co-operation and GlobaL 
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CHAPTER III 

TflEORIES OF MuLTINATIONAL CORPpRATIONS 

Bafo~a advaocing too fa~ in tha discussion of the.intar-
. 

nationalization of Third World firms, a brie! economic 
q 

analysi? of cu~~ant theory ~egarding multinationals should be 

~adè. Thé contemporary view starts with the premise that 

ovet:'seas productiqn involves additional costs arising from 
l 

additional transport and communication requirements, and from 

legal, linguistic, cultu~al and political difference~. T~us, 

the Eirm venturing abroad must have some competitlve advan

tag~ over the national firps based in the host country whrch 

could benefit'!l more from direct investment than from exports, 

licensing or portfblio investments. Much effort, both at th~ 

thep~ietical and empirical,level, has gone into the identifi

cation of thasa competitive assets. l Broadly' speaking how-
>', 

aver, the spac i f i~s . of these théories can, be cla~s if ied unde'L 
1 

two headings: ownership and locatioœ. The formet concerns 

the structure, possessions, or capabilit~es of a firm, while 

the latter concerns the conditions and the system pr~pertie. 
11$ . 

~ 

of ,the host country that wou Id at tract a fore ign inves_tment. 2 

These can aiso be described as push and pull factor~.3 .. 
Within the ownership category, technology undoubtedly 

• 
remains ,the most irnpor:tant advantage 'of a muitina=tionai cor-

.. 



1 

\ 

29 \ 

poratlon. Technology, in this context" means knowlerlge and 

skill regarding' products and production processes. Mu1ti

nationals oEten enjoy oligopolitic positions iJ the goods and 

services which they produce. 4 E~en when rnanufact~ring simple . . 
standard i zeü products, they are able to di f f e ren t ia te them-

selves from others by minor physica1 yariations"or subjective 

distinctions created by ad:,ertis~ng and marketing skill,,? 5 
\ 

Companies like Coca-Cola, Kellogg, or Nest1e have been a.ble 
.. , 

to es'tablish wor Idw ide opera tions pa rt ly on the bas is of 

,;' pcoduct diffe·cehtiatlon. M'ore importantly, ov.erseas expan-
" 

sion appears to be closely re1ated to the ownecship of 

advanced, operating technologies. It is the owrrcrship of 
~ 

production t~hnologles that leads host countries to attract 

foreign dl!ect ~nvestrnent. Empirical evi~encc6 shows that 

multinatIonal firms operate la,rgely in rescarch in~ens.ive 

industcies and that reseac.ch int,ensive Eir-ms, tend to lnter-

nationalize. American and European basad multinational firms 

h~ve been able to acquire or develop pcoduct and p,roccss 

technologies through rescarch and development, and also .' 

'through experience: 50 cal1ed "learning by doing". 
1 

Marketitng and ma~agecial 1:;kills can a1so con'tribute to 

the internationa1ization of a firm. Caves 7 .has argued 'that~ 

ptoduct differentiation, under which he inc1udes both tech

"n010gica1 intensity and marketing sk i 11;, is the, main reason 

for foreign di~~ct i~ve9tment. Firms move to lor61gn couh

tries on the strength of their spec(fic management skl11s or 

1 

( 
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\ 
t? 'exploit managerial pot,ential that remains underutilized at 

,hOffiEL 8 

The otber two important c~mpetitive assets of multi-

national corporations are their easy access to caiital 

-J cesources and thrir control of raw mater-ials. Multinationals 

tend to be large f irms wi th- vast assets and good repu tations; 

. therefore, they -are able to raise the necessary capital . .... 
- . . 

resourees both in home and ho~t countries ~anù on· better terms 
" 

tnan s~ngle-nation enterprises!9 

As well, they are in a better position to tap. international 

-financial mar-kets. (finally, Cont"ol of raw materials ean' 

also put a firm ih an advantageous position over the firms in 
~ 1 

host countries. Control can arise out oe a firrn's advantages 
, 

in production, p~ocessing, transportation, and sales -of raw 

material. IO 

Severa. other sources of ~'fi)m's 
are their large size, their abili~y to 

\ 
competitive:strength 

diversify risks, and 

the existence of favourable government polieles.' Whatever 

the specifie sources of a firms competitive strength might 

_he" the fact remains that multinationals are oligo~olies 

operating und~r imperfect market conditions; their ~onopol-' 

i~t~c_ or oligqpolistic advantages arè similar te those of 
• 

leacting firms in domestic markets. Il , 
"Ownership sp'ecif"ic advantages" 12 

Il .. 
are necessary, though 

:' 

not safficient conditions for overseas direqt invéstment. 

, They cannet explain why a Birm seeks to exploit its competî-
• 

\ 
,. ./ 

i. 
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~. 

tive assets through direet j,0vestment and not 'by licensing or 

exports. Nor do they account for the loc3tion of foreign 

.- 1 subs idiar ies and plànts. For - this ' pu rpose, resea rche rs have 

'-

introduced many "location-specifie" yariables that inelude, 

for example, trade barriers, low labour costs, ~vailability 
t;) 

of raw materiaIs, market size and growth, and the pOlt?ies o~ 

host governments. Thl,ls, hi'gh 'tarifEs, import quot"as, prodactr'" 

'standards irpposed ry importing countr'ies, and high tr~nsport

ation costs always provide firms with incentives to invest in 

such countries. 13 

attra~ foreiQn 

hpve established 

Th~ prevailing low levei of wages also 

inves tors.: !I\any Ame rican and European f i,rms 
-' 

their over~eas sourcing operations in manx 

South East Asian Countries for this reason. The availability 

of large and/or growlng markets in host countries also 

,attracts many fir:;ms. ' perceived political and economic 

stability always remaiRs an lmportant ~onsideration for 
. " 

foreign lnvestot"s. It shou'1d be' noted, ho'wever, that the 

location - specifie factors are largely the sarne for national 
(''i' 

and forelgn firms. The -~ornplex interaction between these 

factors and bwnership-sp~cifi~ advantages explains why firms 

expand 9verseas behavior of'fi~rns.14 
~ 

The above mentioned' explanatot;'y var:iables have aIl, been 

presented in the eontext of research on V.S. - and European • 

based multinationals. However, the few'available studies ,of 

Third Worid ~inationalS suggest that ma~y of the variable~ 
have very limited value in predicting theie internationaliz-

a t ion .. / 

Il 

". 
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In t~e followlng section·the~e tWQ variables, namei y the 

ownership-specific'and locati~n specifie, will be examined 

J.norder to ascertain thelr value in explalning the 

internationallzation of Third World multinationals. 

'li 

IlL!. Ownership Specifie Variables 

Thlrd World multinationals do not' ma.,nufaeture, new 

'products, but rather sell those prQdu~ts t!or which technology 
~ t. 

_ • has been already stan(,lc.:rdized. 15 In fa-ct, ,these firms do not 
l ~ 

( 

) 

1 ; 

usually have the adval1tages of fami l iat brand names ~and con-

sequent consumer loyalties. There are exceptions, however. 

For example, Tatung, which is bal?ed in ~Taiwan, has acquired 

good visibility and its bran'd na me is 'becoming well known ln 
., 

several ASlan countries. As a rule, Third World firms do not , 

havè access to the latest rnanufacturing technologies and, in 
\ 

fact, do not operate in technology-intensive industries. 16 

Also, they lack strength in the areas of marketing and 

management ski 115, at least in compa r'ison ~-w ith mul t i na't iona 1 s 

'-from industrialized countries. Differences based on firm's 

" national origins can however, be delineated~ith respe~t to 

this factor. Fo~ ~xample Indian firms, which have long been 

accustomed to operating i'n a protected environment, and have 
1 

been weak in ~arketing17 while Korean"firms, with their 

5 trong t ies wi th generèl trad i ng companies, show good market-, 
i ng 5 k i 115. 18 

.. 

\ 
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Access· to capltal reSOLlrCeS, which has becn .:ln impùrLJnl 

asset of American and European firms, is simply not relevAnt" 

to the ass~s s,men t of TW compan i es po t entia l for ~xpoans lon. 

Most of the dcveloplng states suffer from a persisttlnt short-
. 

age of foreign exchange, creatlng problcl$\s for thelr firl1s • 
• 

Are ce n t s tu d y 0 fIn dia n j 0 i nt ven t LI r e s ~ n ~ <l l a y si.), f...>r. 

r2xample, reveals that the i r cash shortage thrcJtf~ns the i r 

very survlval. 19 India is perhaps the worst caS i!?, bllt th,> 

foreign exchange sit:Jation oE firms fl:'om So\Jth KOrèJ or , 

Taiwan, is not always entircly satisfactory.20 ·\1thollgh m()'.;t. 

flrms Ecam developing states do not h'ave pt:"ivilerJed ,ICCC-;::; L,} 

t:"aw materials, they have recently begun to invest in rCS,)drc~' 
. 

devclopment projects,Ll Thus it 1S' sugr]csttJd Lhat LhQ I./P" 

oE- ownership-specifc Vdl:'13bles Llsually strc'5,.,ed ,"}'; .P, ... ".!t.; r)/ 

the multlnatlonal COrpOl:'dtlOn can hùrdly ':!xplain tlle c)v,.!r',(J.\ 

expansion of Third WQrld flf'11S. 

ô What, then are the ownership-specific dllvr.lntdIJ(~·3 01 thl! 

TWMNCs? Thcse seem ta 11c ln the suitability of thlJlr c)pl!r--

at'lng technologies, lower ()vechead and e)(patriatr~ payment;, 
C' 

famlliarity with the·conditions and problams ()f riovc10pirv) 

-.:ountries, and thelr less thredteninq p05tun~. Pcrh~lp,,) t.1,Ü 

most important strength of Third W0rl~ (irm~ lics ln lhuir 

lass advanced, though not ncccssdri 1 y 10)3'3 Qe . 

Edct.lrl.ng technologies, whic"! functh.Jn rl)a~()n(llJly wc in, 

t othe'r developing countrles. 2 .2 AlthDugh mO"'it, if 

Third Wocld multinationals rlCluirQ .manufact'.lrin'J 
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f rom industri al i zed states under various kinds oE arrange-

ments, ranging from collaboration to outdght purchase. 

These technologies, upon acquisition are adapted with respect 

to the distinctivEL charactefdstics of developing economies. 

He Ils has sugges ted that the se adaptations ~re genera 11y 

of four kinds. 23 Fir-st, fi-'rms intt:"oduce innovations'enabling 

them to use machinery on a. smaller scale without sacriEicing . 
e f f iciency. Si nce mar-kets 'in deve:Lop i ng states are usua Ily , 

Ilmi ted, large plants are not economically viable. Second, 

flrms make modiflcations that permit multipurpose use of the 

same machinery and equipment. ThlS is again necessitated by 

-,the small Slze of the market and the general scarci ty of 

capital resources. 
-

Th i rd, adaptat ions are sorne t imes made to enable max imum 

use of avai lable raw materials. Fourth, operating technolo

gies ar:e made, mf labour-intensive by substituting manual 

labor for machines whet:"ever· possible, without raising cast. 

The~ kin~s o( adaptations rnake the technologies at the- dis
. \ 

posaI of Third World firms seem quite attractive to develo~-
• 

ing hast states. 

In this connection, Lal1 24 has identified' three stages 

of what he calls "technical learning" by firms~ The first 

.. stage is "1eorning within a given tec~PIOyeeS 
contribute to the greater efficiency of the imported techhol

../ 
ogy .by minor chang~s and adaptations dictated by the 

~exigencies of the situation. However, ~s a firm's wdrkers 
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\ 
and engine-ers grapp1 wit'h the machinery and equipment (l)fLek 

wlthout the assista ce of forciJn e>XP8/rtS) they (Jain Vd~lù 
insights a,nd experie\lce that 8nable them ta manùfdctùrt.J 

machanical componenl~ wtllch improv8 the equii=>r:lt)nt"~~rL)l:m-

ance. oThis stage 15 labelled by LaiJ. ,"1S ulcarniOIJ tl~ '. 
,. 

embodt'ed technology". Here he. dist1n']uishes betwecn loJ<irnln'J 

by Imitatlon and learnlng by design; the formet- impllcs th,ll 
• • 

the Eit:"m simp1y eeprodLJces the machinery '8 'compontlnts, whi l,> 

the Lattee suggests that the Eirm is ,3b1o tü modifj lhem. 

The third and Einal stage cornes, accordin(] ta LaIl, when th.) 

o 
Eirm 15 able to reproGLJce the (~ntlrè lechnoln!)y lhat it irnpo-

• rted ear11er in a ELlnctional plant. Many I)f the rlrm'.; (r')M 

. ~ 
several developlng countries alr3ddy ',ùcms L,) hav~ redchud 

the third stage oE technicàl lCarnlnfJ ln rn..lny Indllstrir!'i. 

It 1S Indeed misleadlng tl) surJ(]C'3t thal ,~ll Thi r,) W,Jt'ld 

Eié~s compete ln Intcrn,"ltianal marketl3 on the l>a·;ts of 

3dapted technolog18S. 

altor.Jether- new peoducts dnd productIon pr'0CiJ:jSCS. (-'ur 

example, countrie8 like Brul:1L, Kora,); Mexico, and (·VI.Hl 

"" Taiwan, have been able to mélkc '''lgnlficélnt pr()'Jro';~ ln lh\.' 
'>} 

heavy mac'hinery and tools tndustrf. ,,!:l, Inold hùs ,lCCOlTtplt·~tH~,i ' 

breakthroughs in a'Jricu>tturc M\d in fJoth <;m,111 clnd !arr!e! 
, 

industrlal sector<:>, w~lch it", flr:ns hdV(,: b(!l~un t0ulilt,"ll ln 

their overseas expanslon 1rlv~. 

Third Wo<lrl multinational, t~1r 
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expatriate costs, which -are passed I)n to consumees. 20- The 

firms from industriaIized states usuaUy make hU9~ invest-
I 

ments in factory - sites, offices, hou~ ing and othet amenities 

-for their managerial and technical staff. Moreov~r, the cost 

of \xpatriate staf'f is usu,ally high for multinationals fCom 

developed states. These firms not only provide remuneration 

according tG the standards of their home countri.es but aIso" 

give vadous' kindsof allowances to theie expatriate 

employees to induce them to leave famfliar surroundings for 

sorne exotic, unknown envlronment. These f irrns also' pro,vide 

slightly higher wages for their local ~mploy.ee~ compared to 

the local fi rms. 2 7 AU these items are ref lected' in the cos t 
, . , 

oE production. Two stu~ies have indicated that the case is 

.different wlth rhlrd World flrms,28 which typically make a 

minimum investment in posh buildings! imposing offices, and 

attractive work facilitiest and provide ffioderate wages t9 

their expatriate staff. For examp!e, it is estimated that it 

CQsts a U.S. firm about U.S. $100,000 dollar to keep a 

middle-level executive in Malaysia. The corresponding figure 

for an Indian employee hieed by 'an Indian firm is about 

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

staff than their counterparts l from the industrialized states, 

their overall expenditures are Iower • 
• 

The,lower costs of keeping expatriate staff aiso explain 

the gro'wth of lnternational consultancy firms based in devel;-

qping states. - Since their manpower costs are modest, these 

J 
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f irms are ab le to compete efEèct ive ly .....,i th those f rom - i n.1u5-
1 

trialized states, especially when the-technologies involved 

are not ,very sophisticated. Th"us, consult,ncy services 

offered by Indian Eirms in Middle East states !1.1ve 'Jrown 

impresslvely.2Y Many Eirms from the United States, Europe 

and Japan have a1so been subcontact1nr.~ to Indlan, South 

Korearr, and Fllipino fiLms to take advantage oE the L.:ltter's 

l~wer staffing ~osts. 

Besides the above t'NO assets, Third World multinationals 

aiso have an advantage in their Eami l iarity with devclopin r] 

states •• Most Third WOLld states share a similar work oLien-

tati'on ",and ethic, bureaucratie inefficiency at governmcnt 
1 

leve1s, interpersonal business networks, Inadequate ecé3'nomic' 
. 

infrastructures, and a cultural environment th'lt is not 

always conducive to devel·()pme-nt. That these firrns c.'ln' 

operate withi~ ,such an environment i5 often an imprJrt.:lnt 
il 

asset in a host country. They can easilj establJsh rapp_ort 

w i th the ir emp 1oyees, loca 1 bus i nessmcn, a nd gOV{~ rnmen t 

au thor i t ies. 3 U They are a1so 'Ne II prepa red ta dec:ll wi th the 
J 

system of patronage' and glft'). that Ameri,can mI.lUin3t·ion . .,ls 

n::>w find exasperat1ng. 3 0a 

Third Wor1d f1rms are per-celved ,as leJss<t LhrQdJcnin g , 

pQ1ltically and economica11y, by many hast countrb~.,.31 

politlcally, their home countries are not as pawerful as th~ 

~ ndust r ia li zed sta tes and are not in a poe; i tian to inte rvcnlJ 

eEfectively on their behalf. Economically,.. Third Wo~ld firme 
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o 

passes neither the capital nor the managerial and technolo-
. t J 

g iCai resour:ces of their counterparts from the developed 

world. Nevertheless, th is wide ly recogni,zed "hand icap" of 

Third World multinationals is perhaps their strength at a 

t ime when there is widespread concern abou t world domi na t ion 

by powerful multinationals based in a few industrialized 

nations. Studies of South Korean and Taiwanesa fLrms hav~ 
\ .-

understaod this point. In, several cas~their executives 

stressed that the modest internat'ionai role' of their 

countries often helped, rather than hincteredJ their entty ~ 

into many Asian and d\frican countries. 3 '2 

The above ownership-specif ic yar iables explain the 

assets and capabili t ies of Third World firms that enable thef'1 

ta enter and then survive in host countries • 
• 

But ihey on ly 

téll part of the story and do not explain the preference or 

), Third World firms for direct investment over export, or their. 

decisions abou t the location of their overseas plants. These 

can be bet ter expIa i ned by locat ion spec if ic factors tha t 

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

) 
III.2. Location-Specific Variables 

The ,bé\rr iers pl aced on imports to indus t r iaU zed coun

tries are undoubted~Y the most important reasons for foreign 

direct investment by Third World .firms. There is widespread 

concern about protectionism, both in,developing and indus-

tria.li?!ed states. As their entrepreneurial and technological 
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capabi lit ies gro~, deve lOPl nJ sta tes typ ica lly introduce 

policie~ that favour import sustitution as a moans of encour

aging domestic economic activity and improving their balance 

of payment s,-ituation.' Indus~rialL~ed states have q~drted to 

curb the 1mport- à'f cectdln types of manufactuced ljoods from , , . 
deve 10p1 ng ~ tates tha t. .. th\:·lea t'en the i r i ndcr]enous p(\)duct ion. 

Third world Eu"ms have oEten t:"espondcd by eSL'lbllShin,] sub-

sidiat:"l~s and Joint ventures in the countriûs to Whlèh LÎ1eY 

previously exported, t.hus" protecting their mackets. In many 
, 

cases they avall themselves oE vaLious Invcstments incentives 

p'rovided by the host (Jovernment. For examp1e, when textile 

exports we re th Lea tened, because ot:\' ta riE f and quota rest ri c-

tions oE markets ln EEe Hong Kong firms reacted by cstdb~iqh-" 

ing their manuEacturing operation's in Indonesia. 33 Sirnil.Jr-

1y, Taiwanese firms started establ ishing their subsidiaries 

in the United States when they noticed fJt-owinfJ concern dl)oùt 

the import oE electrical and clectronic products fr('Jm A:;ia. 34 

H~nce, a part of the ceeent overseas manufactur'iny invl~"ltrr\IJnt 

by Korean firms has been deEensi'Jc in nature. 3 ~ 
o 

Q 

Firms from Hong Kong that werc exportinr] 'jar,mentB tl) 

industriallzed states have Eoll()wed an altorJcthûr dtfCerent 

strategy. As quotas were introduced by devcloped countrio~ 

on the lmport of textlle products from Hong Kong, thoyu flrms 
, , 

estab} ished their SUbs"ldiaric'3 and joint venturos in dovolop-

ing stdtes whoso quotas had not l')ocn ful1y sUbscdb,;:d. Thua 

they invested in countLies 1il<.0 Tonailanc1, Manrit.ll1l1 and Sri 

.~ 

/ 
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Lanka. 3 b" In such c?ses, text i les or serni f inished garments 

are supplied by the firms to ~heir subsidiaries or joint 
1 

1 . 
ventures, which do the final pracessing. The ~roducts are 

then labeled as manufactured,in the hast country and exported 

to industrialized sta~es, while only a very limited portion 

of fhe output"is allowed to,be sold in the domestic markets 

of the host states.. Severa-l Korean firms have aiso Eormed 

overseas ventures ta bypass quota restrictions. 37 -

Sorne firms, especially those whose home countries are 
.. 

involyed in expor~-oriented industrialization, initiated 

-thelr overseas i~estments for promotionai reasons. In such 

cases, the main objectIve was not to manufactur~;abroad but 

to support the export eE forts of home éountries. Most, of the 
. 

,f South Korean direct investment in the United States, Eor 

.-
example, has been designed to encourage South Korea's exports 

by providing~ nécessary suppor~ facilities. 38 Several third 
\ 

'World firms have alsa established subsidiaries and joint 

ventures in a member sta-t"e oE one' of the regional. groupings 

(Sela, Lafta 1 the Andean Group Caricom, Ceao, Asean and 

others) 50 that they can have easy access ta the markets oE 

other countries in the group.39 For example, Hong Kong and 

Taiwanese firms have been setting up theit joint'veAtures in 

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

Asean market. 40 

The prospects for the sale of manu~acturing technologies 

" , also attract Third World firms. As mentioned earlier; firms 

( 

( 
\ 

.. 
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in deve10ping ,countries are, Eâst accumulating prod~ction 
technologies in a wide range oE industrie~. The Eirms ~atur

a1ly like, to profit Erom them in the internat~ona~ market~. 

"Wherever pos~ ible, they sell or 18ase them through license~, 

technical collaborative arrangements or supply of turnkcy 

projects. However, it is not always possible ,Eor these firms . . 
to market these technologies. Firms oEten lack exclusivlty 

of patents dnd often do not have the advantages ot: famillaL 

b'rand names. Moreover, an in te rna t ional ma rket has no t 

developed for these technologies since Little lnformation 

about the potential buyers and sellers 15 available. 41 Under 

these circumstances, it makes sense Eor these firms to estab-

lish joint ventures or Subsldiaries EGr selling/leasing their 

operating technologies. Usually they partly subscribe t~uir 

equity shares in the Eoreign su~sidiaries o~ joint vcntures 

in the form of" machines and equipment. Thus, a firm can <;e'11 
f 

its 0perating technologies, for- which therc i5 a limit.ed 

, int~r-national market, and it also gains equity shar-cs in 

Eoreign ventures that ~hould turn over ~ continuous 

profit.l:+ 2 

In Indials case, the export of machinery and'equipmcnt 

lS one of the princlpal rcasons for overseas expa~<;ion.~3 

Indlan enterpreneurs started tapplng foreign markets far 

thei\:' JOInt venture i?rojects when the countryls capital goods 

industry was faclng a recession. The majority of In1idn 

firms have subscribed theïr- equity shares in jo~nt ventures 

\ 

-. 

/ 
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in the form of machines and equipment. 44 In Hong Kong, South 
< 

Korea, and Taiwan a substantial number ,of firms have sold 

thelr operating tec'hnologies to' their joint ventures. '+~ The 
1 

situatlon is sim~lar for many Latin American firms. 46 

Third World firms even sel1 their old maehinery and 
- \ 

equ ipme nt to other count ries \' n the a~ove f ashion. In such J , 

cases, flrms go to a country ,here the old operating technol-
\ 

ogies are still economically ~\iable qnd politically accept
'J 

able. Hong Kong firms have be~n know to repaint their old 
t 

machines and sIe 11 them a t profi ~ to the ir ove rseas ~ 

partners. 47 ~here have been similar complaints about two 

Indian f\rms, ,although the country's regulatlbns prohibit the 

use of old mac'hfinary in fore ign joint ventures. In TaiwaJ!., a 

firm sold its own manufacturing plant to -its subsidiary in a . 
South American c~untry.48 

Sorne Thlrd World firms have tried to take advantage of 

lower- produc,t ion costs in o~her developing, states. Wages 

hav& signiflcantly increased in the more industrialized 

~eveloping states, Such as Hong Kong, South ~orea, and· 

Singapore. 49 Therefore, thei~ labor-intensive products are 

not always competitive in world markets. Increasing labour 
o 

costs have caused sorne. South Koréan garment firms to seek new 
A 

venues 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 si~es in BangladeSh~ 
.. 
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Indonesia, ,Malaysia, Sri Lanka, and Thailand. A recent study 

'-

reported that i ncreas i ng re nts and wages Led a nU,mber of Hon'J 
1 

Kong firms to search Eor- overseas manufact~rÎ,;ng bases,!:!l and 

a similar situation exists in Singapore. _ 

Third World Eirms have a1so b.een attr{lcte(f by the lun~ 

è 

of raw materia1s. The rising priees oE petroleùr.\ dnd th0 

perceived scarcity of raw materia1s~ have made many f.ir-ns 

actutely conSClOUS oE their v~lnerability ta supply fluctua

t ions' i the l L conce Ln is not on ly for the PL 1\13 oE raw 
/ 

'rnaterials and the cast oE importing them, but .1150 their cort-

tinued availabli~y. The present sltuatlon hàs espec~ally 
1 

aEEected thd flrms from those deve10plng states 'thdt have 
/ ~ 

made signiEicant str:-id,es toward lndustrialization, but: ,=tn~ 

no tri ch l n Vol ta 1 na t u ra Ire sou r ces . Th us, Rra z i 1 1 a Tl 

Petrolbras and its subsid"~dries have set up sevor'al v.;ntLlr·~s 

Eor oil exploration,52 while several Hong Kon],firns arc 

increasingly investing in Indonesia, Malaysia and Thailand in 

the wood and wood p'roducts industry,!>3 South Korcari and 

Taiwanese Eirms have recentIy entered into collaboralive 

atrangements with severai OPEC countries for ail explor~tion 

and refining. b4 Severa1 sta~es have becn acLively encourag-

iog their fi'rms to make overseas invostments in rC$ource ~ 

development projects. for oxample South Kor~a and Tdlwan 

yive ~riorlty to those projects that Invest ln vital Rourcas 

of raw materlals, even- providing lncentivos f0r such invcst-

ments.~~ 
c " 

Sorne countries are aiso using th"eir c;tate 
1 . 

11' 

? 
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con~~led enterprises for this purpose. Taiwan Fertilizer 

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

in Saudi Arabia for maQ.ufacturing chemical ,fertilizers. 
\. 

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

exported to Ta i wan. AQd, as ment ioned, state-c..Ç?ntro Ued 

~nterprl,ses in Brazil have taken a lead in foreig'n oil 

exploration. As the general dema~d for raw materials grows, 

more and more Third World. firms will come under pressure form 

thëir governments to e's~ablish overseas subsidiaries and 

joint ve~tures Eor gaining access to them. 56 

Two other location-speci'fic variables cao be mentioned 
" 

!\e1re. The first is 
Cl 

the similarity between the cultural and 
")- ' .. 

economic systems of 
. 

home and host countrres~57 Firms have 

usually expanded to oeighbouring'countrie~ whose social and .. 
cultural systems are familiar! While theçe is nothing new in 

thlS pattern, the ASlan Third World firms ar~ distinguished 

by their widespread use· of ethnic and kinship networks. 

Pirms from Hong Kong, Singapore and Taiwan have successfully 

used the Chinese communitie; in neighboring states (or e~tab-
... . 

lishing their joint ventures and subsidiartes, although 
/ 

Indian entreprenu~rs have ~een relatively less successEul in 

making use of overseas Indien.- communities. 58 

Developing states oEten have a,high degree -of pOlitical 

upheaval and economic unce.rê.ainty. Thus, a second attracting 

fpetor can~be the political ~d economic stability of the 

host countries as compared to the home environment. 
O' 

-Çonse-

... 
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quently,-"and unde):'standably, when a state faces econoi:nic Ot
~ 

political problems; 'its firrns seek" investments in countcies ... 

that are pecceived to be ~~re stable therefore and ~Afer. 

~rgentine firms were reported to have increasect thei~ over-
, 

seas investments during the last years of the Peron regime.~~ 

Hong Kong firms have sought security in Eo~eiyn countries as 

tflè presen t . lease draws close to i ts exp i ca t ion da t~ of 
, 

1997;60 althoug~ the sItuation ht9s drastically impcoved with 

1 r,~cen"t political ch)nges in Chi-na, which have given Hong Kong 
'...:o. 

entrepreneurs d new confldence about thei~ future. Uncer-

talnty perslsts ln Tai~an, however, and its firms have becn 
Q • -

know" to \ e xpand the 1 r ove cseas i nves tmen ts through both f'..Jrma 1 

and nonformal'channels. b1 

To'sum up, ~n this chaPTr, a discussion has becn malie 

about the ownership-speciElc vari;bles and loc~tion specfEic 
, 

variables that expiain the intecnatlonalization of a .firll. , , 

The ava i lab le da te sugges t that the owne rsh ip--'3pec if ic advan

/tages of Third World,.'Eirms dre usually quite diffiercnt from 

those associated with the multinationals from North America 

ànd' Western Europe. However, there,. ls rrïarked' similarity 
" 

between the two types of m'u 1 t i na t 10na Is w i th 'c,cga rd to 'loca

tion - specific factocs. Por example, the reasons, like 

lower' labor and 'overhca-G cos ts that account foc the emergence, 

o of ~iant flrms and oligopolist~c market structures within the 

adl.vanced lndustrlal countries, aiso seem to account for the 

internationalization of TW flrllS; ~~. stlecifically, giving 
1 

/ • • 
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them advantages that can allow them ta operate pr~fitably 

abroad. 

" 
.J 

/ 

) 
\ 
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CHAPn~R rv 

1 PATTERNS Of l NV8STMt;NT OF TH r RD WORLD MNCs' 

Con S l der ab le d t te n t l ù n i n the l l L tJ r cl L LI r e <.) n Fl)J 11 ..l'~ 1111 \.' n 

drawn to FDI actlvltles by suah Thlr'j WOt-ld. t.;ounlrtl!'l :'-l 

Aryentlna, Brazi'l, Hong Kong, India, Sin'1Llpor.!, the I{'~pll:d l" 

of Kored ~nd Talwan. In this chapt..:>r, dn ,lll.,:>tt\(ll. wl) l 1) ... 

made an exemplary contrIbution tl) the eC()nlH11,~ it1vI .. !lI)pJ:lt.'l1t 

efforts of Thlrd W0rld countnc"3, rlnd t hw, ~;upp Jt"tiin f th:' 

drrJument that there l~ conslder~lJ11:- poLenli,ll f}r \flVW.t 'n,'nt 

'l'lw 1 nt r t n~ 

-FDI and JOlnt ventures betwcùn TW C()UJ1trl.!:~ ·;hr)."J';) I)")W l'III' 

mer1t of T,W Jcvclopment and melintainll1rj (;\)nlrol ()v'Jr Iht!ir 

economle's by seckln'J the suppl} of ri-;k vilpltJl, jOI),1Wlll, 

actlvlty • 

B raz i l, Ch l le, cl nd Ur' J r; U J y • 
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These activities have established cectain patt~rns which 

will be described in the following sections of t~is chapter. 

They will demonstrate how these intra T.W. and joint ventures 

play a catalytic role in promoting trade expansion among TW 

nations, both quantitatively and qualitatively. This Chapter 

will attempt ta demonstrate how thGse activities can be a 

complementary factor to the overall co-operation among TW 

countries anq also demonstrate the raIe of international 

organlzatlons and institutions in promoting South-South trade -in the best inte cests of a 11. Third Wor Id na tians. 

IV.I. Patterns of Intra-TW MNC ForeIgn Direct 
Investrnent (FOI) ~ 

(a) Regional and Cultural yatterns 
t , 

\ 
, 

Data on FOI from TWCs are scarce. Only a few of them 

(e.g •. India) publish figures on outflows o-f FOI and a few 

others (e.g 0 ' Indonesia) on inflows of FOlo Recently, the 

U.N. centce on Transnational Corporations has published sorne 

overaii figûres on the basis of balance of payme~t data. -- ~ , 

Thes~ figures indicate that FOI of developing countries 

amounts to only a fraction of that from developed countries, 
o 

but that ~hey have been growingofaster. Ouring the period 

1970-72 the total outfl~w of. FOI from TWCs arnounted to U.S 0 

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

197~-80 this ratio has risen ta 1. 64 percent. For the 
, « 

ten-year period fcom 1970 to 1980 the growt~ rate of fOI from 
\ 

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

Deso 2 In sorne hast countries (ego Indonesia and Thailand) ~ 

( . 
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FOI by TW MNCs alceady constitute~ as mùchlas 14 to 16 

percent of total FOI (Table 1). In L~rms of the numb~r of 

projects, their importance is.evc;l ~tJdter.2 ln sorne 

countdes' (eg. Nigecia and Ghana) ~lected lndustries 

textlle~) are already dominated by LDC lnvestors. 3 

TABLE r 

Share of Intra TWCs F'D[ ln Total FIJI ln gclùctcd Hoqt 
, 
Countcie~ 

% % 

Arge n t i na (1976) 1. 73 Jndoncsia(a) (1982) 15.90 
Bra~il (1979) 0.60 ,Mexlco (1978) 0.22 
Chile (1974-78) 0.95 Peru ( 1978) 2. 00 
Co1ombid (1978) 6.48 Phil ippine5 (a) (1982) 6.80 
Ecuador ( 1977) 6.40 Thailand(a) (1982) 1).7 [) 
Guatamala ( 197.6 ) 6.80 Vcnc?ue la (1979) 0.78 
Hong Kong (*' (1982) 4. 10 

il 

Sources: (1) United Nations Commission on Tr,.Hlsn·Hll)J),11 
Corporation Transnational CorporaLlon in 'tJorld 
Development: A Rc-examination. E/C/IO/1H. 
N.Y. 1978 

(2) "Survey of Actlvities of Tr-ansn.lti()n<.ll 
Corpor,atlons froll "sian Dcvelc)ping Counlrll)",11 
Report submltted to F:SCAP/UNCTC (Hùn(Jkok, 
1984). . 
(*) ,Sh'are of Asian Dcvclopln'J Cr)untrieo.; ulllï. 

The largest investors ln A'Ha ar.c Hon'J Ko+nfJ, Kore;l, tho 

Philippines, and Singapore; and in latin Americdn, Ar~enLina, 

Brazil, Mexico, and Venezuel"l.· Tho larrJu·,t hast countr-io<:; 

a~e IJldonesia, Hong Kr)n r) and ThailanJ in 1\r.da; Bradl, 

Colombia and Ecuador in L~tin American. Mdny of thoqQ 

coun1::r·le~· are bath home and host countrios of th i rr' Worl\1 

'Multinationals. (Table II) 

/ 

/. 

't 

\ 
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! TABLE: II 

Selected Impor::-tant Home and Host Countr::-ies of_ fOI 
r 

in The Thir::-d World 

(U. S. $ mi Ilion) 

Largest Home Countries Lar::-gestcJ0st countrie~ 

figures refer to total fOI in 1976 or one or two years 
earlier::- in or::- from neighbouring important developing 
countries. ./ 

Ar::-~ent i na 35 Braz il 
Brazil 30 Colombia 
Hong Kong 753 Ecuador 

Hong Kong 

42-
36, 
33 
54 

Kor::-ea 07 
India ~2 

Indonesia 1,388 
Malaysia 48 Mexico 
Mexico 30 Thailand 
Philippines 276 Venezuela '" 
Singapore 131 
Thai1and 30 
Ur::-uguay 1 21 
Vepezuela , 42 

Sources - UNCTC. Tr::-ansnational Corpor::-ations in World 
Development. E/C.lb/38/N.Y. 1978 

1 
One of the important characteristics of these 4. 

21 
44 
22 

... . . 
mU,~'tiryationals is that the~ene'rallY iJ1vest ~n neighbourin"g 

countries with sizable populations of similar ethnie and 

" 
• 

cultural background. for example, nine-t~nths of Argentinian ( 

FOI in 1980 was concentrated in Latin American, ma(nly ~n 

Brazil, Peru and Uruguay.4 More than four::--fifths of the 
\ 

affi1iates of companies from Singapote and more than.half of 
'+J 

.. 

. . . 
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those of Mala~sian firms are in Sout~.an~ East 'sia.~ Ethnici 

and cultural similarity is very oEtan correlated with 

similarity of dem~nd structures of home ~nd host countrias. 
, , 

Moreover, ethnie and cultural simi13rity ~t8nds to assure the 

investors' of an elastic local s~pply 6f personnel whic~ suits 

thelr tastes in terms of tralnabillty for mdn~~~rlal and 

technical jobs. This -lS a critical factor for lony r~ngc 

planning. In the short iun TWMNCs tend t6 employ ~ 
. 

relatively higher propo~tion of cxpatrlates Erom thejr home 

countries, but _ in the' long Lun they tend to employ cl (jreatût" 

proportion.of local rnanageri~l.and technical staff. Early 

expansion of oc mu1tinatinai WdS chaLdcteriled by a similar 

~ '1) 

pa t bern. 6 
.-

The importance of regio~al and cultdral consl'ierations, 

howeve r, shou Id not be ove reruphas i zen. 1\ sma H mi nor i ty 

pop~lation of ·lndians could, fOL exampl~, ~ttrdct tndi~n FU[ 

as' far from India 'as Nigecia, but not further tAo Guyana whero 

,'the Indian p0p.ulatlon i5 ln majoriLy. 
1 

o 

Investing in countr~o~ 

at very great distances and with fJuite dlEf,;r"endt cultural 

eco!,omic and politlcal c'Jndltlons involve'-3 hi(Jh~r lnforrndli()f) 

~and management costs, which arc, <1S a rule, i.lvotdud b~'TW 1 
~ 

MNCs. Thus thelr investments dre, on tho wholQ~ confinod ta 
) 

nearby regions, although tharc 1re ~otablû exce~tions ta th~~ 

pattern. Hong Kong FDI ln texti 11)')1 f.')r ~x~lmple, has a ~ider 
l'. 

geographical spread TWMNt PDI in the ~ervicos qO~t0r i~ al~Q' 

widely distributed: a few Indlan (irms have oponed hatais 

• 1 
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and restaurants in Australia, France, United Kingdom, 'and the 

Un i ted States; banks from Kor~a,' Ind ia, and several other 

other developing countries are - like those f~om the 

developed countries - fOllowi,ng their export tcade by opening 
1 

branches 1 in counti ces' with whom they,' dea'l; and, 'a la rge part 

'of Korean FOI in- the trading sec{or is spread ove'r North 

Ame rica, Europe and Afr'U:a. These dis tances are the ' 
1) 

exceptions and regional concentration of affiliat 
l' 0 

of TW . -
MNCs is v~ry high and in any c~se higher th~n 

" 

affiliates of OC multinationals. 7 

~V.l.(b) Sectoral Structure , 

A great 'part of FOI from developing countries is 

concentrat-€d ln 'the manufacturing sector. Two thirds of 
o 

~ndlan joint vent~res are engaged in maqufacturing 

activities. About 80 percent of outward Taiwanese and inwarq 

C~lombian FOI, are in the manufacturing sector (Table III). 

With{n this sector, the investments ~re spread over a ~umber 

of industries producing mostly - unlike the DC-firms -. / 

products which are characterized oby mature (oider) technolo-
, -

g(e5, low priee competition,' and absence 'Of prOduct 
/ , .. 

differentiation. 8 More than half of the Hong Kong FOI seems 

tè be"'concentrated in texti·les, 9 while i·A. the case pE 'India', 
, 

textile investment occupies second place, and the biggest 
41 10 share of Indla 1 s FO~ is in food industry. Thus TW MNCs 

0' 

t 

investments take place mostly in those industries which 
" 

\ 

1 
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domi na te the manuf actl,l'red ex.ports of inves t i nll count ries, . 

supporting the hypothesis that trade is followed by fDt. ll 
~ ~ 

FDI o~- developing countries in the raw rnater.ials ~ 

extraction industries of host countries i5 relatively less 

important, ~though ~he si,tyation 'diçEer5 from country' to 
g , 

country. India has recently sèt up a Joint ven-turc ,,!ith 

Senega l wh i ch v..'l'll enab le Ind ia to impo r-t phospho dc dC id 

from that çountry from 198~-85 onward. II Sorne Hong Kong and 

Filiplno flems' h'ave invested in Borneo to exploit the local 

supply oE t1mber. The Hong ~on~ Eirms supply timber mainly 

to their home basad Eueniture lndustry, whereàs the Filipino 

timber investments in Borneo àre w~rld market orientç~. The 

share of outward For in raw mataria 1s extract ion indus.trie~ 

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

c;r.long aIL the investing countries oE the Thid World (Table 
Y> 

III}.13 Ln the case of 'rgentina it is main1y in petrolüym, 

whil.8 most Korean investments are in timber~':J in Southea'5t·, 
" 

Asi.:l. The Per'J'lian Cia Minera Buenaventura has made ,.1 

capital inv~stment in sorne mining companieq of other Latin 

l\mericàn countries such C::s IVeneZI1GIa and Ecuador. 13 a 

Brazil has a joint venture ih Columbia to ensure coal Bupply 

to her public sector steet ~actory. As hast countrie'jl 

Indonesia (ln ASla) dnd Ecuddor and Vûnazuela (in Latin 

Amerlca) dppeaç to have attrdcted relatively more FOI fram 
'" 

TWCMNCs in their: raw material sector:<; 'than ,have other 

developing countries·. 14 

" 

1 

J 
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TABLE III 

"Sectorial Distribution of FOI From 9r in 

Se1ected.Developing Countries" 

outward 

Korea Ta iwan 
1983 1979 

" Argentina 
1974 

inward 

Ecuador Colombia Venezuela 
1974 1974 J974 

Manufacturing Sector 
65 13 78 49 '33 81 46 

Construction 
5 12 . 8 17 6 10 

Mining, agriculture and Fo~estry 
48 8 38 12 

Tradlng activïties 
13 12 11 4 9 40 

Others 
17 15 l 2 29 13 4 

r . 

, 

Source: (1) Federation of Indian Chambers of Commerce and 
Industr-y. 

(2) Jo. S.H. "Overseas Direct Investment by Sout~ 
Kor-ean ftrms in Multinationals from Developing 
Countr-fes 

(3) ESCAP/UNCTC (Bangok, 1984) 
(4) Unido(IS, 218 Vienna 1981) 
(5) E. \lhite "The Latin Americans Fir-ms" in , 

"Multinationals from Developing COuntries" by K. 
Kunfar et al. 

IV.2. Host Country Benefits 

IV:2. (i) Appropria~e Technology 

One of the commonly accepted characteristics of devel
r 

oped countries' FOI is that the technologies associated with 

thesè investments are capital intensive, whereas the host 
. ~ 

developing countries, because of their factor endownments, 

n~ed labour intén~ive t~chnologies. As a result, production 
"'-- . 

o 
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~osts of the goods produced by thesc imported technolog ies 

are highei than those if théy wece pr-oduced with labour 
, , 

lntensive technologies. These cost~ are sometimes Gven 

h ighe r, than produ c t ion cos ts in the home coun tri es oE the 
~ 

Eoceign lnvestors. This is primari ly beeause' the domes t ie , ' 

markets of the hast developing eountries are generally 

smaller than optimal foc the lmported technologies. 

Therefoce~ such goods are not competitive domesticalli or on 
- ., 

lnternational markets. In the domestic markets oE the host 

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

local lmport protection. Such protec t ion leads, howeve r, to 
<il 

inefficient use of domestic resources, especially c~pital, 

WhlCh lS scaree in developinJ eountries.l~ 
1 

The techno log hn 

associated with the FDI of investing TWs, by contrast 

/ 

more labour intensive and therefore more appropr-iâte Eor the 

host oeveloping 'countries. 16 Another ~mportant reason Eor 

thelr appropr:-iateness i~ that the optimum pcoduction leveis , 

of such technqlogies are geflecally lower ,than those for 

technolog ies imported from high ly ind ust ri al i zed countr ies. l 7 

The Inain elements of the~e ~dvanta:es are the fOll~ng: 

Even if ~ inves t i,ng ,develor;> ing countries are unable ( 1 ) .. 
to devote sizable funds to R & 0 activities, they have 

\ 

succeeded ln develdping sorne production techni'ques and 

proc8sses corre~ponding to their own factor pr,oportion..s. III 

These m~"t.hods of production are ve~y likely to suit other 

deve lop i ng eountr ies endowed -w i th sim i lar f aetors of 

produetl ion.'. ' 

1 

(. 
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Though mo~'t of the FDI Cm developing countries 
b, 

in ,~ature products.incorporating mature technologies 

( 2 ) 

ls 

previous ly lmported from the deve.loped countries, these 

technologies have undergone adjustments and adaptation to , 
local condltions ln the original ~mporting countries. 19 This 

i5 more-common ln auxlllary operations than in the main 

In many cases, developing countries have 

'succeeded in scaling down the m.ain 'production pr?cess to suit 

their market sizes. Such /adapted technologies are naturally 

more appropriat~ ~or other host developing countries than the 

unadjusted original forms. This is considered, for example, 

to be one of the important reasons for the profitability 'of, 

TW fams in the Phil ippines 20 where such firms are able ta 

avo id \d le capac i ty by adj usting to the ava i 1 able demand. 

(3) Sornetimes the investing TWCMNC's have not ad just-

ed or changed an imported techno~ogy at a11, but the part lCU

lar technology 1:;; no 10n'ger available from the odg inal 
, ... /13 ;~ 

exportlng deve10ped country, which has ,converted to moru 
\, ' 

lab'our sav ing product ion processes'" in arder to reduce th~ 

costs of production. When the olde~ tec~nology'is imported 

from one into another developing country,' it may be. more 

appropriate in'comparison to 5u~cessor technologies ehat are 

ava i lable from a high ly indus trial i zed country'. 2 l 

A comparison of fiems from developi'ng 'and developed , , 

countries in Indonesia showed that, on average, the for:mer 
" 

needed only about half of the capital per worker common among 

.. 
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the latter dUr:'ing 'the period 1967-76. 22 Lacrew's23 compari-

son of Thai firms, with difEerent origins showed that i~ each _ 
r 

i ndl,.ls t ry, f iqns wi th partne rs Ew:om deva loping coun tries 

(India, Taiwqn, Singapore, and ~alaysia) used consiJer-3.!)lo 

less capital per. unit of ~output than those with parent.:; ln ~ 

highly indu;;trialized countries "or those which were purely 

loca lly owned. 

IV.2.(li) \bsorption of Local Resources 

Subsldiary flrms with parents in the developed countrlt~') 

ar-e' generally parts of Inte.]r-ated and globallY-')[lented Idrt]<J 

enter-pr-lses with centrallzed scurcing and selrin] strdte-... 
(Jles.:1~ ThereEo\e, the absor-ptlon of local resourCGS in " 

devclopi,\g countries by these Eicms 1'5 likely 1;.0 depend h~s'; 

on domestic resour-ce availabl.lity th an on the stratefJY 

considerations of the parent ficms and on 10CFl1 priees in 

r-e13tion to t~ose 9E other sources ~ccassib1e ta parent 

fir-ms. 26 TW fir':ns in other TW host countries aru 9cnûra11y 

net quite so integrated 1 into' 'the sourcing and marketing . , 
strategies ~E their parent companies, and are thus Itkely ta 

absor-b a r-elatively'gr-eater pr-opor-tion of domestically a.vai 1-
, ~ 

able raw material ~nd capital goods. This is oEten rein-: 

for-ced by the' Eact that domestic majority '",hus..: ownership 
.-

conslsts of local partners in these ventures. Nea r- ly aIL the 
l , 

foreiqn lnvolvement -of Indian firms is ln accordance with the 

declared poUcy of the Indian Government. 27 About two tlllr.d'j 

of Latin American Eirms having for-eign equity participation 
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from developing countries of the same reg ion are joint 

ventures. 27 a Sirnilar finding~ were yielded by a survey in 

Thaila~à. Wheceas only about one-·Eourth of tne,'multination-

aIs from developed ~ountries held minority e~uitY partici- ) 

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

l' for develop ing countcies. 2!l TW E i cms in Tha~ land import on'1y 

two E if ths of the ir raw mate rial as compa red to thr-ûe-Eourths 

share of 1mports in the ca~e of DC fi rms. 29 An Indiâ'n fi rm 

adapted its techonlogy to suit t~ quality of locally avail

able raw materials in MauritiLls. 30 

, 
Loca l f inanc i ng plays a bigge r role in the case of FDI 

of developing countries than it does f,or ~f developed 

coun tries. 'tWCs facing fore ign exchange shortages generally 

do not allow export of finaf'!cial capital for FOI. In India, 

for example, cash transEers for this purpose were not 

permitted at aU until 1978 and FOI took place by capital-

1zing the value of exported caphal goods and services such 

as managerial and licensing Eees. Since then, however, cash 

investments have been perm\],tted 1) tho~"e pcojects likely to 

stimu late exports of Ind ian mach(~~ry equ ipment. However, 
, ' 

the share of su'ch cash remittances in ~India's FDI rema.ins 

very low at about 10 percent. 3 l 
id 

Although statistical 

evidence for other countries is wanting, information 
~ 

avai lable indicates that most of the FOI of other developing 

countries aiso consists of the capitali?:ed value of, exported 

capital equipment .. and services. . , 
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Local majority capital share should normally lead to 

irldigenous control mal1agement, but LOC joint ventures tend to 

have a very high share of expatriate managerial and 

supervisory staff from the countries fo the foreign 

ivnestors. Ut"!,like--MNCs trom developed countries, firms in 

home LDCs are generally contr'olled and managed by individu-aIs 

or ind i v idua l fami lies. 3 2 They tend to emp loy in- the i r 

Eoreign firm~ relatives or non-relat~d managers who have 

::3erved them for a- long t ime - in orde r to "5ecu re con tin u i ty 

of thelr managerial system and effective control. 

IV. 3. Home Country Benefits 

It lS assumed that if governments act in the lnteL'ests 
, 

of their people they should expect ta receive'in the lonu 

run, net transfer of foreign exchange oarnlngs fL'om their 

lnvestors abroad. Such earnings may come ,directly f,rom the \ 

expoL't'of goods and ser:-viées generated by FOI as weIl a~ 'from 
a 

remittances of d~vidends. Second, FOI 'might be expected to 
-

:pL'oject a",positive image" of a host"'country's technological 
• 

and economic capabi lities anct thus improve the export chances 

in general. Third~ tr:-ansport and marketin~ networks cr:-eat~d 

by the FOI in the host market may be used to promot~ other 

expor:-ts of the home country,33 

These polièy objectives are quite obviously pursued in , 

the Indian ca5e~ and with sorne measure of success. Export 
. 

promot 10n i5 a, dec lared d im of lJove rnfTlent pol icy wi th re5peC 1;:' 

,f 

, / 
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to Ind ian joi n~ ven tures abroad 1 wh ich are .promoted by a 

number of instruments such as tax incentives and an import 

replenishment scheme: 3 '+ As is evident' from Table IV, this 

pol icy of. the Indian .government has been successful. Up to 

1980, Indian joint ventures spurred an initial export of 

cap ital equ ipment worth Rs. 256 mi 11 ion wh ich, because i t 

was capitalized, had no dIrect impact on balance of payments. 

The growth of additional exports of ràw materials, 

intermedlate goods and components, generated by such ventures 

up to 1972 was slow, but since 'then the ratio of such exports 

ta initIal exparts of c~pLtal equipm~nt has been growing. 

~ From 1978 to 1980 additional exports amounted on average to 

ten tirnes the in it i a 1 export of capUa l equ ipment (column 6 
'\ 

of Table' IV). During this period, foreign exchange earnings, 
...-

through dividend tn~,nsfer (colurnn 7, Table IV) and other 

repatriations (fee for technical know-how, engineering 

services, management, consult3ncy; etc ... - column 8) have also 

gone up considerably 50 that,"on a flow basis, joiIft ventures 

ln the last three years (1978-80) were' yielding for~ig1 

exchange, to India a"eragi~g as much as twelve tim~~ the. ' 

initial capitalized value of e~ported ,rnachinery and eq Ipment 

(Column 9, Table IV). On a cumulative b·asis, for the perioéf 
, 

ending in March, 1981, this measure ot balance of payments 

effect of Indian FOI ('esui ts in a ratio of 1: 5 (Table IV).' 

" 
It 1s s.omewhat higher in the case of new joint ventures which 

a('e still in the implementation stage, indicating that the 

total foreign exchange earnings per unit of investment are 
& 

( 

• 1 
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li ke ly ta lncrêase when the se jo int ve n tù res also start 

remitting dividends-. l Even joint vent.Jrcs which have- boen 

abandoned by Indian investors perEormed equa l1y weIL on 

aVêr-at]e ln terms of export earnings, dividends, and oth'er 

remi'ttances. If the othe["r components oE POL (Viz 
r 

capita1i~ation of know-how and preliminar-y expenses, etc., 

cash investments) are a1so taken into account, total Indi;~n 

investment in joint ventur-es in operat ion at the end of 

August 1980 cornes to oRs. 357 million. 35 On'such a basi,s, 

cummulative foreign exchange earnings of Inrlian joint 

tl1e 

ventures amounted ln 1980 to more than 300 per-cent. In view 

of India's need for Eorelgn exchange, the relatively recent 

start of her lndustr-lallzation, and the Ilmited lnternationd1 

competitvencss of Indian gopdsi this 1s undoubted1y a 
~ 

remar-kable per-fO'rmance. Moreover, .ln evcn higher inward [low 

of fore ig n exchange may have boen hi nÙl(H-ed i nsaf de as l nd i.:ln 

~vestor-: 'might have built resources in foreii]n countr"Ïes in 

arder- to secure a gr-eater international mobility of their 

foreign exchange rules in Indi;.3~a 

Sufficient data are not available to analyzo the effects 

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

Evidence from Thailand's experience as a host country 

au.ggests that' LOC investors cover a considerable part of 

theit"' demand for import inputs with su-pplies from their home 

-markets or other developing countries. 36 E'urther, FDI from 

LOCs is mostly aimed at supplying the hast markets of third 
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; c0untries (e.g. Hong Kong textile investments in the 

lhilippines to export tQ the United States or intMauritius ta 

rneet the European demand·).37 As a result, the balance oE' 

paj:ments effect of POl is likely te be positive in investinlJ 

LDCs in general, unless the exports uf capital equipment and 

associated goods triggered through E'DI and the liemittances of 

dIvidends, etc. are compensated by the.displacement'of i 

exports made to the host markets prior te investment there. 
1 

Genera li za t ions on expert displacement, in the absence of anl' 

conclusive eVldence, are very speculative. In the United 
. 

States. (the country with the largest stock of F'OI) this issùe 

has proved to be very controversial, especially between the 

trade unions and the i\merican investor abroad. 38 The ,former 

believe e'hat the export displacement effect combined W\th th(~ 

effect of imports by i\merlcan MNCs from their foreign 

atfiliates outweigh.additional expo~~~ triggered by FOI, 

.whereas the latter argu~ 1n the opposite direction. 39 

IV.4. Economic Co-operation among Developing Ceuntries 

f (BCDe) and Third World Joint Ve-ntk1re Enterprises 
(' 

Over the last two decades, the ec~nomic inter 
1 

relatiohship among developing states has been grow.in';J. 
" 

ExpansiJe measures have ~lso been made towards inc~easing 
" 

trade, monetary and fiscal cooperation, multînational 

~rketing agencies, and schemes for complementary production. 

1 .. 
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Following the Nairobi Conference in -1976, UNCTAD set ùp a 

Committee on Èconomic co~operation among Developing Countries 

(BCDC). Several studies have been undertaken on matters such 

as evolving a global system of trade preferences among 

deve lop ing countr ies a.nd coope rat ion be t' .... ee n sta te-trad i ng 

organizations and mul~i~ational marketing enterprises. 40 As 

Eor multinational productioD enter~rises, a number of ideas 

have been gene~ated for formul'ating a clear deEinition of the 

concept and,( for promot i ng proj ec ts tha t have, ei fher 
A' 

significant linkages with new or existing facilities in more 

than one country or projects involving the location of 

complementary facilities in onetor more countries. 

Recomme ndat ions have bee n made for pr;,epari ng an i nd ica t i 'I.e 
.~ 

list of sectoral investment possibilities \n production of 

social goods based on complementarlty, rational development 
, 

of non~renewable resources, optimal exploitation of natura~ 
, 

resou~ces for th~ efficient development of a~ro-based ~ 

~roj~cts, and development of basis industries, engineering 

" lndustry, and 50 forth. The conc~pt of collective 

jself-reliance implies an active approach foward, the creation 

of additional productive capacity, and the multinational 

pcod\,lction anterprise.s of developing countries have' an "0 

important,role to play in ~his aspect.~l 

The resolution adopted by UNCTAD referced 'inter alia' 

ta the need for intensificatio9 of activities by it in 

collaboration with United .Nationals Industrial Development 

\ 
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Organization (UNIDO), leading to action-oriented conclusions 

in the field of mult)national p~oduction enter~tises among 

developing countries (Resolution 127(v), adopted on June 3, 

197·9). ' 

There were suggestions~fo~ the setting up of arrange

ments for joint technological research and development, 
t' 

design and en~ineering in the areas of common interest, and 
. 

even establishment and transfe~ of technology inter se 

developing countries. 42 These initiatives may be said to 

reflect, to a degree, a "growing questioning of Western 

models of lndustrialization and urbanizatio~ together with a 

renewed emphasis on rediscovering one's own cultural . , 

he~itage, as weIl a~ the need to have the economic capacity 

to be able to follQw a genuinely independent development 

~a th ". I.d Along wi th other measures, joi nt ven tu res among 
~ . 

de've lop ing na t ions are an assent ial component and i n~trumen t .. 
for bringing about structural changes for stimulating the 

j 
growth p~ocess in the Third World. 

/ 

The initiatives taken at the Asian trade ministe~js 

meeting held in New Delhi (A.ugust 16-23., 1978) that aiso 
\ " ". 

emphasized the role of "South-So~th Trade cr~ating" joint 

ventu~es as providing scope for promotion of intraregional 

trade. At the microleve l, t'he joint venture enterprises' 

~ . h h ' b" d whlch brlng toget er partners aVlng common 0 ]ectlves an 

interests, seek to·concretize such co-o~eration for mutual 

beneEit. Because of limited specifie objectives, they do not 

~ 

) 

1 
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require a higher degree oE political commitment and economic 

adjustment involving a large n~mbec of, related projects and 

general industrial policy. They thus become suitable and 
/ 

l 

flexiblé vehicles for co-operation on a bilateral or tril·at-

eral basis wi thin economLc regions as well as between coun-

tri~s belonging to diffecent regions. 44 

In tecms of promotion and ownership, TW MNCs faii into 
( 

sorne generai patterns: ventures involvirig mainly private-

equity ~articipation and market development; broader pub1ic-

'sector initiatives on a bilateral or multil'ateral basis, but 

outsidS ~he framework or regiona1 or subregional groupings: 

and multinational enterprises utilizing finances from those . 
develQping countties with surplus liquidity in a manner like-

ly ta yield commercial retu~ns on their investments while 

strengthe~ing third-wÇ>rld solidarity in production and 

trade. 4 !l 

In terms of their opera~lonal objectives thesG MNCs fail 
\ \ 

into three ma,in catego'ries: 4& 

1. Regionally-oriented ventures inspired ,by an1 con-

tri'buting to a broader set cif co-oper,,""· on and,,' ~nte~, ration 

strategies. 

2. Sect'prally'~oriented ventures- resulting from and 

contributi~g to sector co-ordination among two or m~re Third 

World countries located in the same or diffe~ent regions. 

3. Essentially ad hoc enterprises that serve a parti-

cular bilateral or multila°!;:eral common 'interest but which do 

,. 

.. 

, c 
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I)ot forrt\ part of a broade.r framework, of collect i ve- ,self 

re 1 iance. 

The overaii contribution of the joint venture enterprise 

to Th"ird World developme'nt i5 ,likely to be greater in the" 

case of initiatives falling intd the firet two categories. 
• l ' 

They provide a framew~rk within which practical issue~ oan 

sometimes be resolved over a period of time on a case by case 

~asis and which 'avoids the problems of broad industrial 

allocation and th~ forecasting of the diètribution of 

benefits between the participating countries. 

Among specifl.c economic objectives that c,an be a'chievecf 

't~OU9h joint venture, the following I9-ay be noted; 47 , 

1. The utilization of resources 9~t lik~ly to be 

developed on the basis of ,a single nati'onal ~ar-ket. 

2. Integ rat ion of di f feren't proquct ion ~tages through 0 

the utiliz~~ion of regio~al resources and market 

complementarities. 

3. ' Thè organization of production,lines so as ta 

achieve economies of ~cale and specialization ~ithin branches 

of industr.y while providing a mutuall-y, acceptable dispersion 

of production Eacilities and pooling of maTkets. 

" 4. This is most important of alli the enhancement of 

opportunities Eor 'South-South Trade' through the creation of 

transportation and commercial enterprises devoted te -that 
f • 

purpose as well as establishment of Third World co~sultan>t 

f irms. 

. . 
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5. Strengthening the ba~gain~ng power of developing . 

countries ip their trade relations with developed co~ntries 
J • • 

J 

through the creation of multina~ional export and impart 
• 

enterprises owned and controlled by' developing countrie~. 
/ 

It 1as been found 'that estaQIishment of jOlnt ventures 

'" in the Th,led World 'has aonsi.derably enhanced Third Wocld-'t> 
. 

bargai~ing ~owec in negotiating with multinaitonal enter-

~rises of the developed world in obtaining capital and 

celevant ~ec~nology. 

, 
1 

It is equally important to f6cm joint-producfiGn snter

pcises, wherever possible, ~ith buy-back arrangements so that 

the intere'5ts ,of 'the ~ost country become better protected. 

The concept of joint-produc~ion enterprises also must 'be 

'. " e~larged by ~ut~al h~lp in set~~ng up 1ndustriai e~tates and 

workshops. Other areas where greatee awareness must be 
~ 

ceeated are in service sectors, including b?nking, insurance, . , 
shipping, transport, and communications. The financial . . . -' , 

ins~itutions in the developlng countries can be strengthene~ 
'. , 

by exchange of p~rsonnel and by creation of suitable training 

programs •. The excha,o..ge of experti~e by investment promotion '. 

~g~ricies intdeveloping counteies is aiso of relev~~ce Eor 

,promating j'oints pr9duct.ion enterpris~s. 48 

. In this context refe'eence should be, made .to th~ 

suggest\on concerning the" crecit"ion 9f a p;einyestment filnd. 

for the setting up of joint4 venture projects,of~ thê T~ird 
, 0 

·WQ'rld, 'which appearad in the papar entitled, "Monet~ry; and, 

, 
o 

o 

\ 

, 

o • 
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F{naneial Co-operation to Support the Progr~mme of Trade 

Preferences among Developing Count("ie~." '+9 The nonaligne.d 

countries also had been diseussing the need for strengthening 

the tecbnical-cooperation and consultancy services-arrange~ 
r • , 

ments among them, including the Eeasibility of sètting up a 

prqjeet development facility (PO~}.50 A decision on thl~ was 

finally ~aken at the Ministerial Meeting of Co-ordinating 
• 

Bureau of Nonaligned Countries held in Colombo from June 4 to 

9, 1979~ 
A 

This ~as p~omoted the use of te~hnical skills and 
1> 

~nowhow available amQng these couhtries for the preparation 

of Eeas-i-billty studies and pr,oject reports and encouraged the 
. 

use of equipment available in executing projecl and 

p I:"og r ams • 0 l 

A cognate idea that was processe-d separat~ly related 'to 

the establishmènt-of an ind~strlal development- unit within 
.' ' 

the Commonwealth Fund for Technical Co-operation. This unit 

has mobilized capabllities to hel~ solve specific industrial , . 
PFoblems and providing eontinuing assistance_ to commonweaJth 

.. ' 

developing countries in theii industrializati9n effort. This 

would include preinvestment services. 52 

/ 

Cdnclusion 

After- the Phen~menal growth of Japane)e FDI- in' seventies 

the r:ise of TW-Mültinat·ional~ 15 the secortd most important 
, , 

factor in' increas i ng the opt ions of· hos-t TWCs ta ehoose from 

a lar:ger number of suppliers of investment and techo~logy, 
, ' . 

espyially in, those industt:'ies Whic~ ,suit thE?ir endowments. 

, . 
? 

.' -
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This strengthens their bargaining power 3nd enables them to 

conclude better deals. Sorne ·TW governments have ~hown 

prefereAce for FOI from other developing countrles on 

politlcal gtounds. In Sy-ria, Ir,pq and Egypt. FOI "from other 

Arab countries are given preferential treatment to promote 

Islamic unity.o3 -Intra-TWCs investments, however, have the 

disadvantagé that TWC-investors prefer local partners of the 
'- \ 

same ethnic and cllitural background' ~nd to that extent they 

may disturb the balance between different raClaI and 

religious cornmun'ities wïthin the h'ost countries. Sometirries· 

rivalry between people of different orLgins, as in' Sri Lanka, 
, 

~ is very 'strong· and FOI favo'r~ng a particular community may' 

add fuel ta the fire. Reliance only on TWC-investors 'is also 

inadvisable 'because "'they are unable to supply technology Eor 

" Many industries requiring continuous ~echno!ogical 
1 

development. 54 
--... 
In ad~ition to prospective p!ofits, TWC foreign 

investors are motivated by a rumber of Eadtors wnose'relrtive 
1 • 

impoctance for them varies from project to prAject. As in 

the c'ilse .of DC-investors the most common motive of TWC 

investors is to maintain ex}~ting markets and/or gain new 

ones. When an export market, is threatened by protectionist 
\ 

measures oE an impe>rting country,. the ... J3xporter trles to 

maintain his sales 'in that country by launching local 

production. Import protection in host TWCs, howe'ver, often 

predates the existence of Many df the TWC-investments. There-

/ 

/ 

,1 

" 

.,.\ 
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fore what more often has happened is that investors f~om TW 
-<\ 

inctustrializing eountries, after having achieved sufficient 
o 

success in their home markets, have tried to gain ground 
., . J 

through fDI in the protected markets of other TW countrles. 

Sometimes ~DI ls undertaken in a particular TWC to-gain 
~-

preferential trade arrangement. ~or example, Hong Kong 
• 

textile firms l}ave es"tablished joint ventures in ~auritius in 

order to su~ply thé members of the Buropean Economie 
: 

C . 55 '. ommunlty •. _ 

The other important mot ives of in,tra-TW investments are 

directl~ rela4ed to the economic and political polieies of 

their home governments. In sorne cases (e.g. lndia) ~DI is 

pur.sued as an alternative to domestic growth which ia / 

res tricted by. laws meant t,o eon tro 1 monof>olis t ie pract iees - of .. 
" b~g industrial compan~es •. 

Joint venture~ or subsidiaries are also established in , 
fQreign countries to seek greater fr?edom from testrictive 

foreign exehange regulations ln home co~ntries. Geobraphieal 

dlstrlbution of assets thro~gh FD~ ls consid~red mor~ useful 

for this purpose than through portfolio investments which 

are" moreover, not permÙted by most TWC ·governme~ts.56 • 

Sorne joint ventures éspecially' in the public sector, are 

~ ~ffsprjng of bilatetal economie negotiations between . 
\ 

developing countries. Besides helping the partner eountries, 

. h» h' t' f the lnvesting governments ope to ralse t elr expor ~ 0 .. 

\ .. 
1 

( 
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TABLE IV 

INITIAL AND SUBSEQUE:NT EFmcrs OF JOINT VEN'IURES ON INDIÀN BAIANCE: OF PAYMENTS, FY'1970-80 

I! 
(Rs. million) 

'. 
Initial Subsequent Inflow of Inflow Qf Total Percentages of 

Capitalized Export of ReI,9a- Other Foreign 
Export of Goods to traited Repatria- Exchange 

(3 to 1) Goods to Joint ., Divid~nds tions Earnings (2 to 1) (4 to 1) (5 to 1) 
Joint Ventures 

Ventures 
(1) (2) 0) ( 4') )' (5) (6) \ ' (7) 

" 
(8) (9 ) . 

65.\s8 Up to 1971 48.75 53.72 ,6.00 5.86 110.2 12.3 - 12.0 Q. 134.5 
1972 12.77 13.28 1.84 1.32 16.44 104.0 14.4 10.3 128.7 
1973 21.78 42.09 2.56 1.65 46.30 193.3 11.6 7.6 212.6 
1974 23.8-6 '73.57 3.25 2.29 79.11 l • 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 ~3.4' 84.3 649:9 
1978 17.28 144.00 7.43 23.95 l75.38 833.3 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 -2T1.39 1,862.9' 50~1 105.9 2,018.9 .., , 

4 

Total 
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 
abandoned 33.135 146.76 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 

Source: Il ... r' 
Indian Investment Centre Indian Joint ventures Abroad 
An appraisal (New ~1hi) (1981:& 1983) .. M 
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l 

goods and services through direct in~stments • Host govern-

ments, on "the other hand, expect from these investments 
<, 

" appropriate techhologies~ free from poli~ical strings because 
i 

they:have the feeling of negotiating on the basis o~ 

equality. In sofar as both sid,es are able to r-ealize their 

aims intra-TWCs dicect'investment are going to increase 
, 

'. .-zt. South-South investment an~,Trade, which will have the effect 

Qf .. strengthening econornic co-opération amorrg the TWCs in 

other fields as welle 

1 
\ 

, 
1 \ 

J 

~ 

, 

" 

.. 

~. ' 
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CHAPTER V 

CASE STUOIES OF MNCS FROM THIRD WORLD COUNTRIES 

The p,urpose of this chapter is to examine, in Iight ot 

the descriptions and characteristics of Third World MNC FOI 

that has been discussed in Chapter IV, the foreign investment 

Rolicies and spepific characteristics of/the MNCs based in 
',.. 

tbe fo~lowing selected countries: India, th~ R~public of 

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

This examinatidn reveals in more detail the extent to 

w~ich the MNCs of these"countries conform to the norms of khe 

TW mu1tinatidnàl enterprises. The examination also shows 

that the motlves for foreign direct. investment based jn these 

countries has included restrict~d ,opportuni~y for dom~~tic 

growth because of antitrust and market size reasons, the need 

ta protect markets, ahd ~ncauragement fram the home country 

government. Further, it wi Il élIso r~veal tha t, in terms of 

investment strategy, the MNCs from these countries invest in 

locations geographical1y and culturaily close to the home 

~ountry, (as discussed Jn Chapters III and IV) and frequent-. ~ 

ly, form joint ventures,with loca~ investors from the host -
• l: • .1 

, . 

country and other investors from developing countr(es. - Most 

f6reign ciperati6ns of the MNC~ from these countries emphasize 
il " 

lo~~cost, labour-intensive smaller-scale operations using 

mos~ly intermediate level technology to serve ~arkets that '. 
'p 
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would be considered too small in most ca,ses -for developed-
'" , . 

country MNCs (as examined in Chapter III). 

.A 

V.I. rridian Multinationals \ .. 

V.I.A. Basis for Indian Overseas Investment 

Although India is almost universally regarded and 
1 

qatégorized as a less·developed or developing country, its 

econo~y actualMj· is quite" large (only eight côu~ries have a 

Iarger GNP than India) and dive~sified. About 70 percent of 

India's ~op~ still' are engagea in agricultucal pursuits, 

but the country aiso has a substantial industrial se~tor that 

has been growing rapidly since the nation acquired its 
, . 

indep,endence in 1947. l This sector possesses some rather 

sophisticated capabilitîes, inc1uding the capacity for 

indigenou~ production of automobiles, jet aircraft, nuclear 

power plants, steel, telecommunic~tions equipment, and other 

electronic equipment. 

The combinat ion of a vigorous indJstrial sector and a 
~' , 

large pool of technically skille~ people has given India 
. , \ ' 

considerable potential for generating ca~ital a~d technology. 

Th~ de~eiopment and application of that ~otential within 
~ . 

o 

India has been restrained ~o sorne degree, however, by the, 

Monopolies and~Restrictive Trade Prac~ices Act (MRTP Act) of 

196'9, wh ich restr icted further domes t io expans ion by. the 

Iarger b~sinesses. International direct inwestment and 

( 

\ 
, , 
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technology, transfers, c?nsequent~y, emerged in India, as an 

alternative outlet for the growth capabilfties and aspira-
I 0 

tions1of these companies .. 2 

Like ether Third World countries, India's initial 

experience with international business operations was as host . 
to a varlet y of'foreign extractive, manufacturing and service 

enterprise? subse~ént financial and technological colla-.. 
boration between domestic and toreign capital assisted in the 

, . 
growth of a large, industrial base. 3 , This base· greatly~ided . 

" . . 
Indian investors who, like thei( counterparts elsewhere in 

the Third World, began to concenttate their fo~eign opera

tions in ~ountries 1ess~industrialized than their own. The 

vast majority of these investors from India continue to be 

privâtely-owned companies that enter foreign markets by 
~ , ' 

setting up joint venturas withphost-country partners. To a 

le~...?et extent, a few publIc sect,or. enterprises from India 

have a1'so established overse~s 'joint ventures. 4",",,;-

\ 

V .1. A. (i) Reasons for Direct In'testment 

, . ~ 

The main factor respons ible for for~ ig n· investment by 

the Indian MN Cs has been the restrictive environment of the 
f 

home economy. The,restrictiàns derive part\y from direct' 

limitations placed on the gl:owth and diversJfication.of large 

firms, partly from the genetally difficu~t conditions fbr , 

private enterprJses, and partly fro~ the sluggish growth of 
~ 

t~e internal market. 

.. , 

'. ' 

-, 

.' , 
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Most of the l~Fge Indian firms, especially from the 

giant 'conglomerate groups, went' abroad because of the 

restrictions imposed by the, Monopoly and Restrictive Trade 
o 

Practices, Act, 1969 (MARTP Act).' The act ~ays down cqndi)

,tio~s (based on'markef share, size of assets, conglomerale 

connections, etc.) under which a fi~rn is subjected ta various 

limitations on expansion within India, bath 'in existing as 

weIl as in new areas of ,activity.5 Ostensibly designed ta 
, , 

curb the concentration of econornic power in private hands, 
T , 

the MRTP Act of 1969 imposed certain constraints on the 

Iargest Indi~n companies and parti~ularly pn firms controlled 

by large business housesi: or foreign firms. As a re,suIt, 

large-scale for.~ign and domestic'private capit?l had to seek 

spec iai governme,nt" permiss ion for s~bst~nt iaI' .expans \n or 

the establishment of new undertakings. ~ \ 

'" Section 20 of the MRTP describes four types of business 

enterprises which come unde~ the purview of the Act., ~ 

1. M undertaking having gross assets of Rs. 20· mi- . on 

'pr more (seçtion 20(a}(i)~6a 

2. "Inter-connected underta~ings"6b which together 

·3. 

~ 

have assets of Rs. 20 million and above. 
, 

A "dominant undertaking" as defin~d in section 2(d)' . 

of the Act; (one which produc€s, supplies or. 

contraIs oDe-third of any goods in the countr.y), 

which has asset~ of Rs. 1 ~il1ion and above. 

t 

" 
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4. Inter-connected underta~in~s eonstituting a dominant . 
~ndertaking and hav~ng aggregate assets, of Rs. 1 

1 • 

mill'ion qr above (section 20(b)(ii». . . 
• , 1 

the leg i5 latu're seems ta have act!'ld on the prem i se that 
."' . 

in ,a country where,business till recentLy was dominated by 

cer'.tain established busin, ess hOY5eS, and Eami1ies (rwith,thè4.r , " 

subs id iar' ies) and wher'e newer' entrepreneurs, stood li t t le 

" chance of successf.ul entry, the" assumption' of a" certain .~ize, 
, " 

say of Rs.' 20 million ($2.4 million V.S.) in assets, 'by , . 
~ f • _ 

~ts~lf or with inte~-connected u~er~akingS wa~ in its~~f 

lndlcator of a degree of economic power. n 

an 

Under' sect ion 21 of the Act,· a Il such. undertak ings" are· 

requited to obta.in the central government~s approval before 
, 1 

l ' 

~' effect 
C ' . ' , 

any "subs ~ant i al expans ion!'- as def.ined ,in, th~ e, 

.' > 

ex~lanation ta ·sub-sectlon (2) of section 21, i.e. increa9~ 

in the assets or value of goods ~y 25 percent or more. for 

th is purpose, they are requ i red to' subm:itt appl ieat ions ,in 

pr~scribed forms to \e çentral, governmen~ of Ind i,a .. 7 

(3\ of section 21, t~ere,wa~ an iridica~ 
) ... • 1 

" In suo-section 

~ion.of the averall con~ider~tiorts which will, guide the~ 
l' . 

\ , ~ 

central gavernment in according approval under section 21 of , . 
-

.the Act •. AGcording to thjs, the eential government 'wa~ 
~ , . . -

re-quire,d to sat~'ï'sfy' itself: 

\ 

l '~ 
! 

• 1 

i 
: 

J 
~ 

(i),that.the expansion is not like1i' to iead to"the 
. \ 

concentration of eCQhamiç pow~r ta th4 "common 

detriment"; -

l ' 

, . 

. .. 

il 
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(ii) that it is not likely to be prejudicial to the 

"public interest"~ 

(iii) that it i~ expedient in tne public interest to 
" .. 

permit the ~xpansion.8 "\ 

u . 

li 

Under section 22 of the MRTP' AqJ, the scheme 'of finance 

is of crucial importance in cons>Îdering an' eX'Pan's ion schem~ 
1 .. 

of a bus iness. enterprise. Under the MRTP ~ct (1969) '. it is 

thè dut Y of the central government to, speqial i y "cons ider the 

fi"~'a:n'cè '9c~J!le in connect ion wi th any exp'ans, ion pro ject, to 
, "'~"'..t ". 

scrutin~~e it with ~ ~fe:rèi1'c~: tQ, F-h~ criteria indicated in ·the 

Aot, and to ap2rove it only when the criteria are fulfilled. 9 

The conclusion to be drawp from the above discussion is 
. 

that fhe decisi?n to inve~t abroad was' by th~ Indian MNCs 
. 

from the late 19705 the unintended consequence of the Indian 

governmen;'s regulatory policies, and es~ecially ~egislation 

concerning monopolies. This Act has not'been successful and 

there wa$e relaxations _of these restriction$-by the government 

i~ _APvfl,\I:98~. 9 a 

V.l.A.(ii) ~tion-Specific Factors 

-Apart from. dome.stic restrictions on growth, it may be 
~ 

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

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

-

the difDic~lty in get~ing con~inuous and prompt access to new 

technoiogies in India. A'few firms which wanted such/access 
• 

to develop their own tec~nologies or capfure export markets 

/' .. 

• 
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fdund it atéracttve to set up in, more· lib~al environments. 

" T8LCO (an Indian MNè) 'for" examp1e, '(Ihose precision tôo'l pl.ant 

in oSingapore, while Jirmly root~d in' it.s If\dian ~chnology, 

certainly benefitte~ from gaining ·continuous exposure and , 

access to mode rn elect ronic technolog ies. 10 Ind ian MNCS '/1 i ke 
) 

'1 

Hindustan Computers Limited (a smalt independent corporation) 

and Tun'gabhadra" Industries, (part of the dôminant Birla 
, 

group}~n Indian monopoly business house) have also ventured 
, ~ . 

abroad to procure, new technolog ies. Il 

Anot~er factor close1y related, is the infrastructural, 
~ 

inpuL:and bureaucratie problems that· afElic!;. exporters in 
\ ~ \ 

Irrdia. 12 Yet, another factor 15, that a number of MNCs have 
~, ' f f 

the technology, mark~ting ski11s, and finartce to set up 
~ . 

èxport-orie~ted operations~ but choose to go abroad because 

of ease of, access to- ma terials. at world prices, goods, trans-' . . " 

porta t ion, . and other fac i li t ies. 13 Many, host countr ies "also \ 
o ' 

oHer more generous fiscal co'ncessions and su.bs idies for 

export-oriented .activity'than India does. Thus, Larsen and 

Tou 'ro's (an Indian MNC) bo.ttle closur~,'plant in Singapore 
- 1 

tserving export markets formerly served by its Indian plant, 

and despite higher wages in the host-country, is expected to 

be highly profitable. Another &ir1a group 'corporatio~, in 
/~-

collaboration wlth another Indian MNC (Corona Sahu) has set 

up an,export-oriented canvas snoe plant in the freeJ~rade 
;' 

zone of' Sr i Lanka. 14 Several other Ind ian MNCs are aiso 
\ 

" reportedly setting up operations the~e. 

1 

\ 

" ' 
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V.I.A.(iii) Host CouAtr~ Factor 

§l'A -

, . 

An important factor in'the host countries which has . ' 
b J 

, \ 

i:n~u~e9 foreign investment by Indian MNCs ,has been the draw 
ü~{.; -..... • 
1Ç.' .... , ~ Il ~ • 

of an'import-substituting market. Thi~ has induced both 

. those firms which were previously exporting to that country 

as weIl as those who hoped to establish themselves anew, to . ' 

set up local production facilities. Import substitutio~ 

regimes. have often been supplemented by fiscal incentives for. 

'pioneer' f'irrns, export-oriented firms, or 'firrns setting up 

in backwaql areas. l 5 For example: 

l::~ '~i~f\ Paints p~viously 
. • was ~xporting to Flji,an~ 

... ". 

was indt.lced by i ts local dealer to set up local 

sorne \ariff 
. 

'plants with protection. 16 

\ .. Usha.Martin Black's Thai --=- Plant was set up in , 
collaboration witp local dealers Who were previously 
o 

importing its pr~aucts frQm India. Sorne .import 

protection was granted. 17 

Grbdrej resprded- to import substi'~ution pressures 

in Malaysia and Indonesia. 18 ~ 

3. 

4. Arnar's reactive dye plant in ~ndonesia was prornoted 

·by.one of th~ Birla corporations whieh cbose the 
-

location because oI the country's impor.t 
l", .. 

substitution strategy. There was no previous dir.ect n 

contact via expor.ts. 19 
" .. 

The geograph~c pattern ~"of overseas inve'~~ent ?as has .. 
l "'1' 1 J 

also been discussed in Chapter VI) by Indlan MNCs resembles 
.' 

, , 

g, -

1 
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that 6f TW MNCs from other nations~ Xhe Indian affiliates 

are heaviIy: concentrated in Indials neighbouring regiol), that 

is group'of developing èountries around the Indian Ocean. 

Some,investments can aiso be found fn West Asia and 
tÇ/ 

' .. Afrièa. 19a 
• 1 

V.l.B. Irrdian Foreign Investrnent policies 
, 

The factors that encourage'foreign investmeht and 
, , 

tech'nology ,trans'fers-by I,ndian and o'ther Third world MNCs are 

,. rnany and varied. Of these, various pub~c,policies pursued ' 

by the ho~e government are important sources of motivation • 

of 

. For example, co'untries like 'India that have ,experienced 
~ ~ J", 

severe balance of pàymen~ crises often require th~t local 
J. 

cOfPoratlons earn their own fo.reigo e.xchange if they desii::"e 
, ' \ 

to import. Investment abroad provides opport~nities for 

~hese firms to earn scarce foc.eign-exchange, e~ther through 
- ~, 

increased exports or through repatriated earnings. In 'these 
\ 

cl"'r'Cums tan~es-' the cor;pora t ions' decis l'on- to inves t abroad is 

,the intended consequence oI the home government's trade 

pol lc ies • .2 a 

\ V.I.B.(i) .Foreign Tracte an& Foreign Investment policies 

The Indian government has never pursued an altogether 

open door policy toward the~export of capital and techno-
• 

logy.21' Indeed, n~t until the country's first baIa~ce of 

payments crisis (1957-58) did Indian planners view export 

promotion as a desirable development strategy. 

\ 
r 

, .. 
That criSlois 
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J 

generate(j a major 5hift·in trade poliey with th.e introduction 

of export promotion 'm~asures .. that expanded through the 19605 
- ' • t -~ , 

i. ' 

and 19705 •. From the perspective of both the Indian govern-

ment. and the Indian investors, ·the promotion of exports and 

of overseas investment including joint v~rytures, was inter-
o 

re lated. 

For both government and, investor, the motive unde'riying 
, ,0 sv . . 

foreign direct investment may be çefensive, designed to 

protect ~n exi~ting marke~ threatened by polieies of host 

governments, such as ~'ariffs, or tl'm actions ollocal corrwe

titors. Faced with ~he pQtential loss of foreign exchange 
:' 

earnings, the Indian governm~nt wanted to encourage'~ invest-

ment ab~oad both by independent corporati~s or in the form 
,-

of joi5t_ventures in ~he,eountry in arder to guarantee thdt_ 
'" . ~". . 
-,' 

, \)1 

sorne amount of exchange cont~~ue to be repatriated through 
", ' ' ,; 

d'ivldends and 'fees. Cikewise, the Indian investor, faced 
"i 

with th~ 105s ~f its foreign market share, may expand abroad 

in order to guarantee a continued_stream of earnings. 22 

Foreign direct investment may be not ~nly defensive, 
~,' 

.des~ïgnea to protect an existing_ market, but al/sa aggressive, 
l , 

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

both the Indian government and thé prospective Indian 

"' investor, aggressive foreign investment may increase export 

earnings and domestic production. 23 'For example-, f9reign 
~ 

direct investment may spur overseas demand for capital goods 
1. 

and technology that would nct otherwise have be~n expor{ed. 
\ 

, 

::.. 
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JI 
Thus, a net gain in foreign trcade can be aEEorded. 24 And, 

; the increased overseas demand for cap ital goods 'and tech-

nology, in its. turn, spur domestic ~foduction and employmen~. 

The formaI guideJines on o~erseas investment promulgated 

by the Ministry oi Foreign Trade ln December 1969,2~ i~dicate 

. that the gover~ment sought to maximize foreign trade and net 

.foreign exchange ear~ings through fore"~gn. investment,. 26 

~ccording ~o the guidelines, the government of Ind~a would . . 
not allow equity participation in th'e forro of cash except 

. . 1 
• ~nder extraordinary circum~tances, insisted on ~xporti~~ 

orig i nal Indian-made equ ipmen t in lieu of equ i ty; 2Z, and 

preferred minority eq'uity participation unless othe~se 
"'--

demanded by the.hosts. 28 This promotion of Indian exports 

througn investments or ~oin~ ventures abroad consists'of 

therefore, 'ma i nly in the expected af te r-effec ts on the , 

exports of other capital goods, intermed'iate items and raw 

materials. T~ese investment/Jolnt ventures are going to 

cont~ibute in~ the, long run to Indian foreign exchange incorne J 

J 

through repatriatio~ of divldends, royalties or capital and 

through creation of an export, marketing network and goodwi Il 
• 

for Indi~n goods in the host ~ountries.28a 

In,additlon to these guidelines, the Indian government 

implemented various policles designed ta 1ncFease foreign 

trade through foreign investment. Impqrt entitlement schem~s 

and other -export prClmotion measures. were expanded to' 

ené~urage the Indian equipment manufacturer to export capital 

/ 

.' . 
\ ~ .,~. : , .. 1 

\" 
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goods to Indfan investors overS8as. L'J The Export Creslit and 
. , . 

Guar~ntee Co~poration expanded i~s coverage of the capital 

goods exporter to include a wide range of commercial'an~ 
/ 

politic~l ris~s.30 The government came increasingly to 
:-\ , 

assume the role.of p~rncipal financier, paralleling domestic 

~trends. 31 
-

The intern~tional finance wing of the Inter-
, . 

, , 

'national Development Bank of. Inoia- (lOBI), the governments 
, " 1 

le,ading finiancial institutio~, began tG' provide medium a'nd 
• • 1 

long-term ~eferred payment credit~, e~port credit financing, 

~ loan guarantees and other support. 32 In 1981, the'se fl:lnc-
, .. 

tions wepe transferred to a new Export-Import Bank designed 
t ' 

, 

expressly to encourage exports of capital good§r project 

construction and consultant serv~ce'3.3\ I,~ 1977, ;rOBI alpo 

éonciuded an agreement, th~ fic~t -of its kind for India, with 

the K~nya DevelopmeFlt Bank" to oPTn commercial lines of 
~ . . ' ~- \ 

credit: ~imila~ deals have ~Iso beèn made with Nigeria and 

Ghana. 34 Agreements to avoid double taxation with Kenyq, . ' 
Màlaysia and other 'Aft:'ican and Asian countdl!s have been' 

madé. At home, taxation on income from foreign sources were 
~.. ' " 

reduced' on those d.ividends and royalties repatriated from the -

export Gf technologicai expet:'t i_se ta foreign inv~stments. 35 

AS financial incentives were improved, but:'eaucratic disincen-

tives were reduced., Promotion and approval of fOl"eign 
1 

" 

investme-nt abroad were' elevated to a high levei inter-
• .. 1 -

mini?teriai committee, and bureaucratie procedures wece 

'streamlined. 3 b The .In,dian Investment Centre, established 
\ . 

\ 
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, 
original'ly to pro~ote foreign investments in India, expanded 

i ts' operations to l:channel information about foreign markets' , .' 

\. ta prospective Indian iflv~stors~37 

So, .it c~n be\\conClUded i:~a't like their cpunterparts 

elsewhere in A'sia 4,ra La'~in'Arnerica, Indian 'nvestors moved 
. . H " 

abroad and the Indian government éncouraged this movement , , 

with appropriate poVcies, for a variety of reasons: to 

protect qn export market for manufacture'rs, to extend a n!3w 

market for c~pltal \~OOdS, and ta ~xpa~d capa~itY ~Cti~izat~~n 
J 

and forelgn exchange earning~. Tb~s, the decision to invest 
~ . 

abroad has of ten been the intended consequence of bath " 
," 

'deflnsive and aggressive iitrategies -pursued by busi.-ness ~nd' 

governments alike. 

." 

V.l.B.{ii) Iodials Share of Foreign Equitj[ 
j 

.'~ 
~... ''\ 

The In~ian government prefers ta grant permission ta 
, 
Indian invesçors seeking ta· invest abroad wiEh minority. , 

• 
equity particïpation in foreign countries, rflther than to the • 

establishme~t of ,their fully owlied subsidiaries. In its own 

domestic econom1, India has encouraged foreign i~vestors to 
. t "'""'iJ 

,accep~ domestic partners. Foreign investors are allowed any 
k 

minority participa~ion and the exi~tirig foreig~ investors 

have had to dilute their sha're ~oldings to 40 percent of the 

total share capital or bélow, accor~~ng to the Foreign 

Exchan~e Regulation Act ofl{973. Exceptions are majority 

participation or fully owned subsidiaries of ·foreign cQmpa-

.-
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.. 
nies. in ,the domestic e.conomy in India are allowed only in-., 
those cases in which the pat:"ticular techl}ology .. is not avail-

ab~,'from any S0uçce or the èompany Is going to produce goods 

mainly for exporte (.3a') , \ . 
• '. 

/ 
, V .1. B. (tri i) Tax Treatment 

The Inpian, go~ernm~~t's support for international 
, . 

ventu'res by the Ind i an f irms. takes a number ,of other forms. 
, . 

Unde r s'ect ions 80-0 and_ 80-N of #the Ind ian I~come Tax Act of 
" . . 

'\ 961,39 oversèas earnings 'rece i ved by Ind ian MNCs from the 

export of technology are wholly exempted~frern taxation, .' 
provided prier approval has been obtained from the Centr~l 

Board of Direct Taxes. T~e tax laws aiso allow a d~duction 

of 50 percent (for a maximum of 3 years) of the personal . 
,"-
lRcome e~rned by Indian citizens working in qualified ov~r-

seas joint ventures. As a means of clarifying'and, protect~ng l' 

~he tax status of Indian MNCs operating abroad, the Iodian 

. g-ove"rnmênt negotiated bil,ateràl tax treatments with 25 

,foreign ~ations, and more are under neg~tiation.40 

Unilateral tax relief lS provided by India for the portion of 

,tax iaid in host countries forD those coun,tries where no 
....... 

do~ble tax agreements exist., 
, 

The Indian govérnment has followed a pG1icy 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 

\ 1 

( 

\ 
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do not nearly mat~h the First World multinationals in size 

and st,rength,_41 and that' the ability qE the Indian MNCs to 
.' " J 

compete Eor internationa1 business may thereEore require 
-, . 

~ 

comb i ned ef forts. The l nd i ah Min is t ry .of Comme rce lias 

defined areas in whicn single government-owned corporations 

c~n bl~ for overseas projects, and other areas in which 

government-owned companies are required to consult w~t~ one. 

another before bidding on such projects. The Indian govern-

ment has a10s been trying, uhsuccessful1y 50 far, to 
, 

encourage privately-ownêd Indian corpora~ions to w6rk joint1y 

with government-owned corp6rations ln biddlng for oversèas 

business. 42 Th~s, the Indian government has made it accept-~ 

able, and in sorne cases mandatory, for Indian corporations 
- . ... 

seeking and carrying out foreign business ventures. 

The government of India has also displayed its interest 

in and support for tripaftite joint ventures in wnich Indian 

corpora t ions joi n wi th -mal t i na't 10na1s Erom other: na t ions. to 

do bus~ness in Thi~ World countries. An Indo-United States 

trade agrèement has been <established to explore the 

possibilities for such ventures with American firms, and- the 

Indian Investment Centre, a governmental agency has also been 

working to facilltate such arrangements. 

To summar l ze, the' above discuss ion indica tes\\ tha t mu l t i-

national corporat1ons from India share most of the charac-.. ) 
teristics of MNCs based ln the Third Worlà countries. 

Il 

.Motives Eor !dreign direct investment that Indian MNCs share 

~{' 

if' , 

\ 
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'with TW MNCs include ~e~tricted opportunities for domestic 

grqw'th, bhe. need to protect the §xport. market, and encourage

ment from the home country government. 

in eerms ~~ lnvestment st5ZJegy , the Indian MNCs invest 
~ ~.. ...-

in countrles thà~ are geographically and culturally close to 

the home country, èncourage the fo~mation of joint ventu~es_ 

with local and otbe~ investo~s using the mode -of foreilJn 

iovestment and minority ownership of foreign affiliates • 

.. 

o 

'. 
.. 

". 

, 

.. 

.-. 
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• 
V.2. The Korean Multinationals 

The F-epublic -of Korea (hereinafter referr-ed to as Korea )_. - , , 
is no longe r only arec iepe n t of fore ign di rect inves tment 

~ (fOI). Tt is also emergi,ng, slowly but steadily, as a 

source. Korea now oecupies a prominent place among a small 

group of Third World nations (~rge.ntina, Hong Kong, India, 

Singapore, Taiwan, Brazil) whose fiLms have} been establisOhing 

f-oreign dIrect investment, thereby earning the label of 
/ 

"multinatIonal". The total number of overseas joint ventures 

and sUQsldiaries establlshed by Kore~n multinationals was 298 
, 

by the mldd le- of 1980, l and the i r tot~l vo lurne of overseas . 
investments was $246 million (U.S.).2 

Manufacturing account's for only 12 percent of the over-. 
, " seas pro j ec ts and of the total value of FOI by Korean MNCs. 

The authorized Korean FOI ln manufacturing was $31,266,000 by \ 

June 1980. 3 This volume of investment is not a large sum, 
-

consi.d~ring~ the size of. overseas investment by firlJ1s from 

industrialized nations, but is also not an insignificant 
'. . {''''. 

amount ln the context·o~ the Slze, resources, and state of 

economic development of Korea. The Korean Government has 

authorized 24 overseas mart~facturing investments in a wide 

range of industries including garmen~, cement, electric 

cables, motors an~ diesel engines, paper, plywood, artiflcial . 
chemicals, and shocks. Three of the 24 h~ve been abandonedJ 

\ 

for var ious reasons. The overwhelm i ng ma j ori ty of these 

projects are located i~developing countries, particularly 

Asia and the Middle 8ast. 4 

( . 
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V.2.A.(i) 'Firm Speciflc Assets of Korean Multinationals' 
~ 
The Korean mulUnationals have some self perceived 

pwnership,-specific ass~,ts, which enable them to invest 

d ire c t l yin 0 the r- na t ion 5 • T h'e s e as set s are: the i r-, ab i 1 i t Y 

to initiate and operate ove'rseas projects at relatively lower 

"1 èostsi suitabillty of their: operating technology, the lower . 
~J ~ - 7 

COS':6 of their expatda~ê staff; the suÙability (of their 

productsi and their skills in mar-keting. 5 

-The most important asset of the Korearl MNCs is their 

ability to establlsh and start over-seas manufacturing 

proj ec ts at costs lower than those ç l ted by the l r ~ompe'::' 
, , 

Koregn MNCs also observed that their projections had t ltors. 

been 10 to 20 percent 1Dwer than those of other firms, and, 

equally important, they were abte to fuHill their commit

ments within the stipulated budgets. ° Korean MNCs have been 

able to accomplish this by c~eful planntrng, lower costs -oE 

expatriate staff, minimum spending on infra structure, an& by 

supplying necessary jnputs at low priees. 

The sui tabil i ty of the manufacturing tGchno1ogy is also 

an important factor. The Korean MNCs generally stated - and 

were perhaps able to convince thei'r- overseas partners '- that 
\ ~ 

their manufacturing technologies were suitable to the condi-
- \ 

\ 
t l'ons of the host count ries.' The Korean MNCs do not usc 

high1y capItal intensive technologies in their overscas 

manufacturing plants. 7 Some MNCs also stated that their 
) 

manufacturing technologies were simple to use.~ By a proces~ 

• 
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, 1 

of trial and error, théy have baen able to simplif~ co~pli

c~ted produ6tion ~rocessds dnd reduce time involved in 
/ ... 

prod~ct ion. 8 .. 
Another asset of Kqrean MNCs which 5eems to give them 

• 
an edge ci'ver the MNCs fr6m industr-ialized nations i5 the 

, , 

commitmen.t of their expatriate staff. The executiVB'3 of 

Korean companies oftén observe that'their'overseas expatriate 
1 

, - , 
staff are highly committed to tneir9work and are prepared to , . 
do everything within theii capabilities ta k~ep the name ot 

~he company and of Koréa high in the i~ternational business 
'- . 

commun i ty. 9 l'n add i tion, they seern: to ge 1 c9ntent with 

['el'ativèly low remuneration. Of .course, as c6mpa['ed to, the' 
. • i 

'3dlary 'and beneEits. given ln Korea, expaJriate staff do 

['ec·eive better treatment'. The salaries 'that theyo ['eceive are 

lower, however, than what European and,)merican firms have to 
) 

l ,f~ • 

pay to thei [' ove(seas eT\Lployees. This asset hqs been of 
• l ' 

,grea'ter value to Ko['ean' MNCs i,n traq,ing and construction than 

to those i"n mànufactu.ring. 10 / 

1 The in:ternational ma'rketing netwo'rks that Korean .MNCs 

have buill Uf> dur:ing the pa,st 15 yea.rs also help them ta 

es tabl ish overseas' manuf acturi ng opera t Ions. Il , NearlY 33· 

percent of the Ko(ean Gverseas manufacturing projects have 
"f 

been primari ly involved in exports 'to third world countries'. , -
. , . 

Q In thes'e cases, i t fs obv ious ly the abil i ty of these MNCs to 

,. ,..----> market the" merc~andise in .int?rn~tionaJ. market "h ich h:S 

.. "-- 'faciLitated their entry in the host natiors. Another p 

... 
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percent have started or are expected to start export lng a 

part of thelr products. To mo~t developing nations any' 

prospec t for manufactur lng expor.ts is indeed at tract ive. 12 

Two other variables which appear to be worth mentioning 
~ Q 

are the suitabilit:.x: of the products and skills in marketing • 
. 

A ~urvey has' suggested that only 3 firms out of 18 regard 
• 

their products to be more suitable to the conditions of host 

countries and only 2 stat~ that they could enter and survive 

in the host country because of their skills in marketing 

alone. 13 

V.2.A.(ii) Location Specifie "Factors of Korean 
Multinationals '» 

----The geographical distrib~tion of the Korean FOI in the 
. 

Cl manufacturing sector~ can be explaÏlned with: refer.ence ta 
. . 

location specifie factors in the host countries. The most 
~ . 
important factor has bèen the availal:)-i'1ity of relatively 

rP 
cheap inputs for manufacturing. The countries which possoss 

an abundant la~r forèe and have wages lower 

a~traeted Korean ~vestor.s in export oriented 

than Korea have 

,industries. 

Moreover, the availability of ~he necessary raw, materials, 

such' as, lumber, limestone, pu.1p and molasses, has alpo 

induced Korean firms to invest in host countries. 14 

The generai business environment and the incentives 

pro~ided by the host govern~ent are aiso impor.tant factors. 

Korean MNCs have been keen to ava~~ themselves of the various 

incentives $uch as, tax holidays, exemption of lmport duties 
~ 

, 
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o~ the import of machinery and equipment, and unli~ited 

expatriation of proJits, dividends., dnd capital. 15 In. 

severai câses t before establishing thei~ subsidiary joint 
" , , 

venturei, Kore~n firms asked for and were promi~e~ protection 
.. 

aga i ns t impo~ts for a limite<à dura t ion of Ume. 'Korean fi rmc:; 

·'~--nave shawn a marked pre fe rence foc count-t;" ie~ wh ich impose 

re1at'ive1y few restrictions on economic activities or in 

which governmental ~egulations are not strictly erforced.16 
, , 

The, cultural systems of the host countries a'nct their . 
.. 

geographical proximity to KdTea have undoubtedly influenced 

the decision of the firms with !egard ta the location of 

overseas manufacturing projects. The Korean firms first 

!~vest in countries such as Singapore, Indonesia, Thailand, 

and the Philippi-·nes, where the cultural environment, tradi-
t 

t ions, and behav iour pa t terns are least" di fferent from those 

of Korea and about which the Korean firms possess information-
~, . 

and understan~ing.17 Political ties also play an Import~nt 
1 

,rolë at the e:irly stages. "Only recently have Ko,rean firms 

started mov.ing to the Midd)le East, Africa, or Latin,America. 

\ ... Finally, Korean MNCs prefer the cOL!ntries which, in 

their view, offer good prospects'for mutually advantageous 

economic activities. Li~ the Japane$e firms, they take a 
/ . 

long-term view of the'ir overseas investments. 18 They 

genera~ly aim at the expansion of their operatio~s ta other 

industries as we'll.' This explains why countries with rapidly 

" , . 
growing domestic markets are preferred by Koréan firms. T,he 

1 

\ 
l 

(' 
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2 regions that àrè seen as good hosts ar~ the fast-d~veloping 

, ' . 
l t is i nterest ing te hote here t;hat, as pred ict~d by 

. ' 

Lheories of international investments, ,Korean MNCs have -
generally invested'in "dow'n-stream" countriès, that is, 

countries that a;e relativaly 1ess industcialized {han Kor~a 
itse1f. There are~ few e~ceptiona, like a prinfing plant in 

't. b 

,J~pan, and a pulp project in New Zealand in which Korean MNCs 

have a minority share. 20 

A few Korean MNCs have inve-sted in industria,1 countries. 

For example, Star and Sam Sun~ Electronics Company, the ~wo 

large~t Consumer eleqtronic producers in Korea, established 

their manufacturi ng Eac i 1 i ties, 'large ly Eor assembly opera-' 

t ion, in the Uni ted States to avoid Ameri can quota res t ric-

tions and antidumping sujts. Sam Sung Electronics- Company 
• 

also made foreign investment i~ Portugal, the single case of 

manufacturlng investment il, the ,Europ~an area". Desire to .. 
gain access to a large market was the most impor.tant motive 

for this investme'nt in Western Europe. 21 

Two 0ther points are obvious Erom the abOVé discussion. 

First, the firm specific advantages of"""tT'ie Kor.ean multi

natlonals al:.é not the same as those which are usually 
... 

associated with North American and European multinationals. 

Korean MNCs do not offèr either new products or capital 

intens ive technologies that have been developed, tt)rough 

) 

" 
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, 

re~eaceh and development aetivitie~. Insteéd, these MNCs ara 

able to eompete 9n the basis of their-low eosts of production 

a~d, t~ a limited extent, on the suitability of theit 

operating technologies to the conditions of developing 

countries. Second, there 1s marked similarity between the 

Korean firm? ;~d the multinationals nations with regard ta 

location ~ specifie faetors. 22 

" V.2.B. Governrnent Polleies 

The discussion of above mentioned va~iab~es would not be 

complete without referenee to the Korean government polieies 
, 

for th~ eountry's overseas investment. Like other developing 

nations, ,the Korean governrnent defines the, objeet~ives o~ FDI 

and even ~pecifies the sectors in which overseas investments 

are permitted prol1ibited, _?r eneouraged. 

The Korean government has clearl~ outlined the policies 

in Overseas Investment Guidelines. issued by-the Korean 
-

gov~rnment, for o~erse'as investments by Yt~MNCs. 1t has 

speeified the following four areas in whleh. "overseas invest-

ment shall be prornoted and supported": . 

(1) "investrnent for developrnent and import of raw 

materials essentially required at home"; 

(2) "lnvestment for overcoming -any bottleneck ïn 

exports" ; 

-

"fisheries.investrnent to Secure fishing grounds"; 

-, 

'\ 

• 
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(4) inves tment in industcies in wh ich "compet i t iveness 
./ 

in the warld market has been weakened under the nations 

in~ustrial structure~"23 The government strictl~ ~rohibits 
L ~ / 

investmènts "which have serious adverse effects on the Karean . , 

economy." Investments in the forrn of "emigration funds" ar~e 
, . 

also prohibited by the'Korean government • 
.... 

The two main objectivés that the government seeks ta 

~ccomplish are quite obvious from ~he above guidelines. 

First, It seeks to protect and exp~~d Its exports. The 

country has opted f?r export-oriented industrialization and 

has been successfully widening its Industrial base by 

, ~ 

expand ing i ts manufactu red, ·e xport's. 21+ The governme(lt expects 
,/ 

that its FDI will remove any "bottlenecks" or will directly 

or-indiçectly facilitate fresh eXP9rts of goods and services. 

Second, the government seeks to assure, the supply of raw 

rnaterials needed for the nation's indu?tri~S, or Eoodstuff 

(fisheries) for domestic consumption and exports. Korea 
-

lacks raw'faterials and mineraIs to sustaln its industrial 

production and dep~nds heavily ?n foreign countries for a 

steady supply. The government therefore encourages its firms 
<i1 

to establish subsidiaries/]oint ventures in resource develop~ 

- ment projects. 25 -~ 
!l'he Ko~ea.n govern;nent has sanct ioned only those ovt!rt~ds 

, . 
manufacturlng projects th~t'serve either of the two objec-

. .' 
tives. Mast of the overseas projects have been devi~ed ta 

protect the existing _markets or explore new opportunities. 
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-In at least half the ca.ses, the Korean firms had been 

exporti:ng .to the host- c~unt ries before .es tab l ish ing their 
\ '. . 

subsidiaries/joint ventures. The f'ir_ms realized, howey~r 

that there was sorne threat to theie markets, or tha~ there 

wouid be new opportu~ities for expansion if they started 

indigenous production. OnIy- on these grounds were the .r' 

, 

exporting firms duthorized ta establish overseas manufactur-

.ihg operations.2~ 
~ 

Korean companies have aiso beeri' permi t ted by the gove rn.-
-

ment to' start foreign subsidiades and joint ventures for.,.' 

serving the markets of t-hird world cc\~ntries. .As ·the guide

"liftes impIy,. Korean firms were losing ·t!lreir comparative 

advantage ïr ~any Iabour~intensive industri~, such as, 

garmen~, artificial jewellery, electric and electronic 
. , 

goods, bajs and 50 on. 27 \ There a're severai reasons for th 1s 

state of affairs. The wages in ~orea haye been steadily 

Increasing over the past decad~, making labour Intensive 

products less competitive in world markets. In addition, 

many industrialized countries have imposed quota restrictions 

on the import of textiles and electric and electronic 

products. Shipping costs have aiso increased. Firms in 

these industries have been permitted by the Korean government 

to locate part of their manufacturing operations in such 

·cdunteies as the Philippines, Srilanka, Thailand~ El 

Salvador, and Honduras. The wag~s in these countries are' 

usually 1/2 to 1/3 those paid in Korea. 28 In addition, the 
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/ / 
quota for te~tile P!oducts from' these countries are unde~sub-

scribed, permitting Ko~ean firms continuaI access to the 
l ' 

J 

markets of North America and Western Europe. Seven out of 21 
," 

verseas joint ventures from Korea are 10cated in exp6rt 

processi~g zones. 29 

The second objective of ~DI, that is, the supply of the 

needed raw mat~ria~~, is only margina11y fu1filled by over

~ea~ manufacturing investment. 30 Only in a few cases have 
.. \ 

Korean fIr~s started overseas manufacturing activities for 

the Import of the semi-processed raw mate~ia1s. A good 
~' 

example is provid~d ~y Sun Kyong Compan~, which manufactutes 

plywood in Ipdonesia and exports part of its output to 1 _ 

Korea. 31 The company e~tablished its Indonesia subsidary 

because Korea is planning ta prohibit the export of lumbe~. 

Yeung Wha, which has formed a joint venture for manufacturing 

solder. in Thailand, also expects to sel1 part of the output 
1" , 

in Kor,ean' markets. 32 

. 
,The government, t~en, largely determines the objectives 

. 
of ~DI by Korean MNC. 

/-
The Korean goQv~nmen·t has been able to 

1 

accomplish this by regulation and inducement as weIl as by 

ç'ltting pressure on large busin,ess houses, which have il close 

working relationship with the government. 33 -This does no~ 

mean that individua1 fiems have no motives for making ove~-

seas investment other than th~ two main objective identif.ied 

by the government. In fact, at least three other motivatlons 

can be identified; sale of technol~gy prestige aS30ci~ted 

. . 

1 

... 
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, 0 

wit~ foreign aperation~, and acquisitiôns of new skills and 

expertise. 31t 
~ 

importance, 

These motivations ~re at best of secondary 
'\ 

hQweve~, as far as the government is concern~d. 

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

ultlmately counts in overseas lnvestments.3~ 

To sum up, the voLume of -Korean investment in 6verseas 

manufactuting i~ likely to grow ~n the ~ear futu~e. The 

government has shedOits initial reservations and is more -
sympathetic to Eoreign ventures. The technological and 

managerial capabilities of the country are also growing. The 

country has starte,d inves t ing heavi ly in'" -research and 

, h' '. h Ibo development. T e Korean companles t emse ves are ecomlng 

more enthusiastic and seem ta have been encouraged by the 

experience of those firms that ha~e ventured abroad. 

Moreover, the Korean multinationals h'àve, in' the view of 
o 

Korean government officials, earned a good name in many hast 

cauntries, particularly in Asia an'd the Middle East. - Their 
, ... ': 

image has improved in these countries which offer excellent , 
'1rt, \ 

prospe~ts for their'direct invastments. 

• 

• l 

/ 

) 

( 
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~ 
V"3. Multinationals> from Hong Kong " 

Hong Kong began to invest overseas 'in manufacturing 

- nottceab1y in the ear1y 19605, but a ~apid growth in foreign . 
direct inve~tment (FOI) occurred only in the past few years. 1 

" . 
At present, most of the FOI is concentrated in Asia, particu-

1arly in Indonesia, Malaysia, Singap0re, and Tai~an. Many 
'" ' , ' 

Hong-"Kong firmsJalso have established subsidiaries ,iQ African 

Countries, such as Nigeria and Ghana. 2 The~e is also thé 

notable example -of the Hong Kong firm, . 'Stelux', acguiring 29 
\ 

per.cent of the U.S. Bulova Watch company.3 Most, important, 
, 

with the pursuit of "new" "economic p61icy in China, a vast 

ana so far unexploited" groun~ has suddenly opened up for Hong 

Kong and other countries to invest in manufacturing projects 

in China. 4 According to information available, most of the 
. 

FOI in manufacj::.uring is made by, Hong Kong-based firms, 'anq 

not by individuals or foreign-owned subsidiaries in Hong 

Kong. In this way most of the FOI frorn Hong Kong can be 

regarded as q,cti"vities of Hong Kong mult,inationals. 5 
\ 

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

The fundamental reason for most Hong Kong firms to . , 

" 

invest abroad was the search for? lowef" cost structure, s'o 
- J 

t~at they could export theit products ta the~ established 
. 1 \ 

mark7ts (mainly in developed countries) at a more-competitive 

price. b The rising labor and land costs, and the in~reasing 

competition from other newly industrialized countrics exerted 

" . 
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· great pressure on firms to invest overseas. In most cases 

the objective, of foreign irvestment was not to open up, . ' . 
mâintain, or expand the market in the host countries, but-to 

ma~ntain or expand the market in -the developed countries. 

·Th is can be called a de fens ive 'type êJf ~foceign inves tmen t. 

For the developed countcles, the expecience was investment 
, . - 'L 

~lowing trade. When_these fir~s found that their exports 

were meeting indceased -competition.fro~ th~ products of local 

. firms they began to establish subsidiaries in the overseas 
) 

markets. 7 For Hong Kong, the patterq was somewhat different.-
\' ,. 1 

When faced with competition from other developing nations in 

~he ~arkets of developed countries, Hong Kong firms began to 

e~ta~lish S~bS{diaries in other d~veloPing count~ieg (wh~Ch 
may or may not have been its ~ompetitors) and to export these 

, 

products to the est~blished markets. The cost-saving effect 
\ 

'was derived Eram combining the relatively chea~ management 

skill ~f the parent .firm with the relatively cheap labour and 

land i~ the host countries. 8 

. \ 
Second, the other major reasons for Hong Kong investment 

abroa~ included, (1) evading the quota restrictions by 
o 

locating sorne of their productIon ln countries not yet J~der 

" such restrictions. Thus, when in the late 19~Os sorne 

developed countries limited import of clothing and textiles 

from -H,ong Kong that country promulgated 'voluntary' export 

quotas; the Hong -Kong MN~set up aEEiliat~s in Singapore, 

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

... 

\ 
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/ 
Hong Kong MNCs invested in Malaysia and Thailand. Then the 

Lome Convention (signed in 1975 by the members of the 

European Economlc Community and 46 developing countries in 

Afri~a, the Caribbèan and Pacific) exempted from dut Y aIl 

industrial exports from these Aèp nations to the EEC, and 

provided the incentive for investment in countries like 

Mau~itius. (2) Internalizing the use of technology in order 
.. 

to encourage an outward flow of investment to diversify the 

9 economy •• Hong ~ong MNCs Invested abroad mainly to acquire 

technology for domestlc propuction. Hong Kong investments in. 

·chemical plants in Malaysia, Singapore and Taiwan are 

examples of investment made with the primary aim of acquiring 

te-chnological expertIse. And (3) overcoming the. competitive 

pressure arising from an oligopolistic market structure. lU. 

The pressure of competltion at home, oEten Erom developed 

coûntry MNCs, tends to squeeze thern abroad. 
1 

ThIrd, there are aiso sorne firms that invested overscas 

for the purpose of taking up opportunities not available in 

Hong Kong. , Invè'stments in chemicals, wood and wood products, 

and food processing in other Asian countries are examplcs. 11 

These can be called the 'aggresslve type' o( Eoreign 

investment. They establlshed subsidiaries in wood dnd wood 

pioducts ta be near the resaurc~s and invcsted ovcrseas in 

chemicais because of the concern ln Hong Kong ahoJt 

environmental deterioratlon. , . In thcse CdSCS, the form of 

ownershlp 1S usually jOlnt venture. The Hong Kong MNCs 

-
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contributed capital and management skills while the partners 

sup...plié\l the necessary technical skills. 12 

Fourth, teehnology transfer might oecur in different 
.... 

directlon~ Eor the aggresslve and deEensive types oE Eoreign 

investment. By 1nvesting in well-~stablished industries such 
û 

as textiles~ garments and electronics, Hong Kong based firms 

perfocm the funetion -of transferr-ing their r-elatively more 

advanced, and sorne tines mor-e âppropriate, technqIogies and 

management Skllls to the host developing eountri ys. 13 How-
p. 

ever; when Hong K~ng firms Invest overseas in industries such 

as chemicals, op~icals, and machinery whieh are not yet well-
. 

developed at ~ome, there is sometimes a ~backflow" oE techno-
1 

logy from the host countries to Hong Kong. This is made 

possible through formation oE joint ventures with the 
-

developed-country or host country firms that have already 

acquired considerable techn;logy in those industries. 14 

Fifth, the Hong Kong basad Eirms usually do not attempt 

to build a hvertically integrated structure with their , 

overseas subsidiaries~ In addition, iE there,aie severai 

overseas subsidlaries, usual~y no attempt is made to 

integrate the Subsldiaries. However, the recent Hong Kong 

lnvestment ln China has d-eveloped a significantly different 

pattern. In this case there is usually a vertically inte-
. 

grated structure between the parent firms and the subsidia-
o 

,\ ' Ch' h h h ", rles ln Ina ln t e sense t.at, te su.bsldlarles are only 

responsible for the more labor-intensive operations of the· 

/ 
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entire product!on process. This ls vSfY similar to the type 

. of relationship existlng between the parent firms in 

"\ 

. - . 
deve10ped countrles and their Subsldlarles ln jeveloping 

co"unt;ries. l ~ 

Sixth, when maklng Idefensi~e investments over~eas in the, 
. . 

industries well-established in Hong Kong, it ls generally 

true that t~~ foreign subsidiaries are. sma1ler in size and 

lower in technology level th'an .the Hong Kong parent Eirms. 

~his usually means that those products which are more labor

int~nsive and less-sophisticated are taken up by the 

subsidiaries. This 15 not true of aggressive FDI .i~ the 

industries not well-established in--Hong Kong. Jn this ca-se, 

the ove rseas subs id i a·r ies are usua lly much la rge r than th(~ 

Hong Kong parent flrms. 1 & 

Seventh, not many of the Hong Kong campanies makin) 

fo~eign investments can be corisldered larg~ fiems. ThlS is 

somewhat dlEE~rent ErolT). the Ca':38 of the developed ,country 

multinatlonals, whlçh.are yuncrally ldrge. Durin~ the p~riud . , 

when developed-cou,ntry MNCs Elrst ber]an tl) <lppedr, thi::; 'iliJS 

especially true, although today the cvi,mnce on the ·;L~e 1)( 

direct investment is domlnlted by Idr~e firms • 
.", , 

of Hong K.ong, .. a la r!Je par l ion of i t::; "1NC'j i'') i1IJd i um 'i i ?t!d, 

employing 200 to l, 000 workl1rs. 17 Th i) C.U) j)f!rhllp'; ~)'; 

Kong lS amonrJ these r;v;?<1 i u~ S lllJ·j (1 rms. Th,' Idck r)f ()pp,)rlu-

r 
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nities to .expand locallDj _ yi's-~':'v1s the large firms drives v. 

the'se medium:sized çompanies, to' look"~ op~·ortunities over~ 
seas-. Anot.her reas/n why most of the Hong 'Kong firms tflat 

". . 
ïnvest abroad are mediùrn sized is a circumstantial one. 

~ , 
E.ighth, the .compe,titive edge of Hong Kong firms over 

"local 'firms and othe.r multinationals i5 mainly account"ed f..:>r 

bV the hi~h qualitj and relatively low cost 'of t~eir mandge-
\ 

ment personnel. 18 . , 

Hong Kong if)vests abroad mafnly in the"simpler of its 

major ex~ort prpducts - textLle~, garments, plastic goods and 

simple consumer electronics: Those of its expqrt products 
• 

'.. 0 

dema"nding more inten?'ive use of skills and marKeting - toys, 

fashiun gar~ents, watches and the like --do not figure 
, 
o 

lar~ely}n its overseas inves.tments. Essentially, th'e 

overseas a~Eiliates transfer ~h~ product~o~'of ~e!atively 

!3 tandarCed Pr-~ducts IR i th we 11 d ~ ff~s'ed techno log ies. Thcse 

face increasi'ngly severe competition Er"om new entran,ts into 

world trade and industry, which enjoy t~e.advantage of lower 
_ • ct ~ 

labou r and land cos ts.. \ Thus, Hong Kong enterpr i5es 'are 

forced to locate in those very countries in arder to take '\ 
~ .../ ..... 

advanta~e of lower proèiuct ion 'cos ts. 0 Th i5 shi f t is furthe r 

encouraged by protectionist ~olicies in ~Qng Kong's maj~r 

~ markets, which allocate quotas for textiies and garments by 

country - once the home quota i5 filled, exports can only 
, A.~' 

. Ëake· place by ~roduçing in other countrie~ with unfilled 

quotas (and less compe~itive local manufactures). Products 

q 

, "' 

1 
l 
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which require greatec design" marketi:~_a~d entrepcenuridl 1 

skills' are kept in Hong Kong because protectionist dnïi compe

titive pressure are celatively iess on the'3G product'3. 

Hong Kong's direct investments dre unusual in that they 

tend ta be export ocit;!nted rather than import - substit,~ting" 

and they <!ontaln relatively ,little embodied technotogy (rom 
, 

t:he home country. Hong Kong inveHtof'3 sourC0 lhe i r cqu iprnent 

worldwide, and have very limited ca~abilitiûs to Josign 4 nrl 

manufacture capital goods at -home. Though game mlnor modifi-

'catioris ar-e often made to machi-nes sent to averse.:!'3 
\ 

affiliates, the basic production technolo<)y i5 imported. The 
, <" 

technologic4 l contribution of Hong Kon~ investor~ i~ thus' 
v 

that of efficlent production enginl~erinÇJ raL!1Br lhdn 1).1'11.-: 
~ 

equipment/or plant deslgn and manufacture. 

,ince thi'3 t'3 unlikely l') providc ,1 '3peciJl (~()m~)(~tit!vf.) 

edge i~nternationdl~market'3, thl:dr monC)p()li-;tic--Jcivant;jlj~'i 

knowledge of expor,t. mdrket. 

ThlS llst of genlJrall,iati0nB tnJlcaL.]s th~lt Hon,) }«()ny 

multinationals, and probabl.y I)ther third-\I."Jrlll mlllt.in(Jtic)~14: 
~s weIL are not verj dif h~rlJnt in the 1 r FOI /)«,hilV i,)" (r,)m 

those of the developerj counlrlOs. lIo ..... ev.)r, tho f.Jvbh-Hlr;n on . 
the 'importdnce of '~c.lt]cment '.;k i 11 q ,ln ,_1 f,1ctr)r ()f prol]uc" 

tior, the pO'3sibility of .) twl')- ..... ay b?chnnl()'J/ fl!)w .1nrr th" 
, . 

invèstment is significant enouqh a~ t0 ruc~"~l~er thu-

. , .. 
" 

" 



, .. 

\ 

1 

Y 

- 117 ... 

~iat.ing the,ories of foreign investment when applied to T\'l 

multinationals. 

V.3.(ii) Ownership and ,Equity Participation 
, 

A considerable number of the Hong Kong MNCs are thern~ 

". 

selves joint~ventures -with non-Hong Kong investment which in . ' , 

Most ~ases 'represents portfolio investment ~f individuals or 

conglomerate activities of sorne foreign firms. As ~uch, 

these firms can still be regard,ed as Hqng Kong MNCs in as 

much as no par~nt firms exist elsewhere~ 19 the rion-Hong Kong 

investment includes that from Japan, Taiwan, Europe,and the 

U.S. There is considera~le investment from SQutheast Asian 

countries such. as Thailand, the Philippines' and 1nOonesia. 
.. 

. ~n~ Kong investors like other developing countries' MNCs 

seldo~ go abroad and take up lOO~ ownership even if this is 

permitted by the'Eoreign investment laws of Hong Kong. 20 

1 

Hong Kong MNCs in Many cases enter into partnership with the 

local -en-trftlpreneurs of the host country, sorne of whom are 

ethnically of Chinese origin. 21 

V.3.(iii) Financing' Hong Kong MNGs 
( 

- . 
Hong Kong multinationals investing in smal~ overseas 

manufacturing projects use their own r~serves, with banks 

~laying onl~ a smal1 role. N9r ~oes the government have ~n~ 
" ~ -

po~icy to provide financial ass~sta~ce. ~~ the investing'MNCS. 

Hong Kong-based multinational banks.are not as heavily 
~ 

,1 



/ 

.. 

- 118 -

involved in making loans to smalt Hong Kong firms or 
• 

Individuals who have successfully negoti~ted sileabl~ 
~' 

p'rojects in other countries. 22 _ 

To summarize, Hong Kong M~Cs have oxpdnded ~h~ir lnter-

national involvement. ~o a 'Jreat extent, the ri$o in f:or'èign 

involvement ln Hong Ko,:g by MNCs reElect,;; thoir raPld 

economic development. The neati (or dddition.ll export f)Ltt-

forms for textiles and 9arments .'lnd other' tifJhL indu!'itrL,il 

goods has been a powerEul factor ind1lcin<] (trrne; l()'.Jipl~rn.l-

tionalize. Hong Kong MNCs ShOWQd di:~tinct prc{or'~nèo Eor 

minority equity participation. 

Though th.e Chinese gcYvernmûnt al)roed in nO<JotLHion witf) 

th.e British thrlt Hong Kong will ratain H', 'JcorÎornic '5/·\tt~'n 

for fiEty years dfter 1997, therc 'h stJll muc'f1 dol1bt. ,Inl 
. 

uncertain'ty about flon r] Kon(]'s fulure. Thi9 unc.,dt..linly -'1'1 U 
i. 

reinforce the strong lnterndt ional il.,3t 10n tr't!rH~ am,m,) Ii".>n.; 
--t 

Kong-based firms. -Wblle ,')Ii1C 1I0ng Konl.1' manuf,lcl<.Jrinl firmrl 

ing dnd wlll seek to trans(ur prQductll)n fd~.iJiti~~ ( .. Jrtha,r

abroad. 

, .' 

.. 

" 

, , 
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V.4. Singapore Mul t-ina t ional 5 

Singapore, origina lly ca-lled "Temasek" or sea town, is 

a~ 'island' <t.;ty-state with a population of about 2.5 ~illion 

a.nd ~n estimated 198'3 GNP of about U.S. $15 bi1.Lion. 1 ~It has' 
.,. 

a managed free-enterprise economy where the government plays 

an important role,- not only ,in economic planning J but. also" as 

a majpr owner of large segment~ of the economy.2 œhe 

government owns a number of majo~ listed and u~listed 

companies through its holdi~g compaAies, such as Temasek ~ 
Holdings, Sheng-li Holdings and MND Holdings. Examples of 

major companies in which the government has.a-controlling 

inter~t include financial institutions, such as the 

Development Bank) ot' Singapore (DBS) and the pos~' Office 

Savings Bank (POSB), and industrial firms such as the Giant 

Keppel Group, Sembawang- Shipyards, Neptune Orient Unes, 

Slngapore Airlines, National Iron a~doSteel, Intraco, and 
.--

others. 3 ,In addition, 'the government owns all of the 

utilities and other economic' infrastructur.e in Singapore. It 

is a major force 1n the property market through the Housing 
, { 

and Devel9pment Board, and the Urban Redevelopment Authority. 
" ,/ 

Nevertheleps, in sharp contrastrto the situation in most. 
. . 

other count'ries,~Singapore-Government-owned c,ompanies ar-e 
. 

dyna~i c, innova ti ve . and pron table. 4 Sing'àpore continues to' 

provid~ an-excellent environment for f~ee enterprise and its 

economy has managed to compile a remar\able ~reco('d of 

economic growth. 5 " 
'" 

, . 

.. 
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Singapore's 1~83 per capita GNP of ovar six thousand 

1 

tJ-. S. doll~rs is second only to Japan in atl of Asia. 6 

Singapore is one of the world's largest oil refining center'S, 
l , 

a major supplier of electronic components to the w0rld 

market, a major centre in this region for marine constr~ctiûn 

and ship-repairing, and an international Einancial c0~tre ~( 

growing importance. 7 Furthermore, the Sln.]apOre l)contmy i:; 

expected to continue to have one of the hiiJhèst r;row"Lh r..lt,L'; 

in the wor Id over the ne x: t two dec,Àdes. t) 

Thus Singapore, the 110n city, is an dttrd~tivQ an~ 
. , 

dynamic business setting and lts government hars Jttrdctc~d .) 

large amou nt of i nWq rd fore ign i nves tment f rom oLhe r cO.un""' 

tries. With a rapidly growing and dyndmic intern .. ll 1l1.1rkeL 
" 

why should Singapore-based firms invc8t in ror0i(Jn opcr"lr:iOf)'1 
1 

especially since forei(;}n market:--'5_ can al"H) be <HHVI:\' Ulr()llf:)h 

exports and by licensing arranr;cmentc; 'wi th 1l)c.11 prodUCI!r'i? 

\ .. 
The next -section attt'3mpts ta answ()r Lhi!'> (iUlH-ition. 

V.4.(i) Reasons of· Singapore Companies to In,vest overseas 

V.4.(i)(a) 'Colonializationjlnfluence of Foreig'n Firme 

The most important rC.)!'ion whl Si nr;aporù c(~mpJn i Ol-l h.lVQ , 

overseas lnve,stments lS that many (Jf thorn .lro,c f)r unLil 

recentIy were, managed bï expatrLHevEuropoan Mcln.ltJor'l, Iln,i 

in mary cases, werc part of cl European ~ultln~t10n~1 tirm. 

l' 

These companies have becomo Singapor~ fltm~ a~ tho forql~n 

owner,'!; and, in mahy case!'l,' thQ forQi,)n manél(JQPI woro rU~114C:(JI, 
~ 

by Singapore citilens starting ln the tato l~SO~. 

o 
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Moreover, if Singapore-based companies have to continue 

to compete eEfeotively in the global market place, especially 

against countries such as Hong Kong, Taiwan and South Kore?, 

they must ma~e foreig~ direct investments in other countries 

in order to acquirè the many advantages 'of being multi-

~ationals such as those in Hong Kong, South Korea and Ta-iwan. 
, 

These advantages include access to larger markets and to 

lower cost raw matèrial; capital labour and technology, as 
1 

, , 

wÊ3l1 as increased ability to ride out and overcome tides of 

protectionism and other barriers 'to export market~.25 

-

V.4.~i)(b) Limited Domestic Market 

The reason why Singapore-based firms might"want to 

'invest ~rseas is the Umi ted si ze of the i r local market. 
r 

~n add 1 t ion, wh Ue 'a numbe r of i ts fore ign markets can ,be 

,served by exports from Signapore, there are à number of 
• 

problems in depending solely on this strategy. One problem 
-, 
is that of possible protective a~tions by the foreign trading 

pqrtner through the imposition of tariffs, quotas, or other 

non-tariff barriers that impede import attempts and help to 

generate or protect 'l~étl emp loyment. 10 As an example, it is 

~ announced policy of the Indonesian goV€rnment to reduce 

',its economic d~pendence on Singapore based firms and, in the 

recent ~ast~ even the industrialized aountries have started 

erecting higher walls of~ protectionism. 11 Another problem, 

arising from dependence ori exp?rts to service foreign 

/ 
i 
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markets, is the limited ability of such firms to monitor dnd 

meet campet i t ion f rom lower cost lo_ca l produce rs. 1'2 

Moreover, since the majority of th~ world's tradc 
1 

consists of movements of goods and services among affiliatoA 

of the same company', a Sing"apore company may indûllrj b'c t\blc 

-to in.crease i ts ~rt9 if i t hilS di reet i nvcc;tm~nts Qvcr-
• 0, 

seas. An additional advantagc of foraign direct lnvQstmcnt~ 

ls that as produ~tlve capaclti dnd the sile of a firm 

increases 1 it can take ddlJantage of ùconomios 'of '3c,'110 in 

d 1\ , -k' E ' ,~ t d ,1 1 .-a mln stratlon, mar etlng, lnancc dnu rCSOdrC) dll uüvo op-

ment of new products.13~ 

-V.4. (l)(C) Access to Cheaper Source of.Raw MatcriaLL' 
Labour and Taxes 

~ reason why Singaporc-based companios may want te , \ 
, \ 

invest Q.verseas i., their desire to obt,lin aCCt!SS tu cht~(tpûr 

sources of raw materi~l, labour, and an ~nvironmenl of low0r 

taxes and fewar 'Jovernm'ent re']ul.:ltions. 14 In 0rder' ti) on';tJr l , 

steady suppliës of raw materia1s in the (.:lCt? of 'ihorL"lfJù:i ')r 
• 

other market disruptions, a c0mpany must. t) .... c olni! cont «Ji lh" 

source of its raw matarialq. Owncr~hip 0f tho B0UrCOY of r~~ 

material aiso gives a company othèr advilntrl(JC~; tr,<),llti r)nollj 

,.associ.ated with vertical inte'Jratif.>n, 'iuch .:lI; lmttar llljallly 

control'd~d higher ove~all profit" lovals. 1~ f0r S1nJ4p0ru 

, 
generally mean undertaking fore1~n invaatmunt. Sl~aporü 

1 

l 



c' 

/ 

- 123 -

. 
labour costs are rising xapidly, making the cost of a number 

W 
of industries too high for,Singapor~'s companies. 16 These 

companies are also increasingly facing shortages of certain 

categories of labour, especially'in th~ unskilled or less 

educated categories. Furthermore Singqpore companies using 

Eoreign guest workers face a particular problem since' the 

Singapore government has adopted a policy to reduce and 
\ 

ultimately eliminate the use qf fo~eign workers. 17 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 
\ 

'has al rèady been the case for a number of text i le companies. 

. ' 
An added advantage of undertaking foreign direct invest-

ment can be acce.,ss to_ a wider variety of financing sources 
. 

lncluding subsidized financing de'Signed to encourage invest-

. ment ln particular areas or industries. 18 P'urthe.r;, Singapore 
.. 

companies invest in countries su<;h as Hong Kong, in order to 

galn access to lower taxes and fewer government regula

tions. 19 

V.4.(i) (d) Comparative Advantage 

The reason why Singapore based companies may find it 
\ 

usefulrto undértake Eoreign investments is to exploit better 

their comparative advantage in serving the markets of 

neig~bOUring countries. 20 Because of th...EÙr geographic and 
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cultural ties, $ingapore basad companies may find that they 

have better knowledge and skills for serving the markets' in 

other Southeast Asian countries than do firms from other 

dev~loped or develo~ing countries. 21 

Foreign investm~nts by Singapore Elrms may be Eacil-

i ta ted in other countrie'5 of th is reg ion whe r~ the e thn i c 
, 

Chine5e community i5 active in business and thus oEEer th~ 

\ 
possibility of a local partner with a 'very similar operating 

style and approach to business as the Singaporc firme Thus, 

Singapore based,Eirms can also profitably (o~ t~rce-way , 

JOInt ventures with Eirms from such countrles and trom the 

industrialized countries to serve the markeYs in the 

So~theast As~a region. 22 

\. 

V.4.(i)(e} New Technology and Market Strategy 

Singapore basad firms invest overSCdS becausc gE thcir 

need for acqùiring raliablc sources ùE ncw technoloE)Y dne'! 

market intelligence. These raasons are partiC1Jlarly true for 

fore ign i nves tmen ts in t h€ deva 10'ped cconom i es. Wh i 10 !';c)m~ 

technology may be acquired by the Singaporc economy whon 

advanced country multinational firms invd,t in Singap0ro, 
~ 

consistent access ta higher levais of téchnology th~~ will 

make and keep Slngapore companiQs competitivo in global 

markets can best be acqu i red th rough .owner:1h ip of olppropr,iàte 

(small, high technology) flrms io.thu advapcad countr.lo~.2) 
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Anothe~ reason for. making investments in such advanced' 

country fitms is to acquire the knowledge and ~~il1s to 
~ 

compete effectively and consistently in ,the dynamic markets 

of these advanced countries.2~ Thus, in addition to the 

technical knowledge and ma~ageria~ skills, a Singapore 
<;J 

\ _ company can acquir~ from such an acquisition a continuing 

.-

sou rc-e of market lntelligence tha t may con tribute towards .i ts 

ability to protect and develop its export markets. 

y.4.(i)(f) Diversif~caéion 

Singapore firms make FD investments in order aiso to . , 
diversi(y the political, economic, ,and business risks. 25 

Adverse developments are unlikely to take 'place simulbaneous

ly in miny diEferent countries and, thus, while business in 

one country (say 8ingapore) may be bad it may be much better 

in another country so thae the overaii performance of the 

firm is proteëted from the swings ln any oHe country's 

political, economic and busirless environment. 26 

V. 4. (li) .'Modes of Fore 19n Investment of 8i"9 apere 
- Muitinationais ~ 

f ' 

Singapore muitinationals generaIIy prefer to be minority 

partners in foreign joint ventures, except in Malaysia where, 

because of close historicai ties, ~hey have a substantiai 
• Q 

number of wholly-owned-subsidiaries. 
~ , The relative importance 

of minority joint ventures a~d other forms of indirect 
" 

investment is 'attributed to the risk averse approach of 
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Singapore firms, rather than a relative shortage oE funds or 
r 

host country restrictions. Even where wholly-owned subsidia-

ries are permitted, as in the Eree trade zone oE SriLanka, . 
Singagore_ firms have preferred minority joint ventures. 27 

Indeed, the more unfamiliar the territory, ,the more likely 

the Singapore owned Eirm will engage in contractual resource 
1 

transfers such as licensing and turnkey pr9jects.2~ 
t 

Unlike SriLanka, China has defined specifie modes 

including pro~essing and assembly, compensation trade, 

co-productto~' and jOint ventures. 29 In -processfng and 
- 1 

assembly, the Eore ig n lnves toc "prov ides the- product iqn equ,ip
~ 

ment, raw materials and intermediate inputs, and has the 

respo,ns ib i 1. i ty of market i ng the f 1 n ished products". The 

Chinese car~y out the.processing and assemb1~ functions, and 

the fl3es charged are pffset against the. installm8nt payment., 

for the capital equipment. 30 I,o cOll)pensation trade, the 

Eoceign investor providing the capital and techno1ogy, and is 

paid in the form of finished products. 31 ' Recent Singaporc 

invest~ents in China pave included not only minority joint 
, 

ventur~ but aiso technolôgy contracts, compensation tradal 

~nd joint'production. 32 

Most home-gro~n Singapore multinationals are ~n indus-
,\ 

tries with matuce technologies. Aithough they have devoloped 

':3ome owne rsh ip-spec i fic adv,anta(jes, they 'have no in te rna-

i tionalization advantages.,n As a re\sult, they have no strçmg 

reason to set up who11y-owned foraign subsidiarieq. Their-
", 
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", 'investment mode is sl1aped primariIy by locationa1 factors. 

Where locat ional advantages ari~e from geograph ica1 closeness 

or histo~ical or ethnic ties, Singapore-owned firms have gone 
j 

lnto joint ,ventures,- though mostly on a minority' basis. But 

where there are no locational advantages, firms with 

~ ownershi~-speelfie advantages prefer eontraetua1 resource 
.... b 

transfe rs. For example" Acma, a Singapore f~rm, decided on 9-- - . 
- joint venture in Indonesi,a-, but so).d its teehnolqgy to 

eontraets in pak'istan' and Sri Lanka as well. 3 1+ 

• Ta sum up( in the last, twq decades ,S ingapore firms have 

ex~anded their lnte~nationai involvernent. 35 To a great 

extent, the 'rise in fOl;eign Involvement by firms from 

Singapore reflects the rapid economic deV'elopme'trt.:,,o.f 
• .-.1

1
• -~ • 

c ~=--_:'. ... .... 
Singapore. In Singapore where the demestic market is small 

and many large firms are in mature industt':'ies, the:divét':'siEi-

cation and the need for n\:narkets are key factors 

fore ign invei vement. ; , 
\ 

1 

forr 

• 
\ 

Singapore is smallet':' investot':' in averall terrns than 

Brazil, but a much 1arger investor in" the manufacturing 

industry. Most of its activity oeeurs in Malaysia, which has 
. 

close historical, commercial, and ethnie ties. 

~ . 

... 

f 
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V.5. Multinational Firms from Latin American Countries 

ode of- the most· remarkable trends in the pt:'csent stage 

of development in Latin America is the emergence of a 

widesp read phenomenon of inte.rna~ional i za t ion of loca 1 . fi rll)s 

actively engaged in direct tnvestments abroad and in the 

exports'of techno~ogy.~ 

V.5.(i) Pattern and· Trends of Latin American Foreign 
Direct Investments (LAFDI) 

o r In Latin America, the diEEerent levels of development 

~ng countrles COlnClde with their difEerent pos!tions and 

raIes' w.i.th regard to the outflow and inflow of intraregional 

FDI.- Argent i na', Braz il and, Mex ico ae.e the mas t important 

source counteies of the region.'2 Moee than 90 percent of the 
.. 

- Argent.inian projects are located in other Latin American 

counteles, dnd moea than halE of them are in manufactueing, 
~ 

particularly the metallurgical, machine tools, food and 

automotive sectors. About' fifty fiems, the majo~ity in the 0 

~, 

priva tE}, sector, appeared .to be respons ible for thesû 

operations. 3 " However, diEfeeent sourcas indicate that other 

important investments were carried out deGades aga. Three of 

fi thj3 larger Argentinian f irms, the conglomerate Bunge-y Born. 

the textile company 'Alparagatas ' , and the mettalurgical firm 

Siam Di Tella, expanded .. to Brazil and other Latin Amer·icdo 

countries at the end of the last Century or Juring the first 
" 

decardes 'of the present centuey. The ~iesen~ influence of 

~ 

./ 
Il 

/ 
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, r_ 
Argent inian ftrms is papt icu la r ly ev ident in the rleigh.bOuri ng 

a'nd sma 11 economies, of Uruguay and pa ragu,ay, 1+ whe re s'ix: of 

the largest fifty firms, an? two of the te~ 1argest 

companies, r~spectively, are Argentine subsidiaries. 

Brazil i5 probably the most impressive case#of 

aggressive internatlonalization oE dome5tiC firms in Latin 

America. The, eme~ence of Brazilian 'enterprise5 in the wor1d 

arena ~s' reflected in the appearance of eight of th'ese 

: sompan ies amortS' the 500 la rges t cohce cns ou ts ide the Uni ted 

States 1isted in 1978 by 'Fortune'. Despite the lack of 

official infocmation on investmen~s abroad and the limits of 

statlstics of host eountries (in nine Latin American 

Countries the Brazi1ian foreign investments amounted to $60 . -
million in 19,78), tl'!ere is c1ear evidence ofo ~he importance 

and diversity of Brazi1ian involvement in projects abroad.~ 

çA ,:-saqe"nt Eeature of the Brazili-an ~xperienee is th..e 

cntranee into the markets of develop~d nations, sueh as the 
• 0 

Un.ited Sta'tes~ France and other European countries, 6, and into 
) , 

the Afr iean marKets. In Nlger-ia, for examp1e, qome fort y 

Braz i lian c~mpanies ar-e s tart i'ng to assemble, a w idé range of 
'\ 

c~nsumèr goods. 7 ." .' 
'- . 

In comparison with Ar-gentlna and other Latin American 

. h f> .. h b l l d ,h countrles ~ ere ore1gn 1nvestmert as een ar-~e y ma e ~y 

private companies following the market impulses, the , 

• Brazilian per-formance~ seem to be closely 1inked to the role 

of sorne p~blic corpoFations, such as ~he trading company 

/ 
, . 

'\, 

, 

" 
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o 
subsidiaeies of the state oil corporation 'P~tr()br"as') the 

. 
Banco de 8razil, and other major state corporations H su ch ;'l.~ 

ieon çlnd steel concerns 's [DEf)RAS' dnd v,3le "!o Rio Doce 1 .. 
Company. INTERI3RAS, exploitin;} the.bargainin;} power" r~sùl·t-

1 

i ng E rom the huge 0 i l _ impo rts of PERT08RAS, Cl n<1 the Banc-o d0 

1 

Brazil with a network of fiEty-one ageneiùs in forei~n 

countrics serve as channels for promoting Br.3zilidn bu:,;ir'1t~'i·i 

abroad. Thesc vontures include the sale of' technùlo'JY an.} 

construction and consulting s,~rviccq to Latin AmericJn, 1\"t.1Il 

and AErican CQU nt ries'"'. 9 ... 
The reglstercd stock oE Mexican Eoreign Invuo.;tmt:nl ln. 

ll.lne L~tln Amerlcan count'ries amounted to U.S. $62 mi LU.)/) 1'~ 

1978.~U Howevar, d buslness orcléinil.ation n~vt.:!.Jlcd ln 197!) 

that approximately thirty '1cx}can firms wuro enIJ.lrJ,.!d 1/1 mf)r,} 

than flEtj projects in eight South AmerlC<ln c,)llrllrl'!i, 
r-

involl/ing wholly owned subsidi,H'ic':; and t.:!flUlty and, conl:r..tc-

tllal joint ventures for the proùùction of \.;ti~IJ1, petrolt)tJl"l, 

chemicals, paper, electronic'3, and con";ltr'J(;tion ,lnd l'rVJinoQr

ing services. ll Mexican compani_cc; arc tll~o ~ct.iV(.! in CI'1ntr,'\l . 
l'lmerica and the Caribhean, wllCrt\ sever·1I Lir')", pro jQ!;t:; W{~rll 

1 -
launched or negotiated in rec;unt yl'?,:lrq, 

rn i 11 and a pu lp and paper pro ject in Hondu ra/'J, , 

multi~ational marchant floet with the CaribhddO counlrl~~ • 

. ' 

/ 
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Joint ventureS with local p~rtners or associates are the 
----- --"-------- --

mos t f r-eqtÙ3nt orga-nîz-a t ional fonn-of Lat i-n-Ame-t.i-e.an-.-E:o.r:aign ________ ~_ 

,/ 

( 

c 

, 

- Direct Investment (LAFDI). Among -the 313 cases, around 65' 

1 percent have adopted such an arrangement ~ The percentage is 

~lgher for the rnanufacturing sectors anÇi lower ~fol'" banking, 

bUllding and tracte: 12, The joint ventur.e. preference i5 

corrob-o-rated by the official country 'reco('ds~\13a Of the 

Argentina firms that registered lnvestments abroad in 1967-
\ 

1976, 60 percent declared that they had local partners in the 

host countries. 13 Nearly 80 percent of all companies with 

~ Latin I\merican capital r-egistered in Ecuador during 1974-1976 

had local pa"rtners. 14 

-, 

Other nonequity forms of exporting technology are also 

ver-y common in the Latin Amer-ican experience. Among contrac-

tuaI forms, licensing agreements are frequently used by Latin 

A91er,iCan trms for' doing business abroad, but the most 

significant development i8 the growing trend of exporting 

.cons~lting and engineering services and turnk~y plant~ by 
/ 

firms in Argentina, Brazil, and Mexico. 15 

V.E.2. Strategies and Motivations 

Latin ~erican corporations lar-gely invest abroad for a 

reasons not very different from those explaining the expan

sion pf firms of developed countries. The Latin Amerifan 

evidence a1so seems to support the findings of L.T. Wells 

with regard to strategies of developing countries inve?tment 
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in southet.-t Asia. 16 However, the foltowi!.lg remô.rks suggest 

that.moti ations are not exact1y similar to t~os~ firms from 
-- - -- - -- - --
either qeveloped or other devûloping countries., 

In a developing region like Lattin America, wl1t)r~ 
(f 

changing political and econor.llC cirCUfT\stdnCe$ arc 30 common, 

with governrne..nt shiEting periodically from interventioni.;t to 
, .. 

1 

consèrvative po11c1es, and V1C_G versa', lt 15 obvious t!1.-"tt onù 

of the basic motivations of local Eirms wlth re~arrl tu 

fore1gn' investments is "diversification of. politic.'il risk".17 
o 

'Foreign investment by Argentinè firms dùriny the mosl di,EU-' 

.. 

cult period oE the Peronist Government, by Chilean firms 

during the Allende adminic;tratiQn,~ and by Peruvian companio...; 

durlng the first year of the 1968 revalut ion, althouqh, 

generally unreported by the hOr;'e govornmûnts, cxplain, 1,0," 

great extent, the upsurr,Je of L.A.F.D.I. in ot:hor counLrll}<1 
c • 

during the last ~ecade. 

Internat10nal,operatioÇls arc oEten'concoivod ,1H d dlJvi,.:'~ 

. 
for-circUfilVe..r:lting domestic tax ourdens, labo.;r Law!], ..Incl 

foreign exchange restrictions. 
-

A well know Pt1r'JviJn !'>o('t 

drlnk company enginecred an intricatü network !)f èomppnil111 in 

other Latin American cOllntrie'5 thdl malnt-l1ncd cc)!)trl)l of 

paten t.s and t rademarks; the ma in pu rpo'Hl W.1':; thIJ' <iccumu L,U f)n 

of foreign exchangc llo1dln'Js. 1d
, fbwev,or, .l'i thlJ .JXp~,.i'JflC(' 

of the·two Argentine dru'] firmfi in "1oxico QlHJ9'1"it, tho,.e dr~ 

ca.;ës in wh i ch the nec i <; ion to mOVQ abrl)d~l \:l a, norm.11 

,development of J:he~rm'!i r;ro ..... th <;tr,lt(FJY. ThonJ ,H" "t,.+) 

cases of firms that h~ve cVt)lve'l from sm.,ll vont\Jroft witt, t1 
, 
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narrow domestic market into lnternationally,~riented organiz-

atlons with a regional plan and a strategy for international 

complementa~ion.19 For example, 'Carvajal', a family owned 
1 

,firm for. Coiumbia specializing ,in the manu,Eacturing of paper. 

produets and supplies, initiate~ a chain ol investments' in 

other Latin Amer.ican countr.ies aEter becoming one of the 

biggest firms In the sector. 20 

. However, business rationallty i5 not thè only motivation 

for. investing abroad in Latin America. Policical considera-

t ions other than the avoidance of pol i ti.ca 1 rise and macro-

,ecônomic objectives are beh~nd some joint ventures involving 
t 

the state enterprise, or governments of difEerent countries 

themselves. For example, the project -of ,(PE~ the national 

oil company of Argentina, to build a pesticide plant_in the 

. Bolivian 'altiaplano' seemed to be aimed at improving the . ' . 
overall. re la t ions ~ith the Andean country rather than 

motivated by the rate of r.eturn or project. 21 

. 
V.5.(iii) Preservation of Export Markets 

" 

Much of LAFDI from the larger coune'ries oE the reg ion is 

a reaction to th~ impart-substitution barr~ers imposed by the 

s~aller countries to pr~ect their la te industrializatior 

ef for.ts. 'For many Latin American fi rms, the markets of the 
l, 

region have gained great 

im~or~uotas established 

coUntr~s create a direct 

sigl'lif icance: . Higher tarifEs. and 
( 

by less-advanced importing 
J 

threa t· to such exports. In fact, , 

.' 
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Latin American exporters began to meet circumstance~ v~ry 

similar to those which triggered the direct investment"of 
" \ 

firms of industrialized cduntries in the region durin~ the 

first period of import sub~tltution in Latin when America. 

The cases studled by INTAL (Instltute Eor Latin I\meriCo;H\, . 

Integration) revealed that most of the Eirms hao.e>2-port 
, 

1 experience in "the recipient countries b~fore their jecigion 

to invest in them. 22 

In recant yeaJ;""s, the growth~ of Latin American exports of 

man~factures to industrialized countries and other Thirrl 

·Wa.r:-ld ragions aloso has motivated the establishment 'of firms 
1 

in those markets which are thrcatened by protectid'nist ' 

pressu re. 23 For example, Bra z il i ~n co rpara t lon 1 the conq 10-

merate 'Copersù.car-' "took' over in 1977 the United States 

Company 'Hii1 Bro~' and spre'a-d tnto Afnca ta <is:;embll~ 
semifinished Brazilian products. 

De-fensive- reasons are dlso behind cases of inv-estment~:; 

,in other" countr"ies when the risk of 10sing an cxport m/drkt~t 

stems not from(mea'3ures of host nations, but on" the conLr'i.ry·, 

from policiQS of the home government tha~ tond to discourago 

exports th r"ougt! , for" instance, an, overvifJ 1W1d cxchan<Jù'" ra t~ ()r 

the eliminat~ of tax or financial incentives. Tho ~nti

infl~tionari .POliC~ applierl in ,reclJnt years in cOljntrit.~s 

such ~s Argentina have stimulated rleci~ionq ta invq~t abroad 

as the only way for prescrving market~ that naVQ becomo 

diEf(cuJt to serve through cxpores. 24 

l 
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V.5.(iv) Penetration into New Markets 

,Du,ring the last decade, the high rate$ of growth of .' 
certain- countries of Latin America incited the interest of 

many foreign firms - among them, companies of the other 

countries of the reg ion.' The expansion of the economies of 

Brazil, Venezuela, and Ecuador as weIl as the enlargement oE 

domestic markets of the ragion ~U9h subregional measures, W 

such as in the Andean Grodp and the Central American Common 
\, 

Market, explain sorne trends in intraregional FDI.25~ 

The act ~ve search of i nves tment opportun i t ies in other 
! 
1 

countries also can be a response to recëssi~n in the home 
l , 

market. Overcapacity and huge fixed costs ~uring the periods 

of weak local demand led Argentina, Brazil'an, and Mexican 
'" 

engineering and construction firms to figh, for big contracts 
, , 

throughout Latin P.merican and other region,'v.26 

, In many cases, an important mati va ti move abroad is 

the possibility of creating a stable fl~w of exports of parts 

and components for the production site of the ~ecipient 

countrl.27 The common ownership established between ex~o~:er 

and importer ~nsur~s the external demand and allows the 

enl~r;gement ,of the, product ion scale or the re?u~tion of the 

idle capacity in home market. 28 

1> Finally, the interest in new markets is sometimes the 

outcome of a new trend in Latin American relations: the 

search for suppliers of technology within the reg~on. 

Despite the historical orientation towar9 the market of 
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productive resources in- developed countries, there is a 

growing demand for the technical s~ills of other Latin 

American countries. For example, during 197~, a government 
- 1 

mission from Ecuador visited Argentina and other countries to . , 

contact the local industries and of Fer them possibilities and 

incentives for investing in Ecuador~ it returned with severai 

project~ in hand. 29 

. V.S.(v) Raw-materials Exploitation 

Several Latin American companies have moved abroad ta 

exploit' raw materials for wh-tch the home country i5 à .,net ,. 

impdrter. In 50 doing they try to stabilize the supply and 

priees of raw mate r ia 15. 3 U Such wc ra the rcasons 9 i ven by 

the Argentina steel maker GRASSI If~r obtdining govcrnme~t a 

approval for settlng up a plant in Brazil that would ensura 

the supply of iron dlloys thredtcned by the shortdges of .-
manganese reserves in Argentina. 31 

The mos t re levant cases be long to the big state-ownod 
o 

o 

enterprises in the oil and mineral sectors. The great 

dependence of Brazil on forelgn ail explains the creation of 

1 

\ 
a subsi~iary of the state oil company 'PI';TROBRAS' ·for undor'- \ 

taking exploration abrodd, and it" projection to s(~vcral 

Middle Eastern and AErican countries. 32 In adc1ition,' th'~ 

Brazilian state steel enterprisc SIIJERBRAS has n(~r)otlated.:l 

joint venture with t~e government of Columbia to exploit coal 

in that country as a way of gaining' indepûndonce from tho 
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Q 

U.S. sources of such raw rnaterials: and the public-sector oil 
/ . 

company YPE of Argentina obtained an. importdnt service 

contract for the exploration of ail in Ecuador. 33 . 
These are, in addition, a few cases of private firms 

that engage in the exploitation of raw materials abroad to 

supply the host countries. Cia, Minera, Buenavéntura, a 

Perurian company, has equity shares in mining projects in 
1 

Venezuela, Ecuador, and ather Latin American countries. 341 / 

.. 

Conclusion 
1 

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, qnd Mexico have. 

the largest, most diversified experience as home countries ~ , 
J 

and provide ~he most interesting cas~s of c9rporations with 

an International approach ta their expansion strategies • 
. 

The maïn reasons for the overwhelming concentration of 

flows of Latin American capital and technology within the 
. 

reg ion depend on the exis t-ence of important .. deve loprne,nt gaps 

between the different countries. Firms in the more-advanced 
o • 

countries of the region have through the years accumulated 

industrial èxperience and have learned to adapt their techno-

10gies to the local conditions. Such adapted technologies 

and productive know-how can be be transEerred ~o less-

developed countries willing ta produce the same products and ~ 

( 
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facing similar restrictions in terms of market sizes, 
" • j , 

availability and costs'of factors, and other~local peculia_ri-

ties. In most cases,\ there are no local competitors in the 

recipient countries, and the problem of finding a pa'rtnoar 15 

frequently resolved by the asspciation with a host govefnment 

developm~nt corporation. 
~ r 

The competitive advantage of Latin American firms vis ~ 

vis MNCs [rom developed countries are generally related to 

the Iower cost of their projects stemming from their smaller 

scale, 10wer overhead costs, lower automation or less expen-
< 

sive production techniques, including the lower costs of 
, , 

their manage~s ~nd technicians. Th~ participation .of public 

enterprises as promoters and partners of Latin American joint 

ventures is another factor explaining the advanta?es over 
,. 

. transnat!onal corporations. 

State participation -also plays a key role' when the 

governments agree to use thair control of thair own markets~ 

in arder to ensure the minimum demand necessary for setting 

up an efficient plant when the size of the only one market i5 

not sùfficient. From the prec~ding analysis, some forecdst 

can be made about the future international projection .of. 

Latin American firms. It s~ms reasonable that the 

increasing participati9n of more Latin American countrics and 

their firms in internat~onal operations will follow the 

expansion of industrialization process an~ the export-

oriented strategies ot the countries of the ragion, that the 
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active presence of the privately owned and p~blic sectoc 

corpocations in a number of industrial sectors will ensure 

the effectiveness of fa~tors and motivations to expand and to 
, 0 

look for alternative sour'ces oE, capital and technology in 

other Latin ~erican countries,~that the existing gaps of 

development between the different countr"ies will not dimfnish 

substant ially in the nex:t Eutur~; and thereEore tha-t the 

advantages of compleme,ntation derived from the in}erregional \ 

joint ventures will persiste 

Overall Conclusion to Chapter V , 

In summary, this chapter has examined sorne predpminant\\ 

Eeatures of Third World multinational enterprises in sorne 

selected develQping countri~s. " 

In terms of investment strategy, an additional charac-
o 

tecistic of these MNCs involves the fact Ithat t.hey represent 

~ a concentration of.foreign investment in countries (g~ogra-

phically. close and culturally similac ~o their own) where 

they have formed jo~nt ventures 

. investor~, an overWhl!;ing mode 

the most part, tqe emphasis is 
A 

with local and other 

of foreign aEfiliates. For 

on low cost, labour intensive, , , 

small scale operations using mostly intermediate levsl. 

technqlogy ·to serve markets that would be considered too 

small or too hostile in sorne, cases for the MNCs of developed 

countries. 

/ 
1 

/ 
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, 
The discussion in this cha~ter also seem clear thdt a 

, . 
significant nu~ber of MNCs considered in this cha~ter are -

fee11ng the 5ame pressure and urges to move into the inter- 1 
national arenas that MNCs fro~ other TW and developed 

\ 

countries have experienced. 

So far as the motives are;concer-ned, they can -be multi

faceted apd complex. For exampie, Hong Kong MNCs are 

~nfluenced primarily by C1dssic locatlon cost variables: as 

,export-or-iented firms facing intense competition from more 
-...... 

recent industrializing countries, they look abrqdd ta reduca 

r; labour 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 (oEtan from 
. 

developed country MNCs) tends to squeeze them abroad. Indi~n 

and L~tin American MNCs go abroad because of government 

restrictions. Direct investment is thus one 0ea~s of 

esca~ing-the government constraints. So far as Koroan·and 

Singapore MNCs are concerned the motivattons for Korea's 

overseas ~irect investment are basically defensive. The 

Korean MNCs invest abroad ta secure the over§eas sourCe of 

raw mate r ia 15 'to serve the ir home-based 1? roduc t ion complex 

and to serve overseas market for their industrial export. 

Hong Kong MN Cs are also influenced by pçoduction costs and 

accessibility to peve1,oped country market (as affected by 

tarifE and quota regulations): Indian firms are more 

concerned to serve domestic market§, 50 are more influenced 

by impart substituting polici~s in the host countries. 

1 
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FOOTNOTES - CHAPTER V , 
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Lndian Multinationals .. 

According ta the Indian Ministry of Commerce data, the 
Industria1-sector of the Indian economy has shown-an 
average growth of 6.3 percent per annum after adjust-~ 
ments Eor inflation for the period from 1947 to 1979. 
Sorne Industrial sectors have shownoan aven greater 
growth than the sevefold increase in overail industrial 
~roduction between 1947 and 1979. 

2. See R. Agarwa1 and J.K. WeeklY7 "Foreign opefations of 
Th-ird Wor1d Multinationals: A Literature Review and 
Analysis of In~ian Companies" (1982) Journal of Develop
ing Economies, Vol. 9 at 19. S,ee also R.B.L. Garg, 

_"Export1ng Consul~ancy Servicei", (1980) Indian a~d 
Foreign Review, 15th February, at 13-15. 

Q 

3. See M. Kidran, Foreign-Investment in India (London: 
Oxford University Press, 1.965) at 185-224 .. 

, - 4. See K. Kumar, "Multinationalization of Third Wot1d 
Public Sector Ent~rprises", in K. Kumar and M. McLeod 
(eds.), Multinatidha1s From Developing Countries, 
(Lexington, M.A.: D.C. 'Heath, 1981) at 197-201. 

5. 

, 
6. See MRTP Act, (1969), Section 20 under Chapter III of 

the Act. 

6a. Rs. 20 million, approx. U.S. $2.4 million. 

6b. "1 nterconnected undertak ings" means two or more un,.der
takings which are interconnected with each other in any 
of the f91lowing manner, namely: 

(i) if one oowns or controls the other, 
(ii) where the undertakings are owned by firms, if 

such firms have one or more common partners 1 

(iii) where the undertaking are owned by bodies 
corporate -

(a) if one merges the other, or 
0, (b) if one is subs id iary of the other, or 

."\ 

(c) ~ they are under the same managerllent in 
the meaning of Section 37~ of the 
Companies Act, 1956, or 

j 



1 

1 

. ' 

, .. 

. ~ 

( 

/ 

7. 

8. 
, ' 

142 

-" 

~ Cd) If one exorcises control over the othe~ 
in any other manner. 

(iv) where ~ne undertaklng is owned by a body 
corporate and the other is owned by a firm, if 
one or more partners of the-firm -

(a) hold, directly or indirectly, not less 
than EiEty per cent oE the shares, 
wh~ther preference or equity of the body. 
corporate, or -

(b) exereise control,·direetly or 
i~directly, whether as director or 
otherwise, ovar the bod~ corporqte, 

(v) if one is owned by a body corporate and the other 
is owned by a firm having bodies corporate as it~ 
partners, if sueh bodies corporate arc under the 
same manigement within the meaning of the said 
section 370, 

" ~vi) if the undertakirigs are owned or controlled by 
the same person or group of persons, 

(vii) if one lS connected with the other either 
direet1y or through any number of undertakings 
which are ,lnter-connected undertakings within the 
méanirtr;j of one ot; "more of the foregoing sub
clauses. 

See MRTP Aet, (1969), Chapter I~ l, Part A, "Expansion of 
Unçlertakln:;J" , Sec&ion 21, Subsect ion 2. 
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(1969) , Chapter See MFiTP Ae t, 
Suoseet 10n 3. 

III, Part A, Section 21, 
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C~APT8R VI 

THE CONTRIBU~ION AND IMPACT OP TW MNCS 

ON HOST AND HOME COUNTRreS 

In this chapter an attempt will be made to assess the ~ 

contributions of the TW MNCs' in the overal1 development of 

the host and 'home countries. 

Development is a mult-idimensional process. It implies 

more than the me re product ion of goods and se rv ices. It a 150 

invoives laylng the foundations of a self-~enerating growth 

that can satisfy the ?rowing ~s and as~irations of the 

different "segments of a soclety. In order ta dSSeS'3 the 

relative contribution of Third World firms, their over,all 

impact on the economy, 'society and policy in the hos.~ ~nd 

home countries a1so should be taken into consideration, in 

additien to their econo~ic output. o 

VI. 1. '( i) Impact on Host nat ions: Some empirical evidence 
o • 

suggests that., as compared to mu1tinationals f'rom, industrial-
, , ' 

ized states, Third World MNÇs are cO,ntent with d lower I~quit}:' 

----pdr~icipation in the FDI. l This preference i'3 nat necoa~ .. 
1 

sarily the result or any altrui~tlc çonccrn or bcnevolent 

emphathyan thelr part,',but is usuqlt'j dictated by the 

exigelÎcies of the situatIon. As notêd carlier, the capital 

resoun~es and technica1"-and managerial capabilities of t'laso 

, , 
{ 

/ 

/ 
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qrms' are limited·. 2 Thus~ Third WQrld firms oEten need 
'1. -

partners in host countcies whO' can contcibute capital, othe r 

resources and, whenev~r necessary, serve as a~eots/liaisons 
1 • 

brokers with locai authorities. 3 , Multinationals from indus-
, ' 

trial,ized 'st~tes, on the other hand, have shown a marked 

preference in the past ,for total ownership or at least 

maJor l t/ ownership. 't This of ten arouses s,;spic ion in the 

minds of government authoritïes and political elites in the -, . , 

host TW country. 0 Sorne of them Eeel that fDreign investment 

contr i bu tes, to their economlc deperidence by pass Ing the . , 

owoership of critical national productive /resources into 
~ , -

foreign ,hands. 6 Thus, to the ex,tent that Third World multi':' 
.(-

national!? ac-cept lower equity participation, they help lessen 

the degree of,perceived poHtical and economic dependence of 
. , 

host countries, and at least'partly fulfil the political. 

asp,i.rations of dev:;teo ing host countri~s in ,their ·s~aréh· for .. . 
greater ownership/ their produ6tive resources. 7 ". 

~y 

In ·addition, the ~opertating technologies t-hat a're trans
i", 

ferre.d by Third World_ multinationals are generally better 

suited to the conditions of developing states. 
\. "" " 

Sorne of the 

technology 'can be characteriz.ed as "app~opriate" 8 ,in as much 
". 

as it is labor-intensive and can ·eff.iciently use lO,cally 

available socio-inputs~ This, by itself ·can be regard~d as a 
"'" .,'. ~ 

significant contribu~ion by Third World multinationals to the 

development aspirations ot' their host st~tes. 
~ 

Moreove.r, the 

terms of ~ecKnology transfer by Third World MN Cs are oEten 

lot • ': 
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,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 
'O. , 

clauses in their agreements about technology, supply of spare 
C , • 

, , 
parts or experts. 9 , 

j 

. Mote. importantly, the v~r:y presence of Th i rd World MNCs 

improves the banjaini'ng strength of developing host state'5. 
;-

The existence of these alternative sources of ~echnologie'5 

and capital has "enabled host countries to secure· better / 

terms from the d~veloped world". In a way, thesc venturts 

can be "sa-id to represent a countervailing force without 
() r ,t-

imply:Ï.ng any idea of confrontation vis-~-vis developed . 
countries". 10 

Qn the other hand, TMrd World MNCs can cause disadvan-
~ ~ 

tages as "Ile Il as advantag.es 'to the i r hos ts. Sorne conce Ln has 

been expresse'd that Third World MNCs are nct likely to 

provide a continuous flqw of upgraded tachnololes to their 
, 

subs id iaries a~d j~i nt ventures, 11 because they lack the 

research and development facilities of multinatlonals trom 

industrialized states. G However, certain large foraign enter-
, 

prises trom sorne developing .:;tatas have bean making signifi-

cant progress toward the. acqu i5 i tian 9f n~w tcchnolog les. 12 

Moreover" thcse enterprises are likely to continue to procure 

certain kinds of technologies trom industrialized states to 
) 

survive iri the market. Thcrefore, a good proportion of Third 

World MNCs are soo~ to"be in a position to u,pgr.ade 

.. . . 

) 
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their technologies in oversqas ventures. 13 

Furthermorei there is a possibility that the process of 

employing nationals in manage~ent and technical positions 
, ç 

" 
might be slower in Third Wo(ld multinational firms. Develop-. 
ing states insist that natlonals of the hos~ coyntry shouldi 

l 
, 

as far as possible, occupy aIl technical and manâger~al 
• 

positions, but most of thesc Eirms have yet .ta develop a 

sophlstlcated system for ,transferring management skills, and 

rely ryeavily on thelr expatriate staff to main taIn control 

over thelr su'bsidlaries and joint ventures. 14 Thus, develop-

ing countries might be at a disadvantage in hosting Third 
, . 

World investments. Thi~ s4tuation is likely to change in the 

Eu ture, howevc r, as these f irms accumulate overseas expe-

rience, as co~petition increases, ànd as host countries begin. 

ta exert greater pressure on thème v • 

Closely related to this issue is the growth of local 

entrepr'eneurship in developi-ng host countries;- Experience 

shows that local businessmen assume entrepreneurial raIes in .-.... 
those industries that do not require sophisticated operating , 

tech~ologies or high technical and managerial skills ~n the 

early stages of development. 15 They thus go to the indus-

trIes that have mature technologies and an effective demand 

in theJ r country. Even ln these areas, however, th.ey need 

protection from foreign firms. 16 Problems arise because the 
. 

considerable investment made by TQird World firms is precise-

ly in those'a~eas in which local businessmen could assume 

/ 
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entrepreneurial ro~es, given the necéssary protection and 

assistance by their governme~t; For example, many firms have 

been âctive in textile, garment, shoemaking, utensil, sugar, 

-, soap, cement, and similar industries~ therefore, there is a 
1 

real possibility that Thirq Wo~ld invéstments in such indus-

tries might disc~urage the budding entrepreneurs who find 

themselves unable to compete with fo~eign firms. 17 

Ma!lY of ,the general effects of Third World multina-

t ionals on the deye lopmen t process are like ly to be s imi la r 

to those of multinationals fro~ industrialized nations. That 

a firm cornes from a less developed country sho~ld not make 

much difference to its effects on the economy or the society. 

Thus, aIl the advantages and disadvantages associated with 

direct foreign investment gen~rally accrue to developing-host 

countrief·18 

VI. 1. (ii) Impact on Hème Natio\ns: -One pri.nc ipai advantage 

desired by sorne home ·countries is ,increased foreign 

• exchange. 19 The increase 'of fore ign exchange may sound, 

paradoxical, since dir.ect. investment by definit~n implies 

the movement of capita~ from home ta host countrle~. How-

éVè r, -in realfty the si tua t ion is far from simple. 
." ''1# 

_The 
f 

experience of American and European firms indicates that 

the'lr açtuâl investments are often muc,h lower than their book 

values suggest and they ar~ in a position to transfer off 
'. ' o , 

.- 'considerable amounts in the form of p,rofits, Eees, anè prices 

1 

1 
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for raw materials. 20 
; 

In the-'case of' developing states" 

'" severai other considert3.tion~ make it likely that the home 

countries get a,reasonable foreign exchange return on these 

investments. 21 First, the equity shares of these companies 

are either w'holly or partly subscribed through ths supp1y of 

machinery, equipment, and other services. Home governments 

genera11y encourage their entrepreneurs to .subscribe their 

equity shares in kind rather than~h.22 It i5 reasonable to 

assume that wlthout overseas direct investments, they would 

not have been able to se1l their machinery ~~d services. 

Second, as suggested eariier, sorne firms have est~biished 

overseas subsi9iaries or Joint ventures only when chey 

perceived a threat to their :narkets in the host country .. :, 

Thus, foreign direct investment represents an attempt to 

protect exports as much as possible. Third, many firms from 
l ' 

,developing. countries have investeo in the Third World' in 

order to export to industrialized states (e.g. Hong Kong . 
textile \nvestments in the Pt1ilippines to expor.t to the 

United States or in Mauritius to meet the European de-mand). 
, 

Finally, as mentioned earlier, th~se firms have even under-

taken investments in industrilaized states ~to build up an 
, ' 

infrastructure that can facilitate the export of goods from 

home countries. 23 

The fore~gn earnings of most of the home countries are 

very encouràging. The majority of South Korean firms that 
' . 

. have established overseas manufacturing operations expect a· .. 
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15% or high~r rate of return on their 'investments whieh they 

hope to s~nd back to Korea. 24 Taiwanèse and Hong Kong firms 
, 

have aiso been making reâsonable profits,25 although the 
" . 

percentage of these~-profit:'3 that are reinvested in host 

countries rather than returned home is not known. 26 Foreign 
• f 

exchange earnings and other incidenta1 advantages for Indian 

firms are quite encouraging tao. Up ta 1980 Indlan joint 

ventu~ spur;ed an initial export of capital equipment worth 

Rs. 256 million which, because it was capitalized, had no 

direct impact on balance of paymen ts. 27 Du ri ng the pe r iod 0 f 

1978-80, foreign exchange earnings through dividend trans

fers 28 and other means of repatriations (Eee for technical .... 

know-how, engineering services, management, consu1tancy, 

etc.) have aiso gone up considerably so that, on a fiow 

basis, joint ventures in the years 1978-80 were yielding 

foreign exchange to India averaging as much as twelve t imcs 
" . 

the lnitial capitalized value of exporte.d machinery and 

,equlpment. 29 On a cumulative basis, for the perio~ ending in 

,March 1981 the balance of payments effects of Indian FOI 

resul ted in a rat 10 of 1": 5. 30 It is somewhat h igl1er in the 
"', 

case of .new joint ventures still in the implementatipn 

stages 1 ind i cat ing that the to tal fore ign exchange earn ings' 

per unit of investment are likely ta increase when these 

joint ventures aiso start remitting dividends. 31 

, 
Another objective of foreign investment of TW countries 

is to gain access to natural resourees. It is perha~$ too 

\ 

" 
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'early to evaluate their efforts, but at th'is point the future 

of such endeavôurs is nqt ~ery c1ear. To what extent host 

nationa will permit conttol ovec their natural resources by 
/' 

Third World fiems remains questionable. 32 . 

There are other benefits to the home country as weIl. 

The impetus that direct fore ign ioves tment can 9 ive to the 

economy of the home ,.country cannot be totally ignored. In 

sorne cases FOI he'lps to utilize idl.e industrial capacity. 

Indian efforts at t:oreign' investment started in the wake of 

sagging domestic demand for capital gOOds. 33 In other cases, , / 

a country can g~in access to new techno19g ies and skills. 34 

Sorne states have also reaped sorne ~ca; benefits from 

their foreign investments. Foc ex.ample, Taiwanese national 

authorities and entrepreDeurs see theic foreigndirect ,invest
I 

ment as one way.of strengthening their political ,and econq~lc 

ties with other countries. Several Kor~an firms claim that 

their investment led to the establishmen~ of diplomatie 

relations or strengthening of ties between Korea and host 

countries. 35 

The main cost. ~o the home country is the migration of 

its scarce capital, at least during the initial stages." This 
~ 

can be" a serious cons.d.dera.tion. of developing states and 

explains the general lack of enthusiasm of many Third'W?rld 

countries for the multinationalization of their firms. The 
o • 

~ndian government, 'for example,. had been very' reluctant in 
o 

the past ~o permit overseas direct~investment by Indian - . 
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firms, as it feared that it would be a drain'on the 1irnited 
/" , 

cap ital resou rces of the counj:ry. Overall, 'Zhird Wor1d 

direct foreign investments is by no mgans an unmixed b1essing .. 
for home4and host governments. Its deve10prnenta1 effects are 

bound to dLffer across countries and i~dustrles.36 

'VI.2. Government policies 

VI.2.(i) Host" Governrnent'5 Poli~ies: Few host governments 

have definite po1icies either to discourage or to encourage 

foreign investrnent from other developing ~ountries. 

Maur i t i us has courted Hong Kong f i~ms wi th a9cess to export 

markets, for examp1e, but 'the only c1ear differentiation in 
! 

tr€atm~2t between developing country and other investors that 

is, found in Egypt. Egypt dist inguishes bet-ween foreign and 

hrab investors allowing the latter to invest in certain, 

iri'dustries closed ta othe-r foreign investors. In spite of 
a 

offici.al policies, to the contrary, in practice, many' 

de~eloping cou~~rle; diserimidate against inve~tors from 

neighbouring lands. 37 

In a number of countries, the discrimination is. a 
, 

result of ethnie bias. In sorne Southeast Asian countries, 

where resident Chinese .rninorities are only to1erated, Chi'nése 

investors from Taiwan and Hong Kong are not the preferred 
-

ehoice of foreign-investment authorttie~. Sirnilarly, there 
, 
\ 

may be fèe1ing against Indian investors i-n countt",ies tha't 
" 

have. unpopLi1ar Indian minorities. 3 8, 
) 
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In many count~i~s, there is bias against investors from 

deve10ping countr1es bécause of the behavior of bureaucrat~. 

The civil servant who fears that he m'ust justiEy his decision 

in future is more,likely to prefer a well-known firm from an 

industriali~ed country to an unknown country from another 

poor country.39 

Oth~r aspects of government policy serve to discourage ' 

investment from developing countries. Perhaps primary among 
, 

these is the long approval process 'requ i red by som'e host 

coun tries. The large -inves tor i~ usually bet ter equ ipped to 
. , 

spend the management time required to ~o.rk a proposai th'rough 

a costly~approval process than is the small investor. 40 

t-1oreover, the deve lopi ng-country investor' s adv~nta~e in 

small sca le, l'at?or- intens ive technolog ies is e roded by, the 

many po1icie~ that favor large scale, capital intensive manu

facture in' the Third World. These include tax ïncentives 
, , 

based on size of investm~rlt, financia1 institutions that " 

pref!3r to lend against f·ixed assets,' restri,cti~ns on -impor~s 

of second-hand equipment, priees of labo~r ~nd machinery 
- " 

ti1ted against the use of labour and labour laws that turn 

labour into fixed cost. 41 
l.. ' 

, 
But this said attitude is changing amongst the govern-

ments of Third World countries. 'ri:. has been reÏnarke~,· that 

" . ~ Third Worl? rnultinationals are getting a conside,rably warme~ " 

welcome from ho~t country governments than ~s aicorded 

investors from the developed countries.~L This' greater 

\, 
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cordi~~ity presumably Lays the groundwork for a congenial and 

productive Working re1ationship between TW MNC affiliates and 

the irrespect ive hos t governments, as opposed to the conten

. tious relationship that often exists between first World MNCs 

and the government of the countrie's in which they are 

operating. '+.:1 

The expectatldn thôt there will be an easier rapport 

between TW MNCs and host governments seems to be based, to d 

large ex tent, upon the not 10n of economi c and cu l tu raI 

kinship assumed to exist between parties who share a common 

Third World background. o~ This expectation may also be 

linked, however, to sorne of the organizational Eeatures of 

the TW MNCs (tha t were noted prey ious ly) such as the i r 

penchant f6r involvement with local investors. The local 

market orientation of their affil{ates is thought to be 
\ 

conducive to favourable relationships with host g~vern~ents: 

they provide for beneficial participation by local nationals 

in the activities of the TW MNC affiliates while lessening 

the aura of ,foreign control that surrounds the more tightly 

integrated and outwardolooking affiliates of First World 

MNCs •. - ,. 
, , 

'Purther support for the proposition that host govern-

ments will be favorably disposed' toward the TWMNCs cornes from 

a ver.sion of the appropriate-technology concept. The argu-

ment here is that the technology transferred by the TWMNCs 

may be less sophisticated than that .which Jt\}lltinationals from 
1 

1 
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the developed countries would introduce and thus 16 more 

likely to fit the ~ctual circumstances and n~ed's 'of the 

recipient economy and to be provided as a substantially lo~er 

cost. The' main advantages offered to the host country comes 

from the greater employment opportunities afford~d by ~he 

labour-intensive techniques of the TW MNC affiliates and the 

reduction or elimination of the foreign e~change burden ' 

'associated with continuing royalty payments for more advanced 

technology. "T V 

VI.2.(ii) Home Government polieies 

Atti tudes of home government h'ave been almost as -

dtverse as those of host governments. , Some eountr~es, such 
r-

as Mexico and Hong Kong, require no approva~for their fiems 
" 1 

to i nvest abroad, whi le others r.equ i re potent iai invest;ors to 

obtain permits, and sorne Lay down fiirly explicit rules. The 
r 

, -
IRdian goveroment has instituted a formaI approval,process 

for ou tgoi og inves tment • '+ 1 Each project, is appraved 

separatelY,by the government o~ India for Indian MNCs. As a 
ct 

hast, India has been rather cr it;Jca 1 of the role of mu 1 t i-

nationais frOm developed countries' in her own economic 
, 

developments, an~ introduced ha~§h restrictions on their 

operations through Foreign Exchange Regulation Act (FERA) in 

~ 1973 leading, to withdrawal of firms su ch aS.Coca-Cola and 

IBM.~O Each project 1s approved separately by the Indian 
, 

government. In the fin~l analysis, the focus of Most home 
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.... 

govern~enti appea~s to be~on any exports that an outward 

investment might generate from tne home country or access to 
C' 

raw materials needed at homè. Taiwanese regulations, for 

example, sta~e that. outward investrnents must meet one of the 

following ~equirements:~~ 

- promote the sales of domestic productsi 

make available raw materials required by domestic 
~ 

industries; 

- expand the market for the products of the investor 

whose domestic plant has excess capacity;' 

- be ~onducive to the export of technical know-how that 

may ~ncrease foreign exchange earningsi or.~ ... 

- promote international economic co-operation. 

Although Latin American governments pary in the' 

scrutiny they give proposaIs, most South American countries 

requ~re approval of investment through their exchange control 

procedu res. :J U 
~ 

Peru not only requires approval of <i>utgoing 
'> 

investments through the same institution that i5 responsib1e 

fQr incoming investments, but requi;es permits for the export 

of used machinery from the country.~l Brazil, like'many 

othe:ocountries, seems to allow only projects tha~ support 

exports or that hold the promise of providing". raw mate

rials.:>L 

Once a home cO,unt-ry government grants approval, it ma/Y 
.l 

\ even grant incentiv;s to their investo~s. Typical incentr~es 

\ 

/ 
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inc!udeiexempiion from home taxes and the provi~ion of 

guarantees for lasses associated wit~ the ëxport of machinery 

manufactured at home.~j 

The economic case for foreign.manufacturing i~ve~tment 

from the home country's point of view is a mixed one. The 

b iggest cos'1'ts, accord ing to. the governments, are the fore ign ,'0 

. . 
exchange outflows at the beginning of an investment. Sorne 

countries alsQ fear that overseas'subsidiaries 'open pètential 

leaks in the exchange control systems: with a base outside , 

the country, a firm can find various ways of evading exchange 

controls at ho~e. Although irivestment initially means, in 

most cases, an outf1ow of foreign exchange from the home 
. 

country, ove..lêseas actiyities should eventually earn exchange 

in the form of dividends and fees. They may generate exports 
~ 

in the form of materials and complementary products that 

would not othecwise have been sold. 54 

Foreign i'nvestment requires the export of managerial 

and technical personnel as weIl as foreign exchange. s~ 
\ 

personnel may present an opportunity cost at home. On the 

other hand, 'sorne of the interviews. have· supported the claim . \', . 
that the opportunity cast is low in family-held firms. , 
Manage~s sent overseas may be und~remployed at home, and this 

, 
foreign experience may provide them with general management 

training tha~ has a long-run benefit for the h0rn~ country. 

r The xport of, machinery iS,u~ually of little worry to hqme 

when the investment' consists of locally :nade 

, 
.' 
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machinéry or ,second-hand equ ipment, ' tha t mach i n'e'ry has, i.n 

many cases, little ~~portu~ity cost for t~e home cou~tty. 
1 

There may be:no domestic u~e for it, and given the poorly 

developed markets for new machinery from d~veloping çountries 

and for used equipment of aIl types, it might not be exported 
o 

in the absence of investment. 55 

/Home governments fear that foreign investment ~il1 
J. 

displace exports of final goods, but reasons of m9tivations 

for Investment suggest that investment is undertaken 
',-

prim~rily when exports are threatened. Many of the exports 

would probably disappear regardlèss 9f whether the investment 

is undertaken. 56 

, • l' 

For home countries, the political issues concerning 

fore ign i nves tm~ nt are complex ~ Sorne coun tries, s~ch 'às, 

India, are likely to be concerned that it will unduly' 

strengthe,n the largest "enterpdses in, the country, those ,that 

matter in antitrus~ policy. Relatjons with neighboufing 

- . . ~ t countries can be improved or weakened by forel'gn Investmen • 

Wh'en' the home country ïs viewed as a dominant poytical 

power, or i ts natipn~ls have' become 'successful immigrants 

abroad, ~he effects might weIl be negative. On the other 

hand, investments might be seen by neighbours ~s USé fuI w_ays 

to 1005en their_ dependence on more pow~rful countries of the , 

North. The results are likely to be quite different' from' 

country t? .country.~1 

Given the importance of -constraints of foreign exchange 

and skilled managers to, developing countrles, most govern~ 
• , ' 

'---
1 

/ 
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ments iill probably eonti~ue ~o sereen proposed foreign . \ 

investment~, approving'only those that promise quick payof~s \ 

in the" form'--of exports. ,There are strong hints, ho~ever, 

that roany firms will find a way to invest abroad with or. 

w'Ïthout approval at home. ~8 I.,ately, Third World governments 
, 

are 'frequently encourag ing and di rectly supporting the 

~oreign direct investmen't ventuJ!es ,of the TW MNCs based in 

the~r countries. This is because the governments of TW 

countries are recognizing that direct investmertt is the only 

feasible way for their MNCs to secure prQfitabl~ forei~n 

ma"rkets. Also, the lure for national pr~stige that might be 

fuIt illed through the worldwide eXJ>ans ion of industrial 

empires based in and iderrtified with particular countries. 59 

Whi~e it is important to keep in mind the tentativ~ and 

conjectural nature of the views of TW MNC host government 

relations that have been examined above, they ~evertheless 

form an lntriguing image of expansionist business enterprises 

joined in an informaI triple alliance wi~h their own gpvern-
1 

ments and the governments ?f the ,countries in whÏch their 

foreign aff i 1 iates are located. ! Su et! an unprer::èdented 
o 

alliance certainly cou~d overcome many of the political 
/ 

robstacles and problems that multinational corporations / 
. ,f. 

historically have encountered in their efforts to conductl . / 
1 

! global operations. '/ 
! 

1 

/ 
1 

.• / 
1 
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VI • 2 .; ( i i i ) ,TW MNC$ and International Institutions 

" , Although gover../;\~ents of dev~l;ping count'ries have mixed 

attitud~s_ towards foreign investments by th~ir firmsyerta,in 
- . . 

'i ntern'ational' organ i zat ions
o 

u'neq'u i voca Ily support 

tldeveloping-cQun'trv joint' ventures". 60 This support derives' 
, , 

from several characteristics of Third World multinationals. 
( -

The Interna t i~nal Labouç Of f ic'e, for in~tance, i~ esp~c ial1-y 

interested in the possibilities of job creation'that are 
,,' ., .... 

associated with the kinds of technology trahsferçed by the 

firms. td The U.N. 'organizations areamost interest'ed in the 

role that s'uch firms can play in developing self-reliance 

among the countrles of the South and are very cdncerned with . / \ ' , ~ 

what- tl:ley sèe as the dep.en!eJ1cy of the dev~loping countries 
o , , 

on the rich Norç,h --for technelogy required for developm~nt. 

As an example of South-South Cooperation, Third World multi L , , 

national~ 'provide a, viable model for other cooperative 

eff,orts that holà out promise of eC9nomic and politica'l 

benefjts for the developing nations. 62 

" 1 
• Regional orgànizations see contributions that develop-, . 

i 

',' 

ing country firms can make to economic and political. integra ... 
!. . 

tion within their r.egions and mQre obvious ben~f1ts trom 

appropriate techn6logy and app~opr~ate products. In the hope 

of\ encourag ing inv~stmen·.ts wi ~h in the fr _ reg ions, sorne; groups 

have taken concrete sbeps. The Andean group ~~if adopted 

o " 

special provisions to en~ourage the development of regional. 

enterprises. b3 
. , 

S~LA, the Latin American EcoP9~ic System 
, " 

1 

,> -

/ 

'\ 

o • 

... 
, 
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i 

founded in 1975, and the Central American Common Marke~ h~ve_ 
\, , 

both indicateà similar intecests in regional fir~s. INTAL· 

(Institute para la Integracio de ~érica Latina) h~s long 

promoted the idea of "joint enterprises" in Latin America 
1 . ' 

because they~are thought to' encourage integration among the 

area's economies. b4 ' 

In thelr dellberatlons, po~icy makers in sorne develop-, 
A 

ment organi~ations, ~nd in the F~g~onalforganizati~ns, hav:, 
~ ,--- '1' 

coneeived oi a rath~r special kind of project for regiQnal 

investment. This idealized concept is ?f a nèwly created 

enterprise that i5 jointly owned by nationa1s of different 

countries but not the "subsi,diary" of any one parent,' 65 
, . 

Consistent with this concept, the rno~el'suggested by sorne 

international organ i z.ations does not place emphas is on the 

f10w of technology from an exi5ting enterprise to a new one, 
/ 

its subsidiary. 66 '-- --

---- -L 

r 

Most of these joînt projects are the creation of two or , .. 
more governments, and are for infrastructure, particula:rly 

power generation and navigation projects, such as those 

undertaken by Paraguay and Argentina, ~nd Paraguay and 

Brazil •. Such projects have been established in Latin 

America,67 as weIl as in ASEAN count\ieSt ~nd'in 'Africa. 

r 

The Merc~ant Fleet Grancolombiana S.A. illustrates one . 
- . 

~ind ~~ joint project desi~ed b~ ~he regional organizations. 

Started in i946 for shippi ng,' i t invol ved the Nat ional 

Fegeration of Colombian Coffee Growers, the National Develop-

.. 
Î 

- ;' 

.. 
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ment Bank of Ecuador, the" National Sailing Com~any of 

Columbia, and the Agriculture and Cattle B'ank of Venezuela, 

all"state-owned entities.6~ The Fesult~ng Colombia-base~ 

m~rchant f~eet was to provide a regional fleet for primary 

exports~ 
J The history has been checkere~, with Venezuela 

, 
~ withdrawing in 1953, profits have been repo~ted for only a 

few years, and only a few regional projècts have bee~ for 

manufacturing. In- such Gases '.: the technO}o5JY -has gÉmeraf ly 

come from a ftrm bqsed in an industrialized country.69 
, > 0 

Monomeros, ~other example of this type of vènture is 

an enterpri~e e~tablished in Colombia by Instituté Vénezolano 

de pet~OgUimiC~ (IVP), a Venezuelan state-owned enterpriSe;t 

:~copetrol, a Colombian state firm; IFI, a Colombian develop 

.ment finance institution; and DSM-Stamicarbon N.V., a 

Colombian subs~diary of ~ 8Utch s~ate enterprise. 70 The 

venture was s t.arted to use~ IVP' s ammon ia, Du tch, 'technology, 

and Co~ombian labour to ~roduce fer'tilizer and an essential 

ing~edient in the manufacture of nylon. 71 

In Afri~a, there have'been propos~ls for similar multi-

nationals ventures without a clear parent-subsidiary . , 
relationship. For example, Nigeria and 'Benin have discussed 

a joint cement,. project and, plans,...for acqyiring technology 

from Eurape. The origiQal plans for Ciments de\de'l Afrique 

de' 1 Ouest (CIMAO), another propose,d' venture invol ving 

primaril~ governments, was'to include a ceme~t plant and 

clinker plant in Togo. In another study undertaken through 

.'/ 
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UNCTAD/UNDP, 25 possible projects have been identified that 
• '0 

could be established as joined ventures Dy TW countries. 
, • 0 

These carefully identified projects can' give a tremendous 
. . ~ 

boost to agricultural production and lessen the dependènce of 

developing states on industrialized' countries for their 
• q ~ 

supply of fertillzers~ 72 

. 
• 

. A secO~d"study that focussed on the rubber industry has 

also suggested that joint ventures among natural-rubber

producing countries, both at private and public sector 

levels, Mould pave the ~ay for more efficient utilization of 
-

bb d h f l d · d ' 73 ru er resources an growt 0 rubber re ate ln ustrles. 
, -

Still another investigation also stre'ssed. the, possible 
1 

contrib~tion of Thirp World ~ultinationals t.o the paper 

" indust ry. 74 . In. almost every sector oE "economy (ext ract i ve~ 
• . " 

agricuItu!al; manufactoring, transport and service), there , 
remain unlimited opportunities. for Third World mul~ina-

tionals. 

International organiz'.:;t ions, neverth..eless, probably ~ 

have a significant raIe to play in the deve10pment of enter

prises of the type that are mor~ common. In severai 'ca~es, 
. -

they /ia.V'€ provided the initial information that· led to .... 
investment • The International Finance Corporation brought 

. 
investment opportunities ta the attention ousome of the 

~ ~ 
firms mentioned and has put up its money to help sorne 

projects. 7J The reports and poiiticai pressures from inter-

" 
nttional organizations can encourage ~vernments to remove 

:J 

1 
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sorne. of the barriers "to the establishment of forei~ 

subsidiaries by firms from developing countriesi yhey can 

aiso âssist new investors i~ learning.from the experience of 
/ . 

firms that have airead~ fnvested abroad. INTAL, for example, 

has had lawyers. examine the legal probtems encountered by 

Latin American firms·that invest in bther countries irt the 

regi6~ and has recommended changes in national legislation as 

a result. Further, it has provided details to prospective 

investors about th~ ways existing investors have structured 

their projects ta minimise problem~. 76 

,; 

, J 

.. 

,,: . -
-\ 

.. '\ 

. . 

, 0 

.. 

,) 



, 

.~ 

1. 

3. 

/ 

, 
FOOTNOTES - CHAPTER VI '~f 

See, D.J. Lecraw, "Direct InJestment by Firms' from Less 
pev'e l'oped Countries", (19 77) Oxford Econom ic Papers 1 

'29(3) at 442-457; also K. Kumar and K.Y. KIm, 
Mul t inational 5 Firms from th,e Republ ie of Korea: A &tudy 
of Overseas Investments in Manufacturin Sector, 

re mlm a , at 79-ft5i 
C. Schive, The Chinese 
East-West Center, 1981) at 

See, P. O'8r4en, "Th'e New Multinationals: Deve10ping 
Country Firms in International Markets", (1980) Futures 
at 303-16. 

, 
Activities of 

5. See S. La, 11 , 
Muitinationals: The S by 
S. Lail et al. (Wiley & .. 

6. Ibid. 

7. 

8. 

See S. Lall, "Developin~ Countries in the International 
Econorny", (London, McMl lan, 1981) at 60 86. () 

Se eS. L a Il ," "",D;..;;e;..;v~e;;.;;l;.;o;.,jQ~i .;;;.n .. 9.~C..;ro;.;;u;.;n.:.;t~r;.,y,-a~s;;.....;:;E~x.p;.;~~r;..;t;.;e;.;r~s __ o_f 
Technology, A ~lrst took at the Indlan Experience, 

, . 
9. See 11FT (Indian Institute of Foreign Trade) India's 

Joint/Ventures Abroad, (Fe~ration, New 1 Delhi, 1971) at 
80-al. 

Il. 

See R.G. Agarwal, JOInt Ventures Amon! Developing Asian 
Countries, Geneva: United Nations Con erence on Trade 
and Development (UNCTAD) 1975, at U.N. Doc. No. 
TD/B/C.19f R•7•· , 

Firms from the 
Klndleberger ... Developing 

" 

1 

\. 

\ 

.. 



- 176 

9' (eds.) Multiriat'ional's 'from Small Countries, Cambridge 
.. M. A. MIT Préss, 1977 at 36-50. 

J 

) 

12. Investigators undertaken by UNCTAD has shown that mose 
of the South Korean and Hong Kong firms, wtiich had made 
dverseas °iITve~tments, has either developed,or were 
trying to develop new technologles themselves or were 
seeking tb acquire new machines and equipment from other 
sources. 

il'" . 
13. See Supra note 8; and al~o see, D.J.C. Forsyth, N. 

McSaIn, and R.F. Solomon, "Technical Rigidity and 
'Appropdate \technology in Less Development Cou,ntries"" 
(1980) World 'Development, V~l. 8 at 371-9. 

,14. Supra note 1. 

• , 1 
15. See K. Kumar,"The Social and Cultural Impacts of 

Transnational ~nterprises, Sydney Research project on 
Transnational Corporatlons, (University of Sydney, 1981) 
at 27-36. 

16. Ibid. 
J 

17. See L.T. Wells, Jr~. " "The Strength of - LOC Investors" in 
(-1980) Economic Im'patt, May, at 25-30. 

18. Ibid. 

19 • 
, 

See S.H. Jo, "Ovetseas Direct Investment by South Korean 
.. ·Firms: D'lrection and Pattern"', in K. Kumar and M. 
McLeod (eds.) Mul tinat ionals from Develo~ ing Countr ies', 
(Lexi{+gton, MA: D.C. Heath, 1981) at: 53- 7. . 

20. See P.B. Musgrave, "International Tax DifferentiaIs for 
Multinational Corpdrations: Equity and Efficiency 

21. 
.. 

Considerations", in The- Impact of Multinationals on 
Develo ment and on Internatlonal Relation, (Technical ~ 
papers: TaxatIon, a 

See Indian Investment Centre, IndiaD Joiot Ventures: An 
Appra'isal,~(New Delhi; 1981) at 19-22 • 

22. "S~e Indian Investment Centre, Joint Ventures Abroad: 
Status and Guidelines, (New DelhI, 1979). at 20-25. 

23. See Y.-D. Euh & Sang H. Min, "Foreign Direct Investrnent 
from Developing Coutries: The Case of Korean Firms", in 

. (1986) The Deve1opin~ Economies 26(2), at :48-168. 

24. See K. Kurnar & K.Y. Kim, "The Korean Manufacturing 
~lultinationals", in (1984) Journal of~International 
Business StudIes, Spring/Summer, at 45-61. 

J 

. ' 

r-, 

\ 



- 177 -

25. K. Kumar and C. SfPive, "The Chinese Multinationals", 
(Honolulu East-West Center, 1981); E. K. Y. Chen, "Hong 
Kong'Multinationals in Asia: Characteristics and 
Objectives", in K. Kumar et al., Multinationals from 
DevelOtinçz Countries, (Lexlngton MA: D.C. Heath, 1981), 
at 79- 00. 

26. .Ibid. 

27. 

28. 

29. 

-1:1 • 

S. CalI, ",Ind'ian Multinationals", in S. Lall et al., The -New Multinationals: The s~read of Third World Enter-
prises", (wiley & Sons, r 93) at 21-Bl. 

Indian Investment cen~e,. (1983) Indian Joint Ventures" 
Abroad, An Appraisal, (New Delhi, (1983) _at 20-30. 

1 

Ù.P. Agarwal, Pros and èons of Third World Multina
tionals: A Case study-ot Indla, (TtlbiQgen, Mohr, 1985) 
at 42-45. 

'30. Ibld. 

31. 
-
Ibid. Aiso see, Federation of Indian Chambers of 
Commerce and tndustry (FICC!), Workship on Indjan 
Ventures, Abroad and Project Exports (Report, New 
(1982). 

\ J • 

Joint 
DeIhl ' 

32. L.T.-Wells, Jr., and V'8lla Warren, "Oeveloping Country 
Invesbors in Indone~ia", (1979) Bulletin of Indonesian 
Economie Studies (March) at 70-84. • 

33 C.K. Prahalad, The Emerging .Multinationals: Indian 
Enterprise i.n the ASlan Reglon, (Madras, Indlan Raju 
Consultants Ltd. Enterprise, 19BO) at 20-30 and also 
see, M. Raju, Internationalization of Indian Business, 
(Bombay, F'orum of Free Enterpl:'lSe, 1910) at 50 60.' 

34. S.H. Jo, ~Overseas Direct Inveitment by South Korean 
- Fir!!ls:\, Direétion and Pattern", ~n K. Kurnar and M. , 

McLeod (eds.) Multinationals from Develo~ing Countries, 
(Lexington, MA: D.C. Heath, 1981) at 53- 7. 

35 •. K: Kumar, "The Korean Manufacturing Multinational's", 'in 
~ 11981) Journal of Intérnational Business Studies, -

Spring/Summer, at 45-60. 
i 

36. L.T. Wells, Jr., Multinationals from Latin Arnerican and 
Asian Developing Countrles:. How tfiel Dlffer", Harva{d 
Busienss eview (mimeo, 19~0) at 50- 5. 

37. Supra note 17. 

38-. Lb iCY 
\ 

1 

( 

,1 



... 

1 'c 

,1 

\ 

,~ 

3'9. 

\J 40.' 

41. 

- 178 -" . 
1 

Ibid. 

Ibid. 
\ 1 

LoT. Wells, Ji., "Foreign Investors farom the Third 
WorldJ', in K. Kl1mar et al., Mul tinationals from 
Developing éountries, (Lexington, D.C. Heath, 1981} at 
20-34. 

42. R. Agar~al and J.K. weekly, "Foreign Op~rations of Third 
World Multlnationals: A Literature Review and Analysis 
of Indian C6mpanies", (1982) Journal of Developing 
Areas, Vol. 17, at 13-29. 

45. Ibid. 

. ·1 43. Ibid. 

44. Ibid. 

46. Peter 0' Brien, Jan Moke iewicz, "Tt:chnology Exports from 
Devel~pijng Couotries: The Case df Argentina and 
Portugal", UNIDO, 18/21-8, (Viennà, 1981). 

47. , . ' 

6.J. Encarnation, ~The Political Economy of ~ndia of 
Indian Joint Industrial Ventures Abroad: A 8tud);' of 
Domestic Policies and Transnational Linkages", ln 
(1982) International Organization, at 30-59. 

48. Ibid. 

49. '''Regu lat ion Governing Ou tward /1 nves tment" ," Promu 19ated 
by Executive Yuan arder No. 3646 on June 12, 1962, by 
Executive Yuan Order No. 5531 and lt Jul~y 20, -1967. 

50. ~. Whit:e, "The International Projection ·of Firms from 
Latin American COl\ntries", - in K. Kumar et al., Mul ti
nationals from Developing Ç,guntries, (Lexlngton, D.C. 
Heath, 1981) at" 176.. , . 

51. L.T. Wells, Jr., "Third World Multinationals", M.LT. 
Press, 1983, at 145. 

52. A.V. Villela, "Muitinationals from Brazil" in S. Laii et • 
-ili, The New Multinationals: The 8preq,d of Third Wo,rld
Enterprise, (Wiley & Sons, 1983) at 221-237. 

53. ~. Richar~son, "South Korea Triest to Buy a Guarantee", 
in (1979) Far Eastern Economie Review, August SI, 
for Korea's incentives. SGe also, IIC (Indlan 

1 Invèstment Centre), Joint Ventures Abroad: Report 
De 1 hi, 1 9 76 ) • 

at 78 

(New 

.J 

'. 



If(/. 

4 

Î 

- 179 -

1 

54 ~ Supra note 16, at p. 146. 

55. R. Vernon, "Opportunities and Challenges for Multi
nàtional's Firms from Developing Countries", (1979) Korea 
International Economie Re~iew, Semina~ Ser~es No. 24, 
Seoul, August 1919. 

56. Supra note 51, at p. 146. 

57'. Ibid. 

58. J.P. Agarwal, "Pros and Cons of Third Wo~ld 
Multinationa1s: A Case Study of India", J. Mohr (Paul 

'Siebeck) (Tubingen, 1985) at 30. ' ~ 

59. -s. Lall, "Developing Countries and the Em-erging 
Internattona1 Technologica1 Order", (1979) Journal of 
International Affairs 33 (Spring/Summer) a~ II-BB. 

/ 60. U.N. Doc. ,No. UNCTAD/ECDC/rA/14, at 24. 

61. (1982) International Labour Review (Geneva), .~ 124. 

62. 'Industry 2000, New Perspectives, Third General 
Conference of UNIDO i, New Delh i, January 21-Februa ry 8, 
1980. i 

63. C.F~ Diaz Alejandra, "Foreign Dir~ct Investment by ~atin 
Americans", in T. Agmon and C. P. Kindleberger" eds. , 
Multinationals from Small'Countries, (M.LT. "Press, 
1917) at 167-196. 

1 

64. R. D. Bond, "Regionali.sm in Latin America: Prospects for 
1. the Latin American Economie System (SELA)", ,in (1978) 

International Organization, (Spring) at 402-423. 

65. 

66. 

67. 

68. 

69. 

70. 

71. 

Ibid. 

Ibid. 

Ibid. 

Ibid. 

SUEra note 60, at p. 171-
/ 

Ibid. 

P.N.C. Okigbo, "Joint Ventures 
in UNCTADTDLBLAC .19LR. 3., Oçt. 

J. 

Among "African C<;>\.lntries" , 
2 , 197 5, An n e x 1 II • 

i 
( 

Q 

.' 



\ 

t-

- 180 -

72. -S.K. - MUkerjee, "The Fertilizer Industry: Present 
Situation .and Prospects for Further Development Through 
Trade Expans ion and EC0nomi c CO'l-opera t ion Arnong 
Developing Countries": UNCTAD/ÙNDP (New York, 1979). 

73. P. W.' Allen, "The Rubber Indu?try: Present 
Prospects for Further Development Through 

.Expansion ~ti Economic Co-opération Among 
Countries": UNCTAD/UNDP, (New York, 1979). 

Situation and 
Trade _ 
Developing 

, 74. P. Glenshaw, "The Paper Indus try: Present Si tuat ion and 
Prospects for Further Development Through Trade 
~xpansion and Economic Co-operation Among Devé10ping 
Count(les ll

: UNCTAD/UNDP (Ne~ York , ,1979). 

75. "Economlc Co-operation and Integration among Deve10ping 
Countries - A Review of R~cent Developments in 
Subregional, Regional and Intra-regional Organizations 
and Arrangements (TO/SC/7. 51 )'. 

76. Ibid. 

, 

, , 

11 

*' 

, . 

1 

." 



- 181 -

CHAPT8R VII 
1 • 

WO~ 
1 

l NSTRVMEN.f THIRD 'MULTINATIONALS AS OF 
. \ 

... ECONOMIC CO-\PERA~!ON AND SOUTH-SOUTH TRADE 
~ 

? , 

In ~he past thirty years, parallel to the evolution of 

the North-South ·dialogue, a deliberate process has emerged to 

strengthen economic' relatio!1? among developing countri'es. It 

represente~~stages of a single historical P{ocess, consisti~g 
of a ~ve~ent toward subregional and regional eco~omic 

integration among-developing countries and later toward ~pe 

translati0n of political aspirations fo~ interregional co-

operation into concrete. economic action programmes. Today, 

economic cooperation among developing countries (ECDC), at 

subregiona~, regional and also at interregional and global ' 

levels, constitutes a corner~tone in developmeftt strategie~.l 
- "-

Recognition and suppor.t h?tve been :çeceivèd within th'e frame-' 

work of the United Nations, the, Group of 77, and the Non-

Aligned Mavement. Three notable global~p~ogrammes for the, 

implementation of measures of ECDe have resulted: The Mexico 

Ci~y Programme (1976), the Arusha Plan (1979) and the Caracas 

Programme~of Acti0n (1981).2 

The impact~ of the world eeonomic crisis on the develop

" ment process of the South and the severe balance of payment 
, , 

problems faced by deyeloping countries have in more recent 

years, posed new obst.'acles to the efforts of cooperation and 

integrat ion among deve lop log couotr ies. The role of South-

... 

1 

'\ 
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... 
South cooper'atio'n in any' st"rategy oriented towards the long-

o 

run revival and strengthening ~f the internatIonal economy 

remains, ho~ever, undisputed: economic cooperation and 

integration among deyeloping coul1'tries appéar asofundamental 

tools for the development process of the 'South. Sou.th-Sou th 

coop~ration cannot be limited to trade LiberaLization 

measures. 3 
, . 

It must aiso inclyde more direct measures to 

stimulate, through deliberate means of economic coopera~ion, 

b?th production in developing countries and' South-South 

trade. It must also· inciude joint efforts in regional, 

industrial and agticultural production, the promotion of 

joint investment and greater flows of commercial Loans and. 

equi~y capital between the countries of thr South,'~ certain 
, , 

degre~ of monet~ry coo~etation, South-South transfer of 

technology Ion equ i table tersms and th~ Iay ing down. of appro

priate trade and physical infrastr-uctures. 4 

~ -This chapter assesses the role and pote[1tial of Third 
. " 

Worid muitinationais and joint ventures in stimulat~ng thè 

South-South cooperation and trad.e among the Third World 

countries. However~ befere d'iscussing South",:,South 'trade, a 
Iv-brlef account should be give~ oflthe idea of "collective' 

self-reliance"5 among"Third World countries. 

From the beginning, "self-reliance" through a bargain- ". 

ing process has been,the 'raison d'être' of t.he Group of 77. 

In fact the des ire to strengthen the "joint negotiation 

capacity" 'of the TW countries vis-à-vis the developed 

.' 
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l' 

countries of bath East and West was th"e mativating force 

behind the formation of the"Group of 77. However~ ~ver the 
o • 

Yea~s, the objective cf self-reliance through bargaining,' in 

the N'orth":'South "context, has been supplernented by the concept 
, 1 

of collective self-reliance through economic cooperation 
l , 

among the developing countries themselves. Th~ various 
, . 

conferences held ~nd, the numerous permanent working groups 

set up' wi th in' the Group of 7'7 reflect .th is change. The full 
/ ' 

i~tegration of this new concept approach was initiatéd' by the 
. 

Arusha Programme for Collective Self-Re~iance. and Framework 

for Negotiations (1979).6 

" . l'he progr~mme of South-South cooperatlOn was further, 
\ 

~ 

elaborated at the Caracas Conference helà in A.pril 1981. 7 

Its 'report identi f ied seven sectoJ:.S. while no specif ic 

priori~y was assigned to any of these ~ectors, p~rts of the 

progr~mme dealing with, such issues as finance, . trans.fer of 

technology and trade were considerably more deta'led and 

speçific than those de~ling with other 

and agricul tUre, ~nergy, raw materials and 

tion. 8 

The A.rusha Programme, suppleme nted by the one drawn up 

at Caracas had two Objectives - ta bring about changes in the 

existing inte~national framework by promoting economic 

cooperation (ECDC) and technical cooperation among developing 
V}, • 

countries (TCDC), and at the same time to restructure the 

world econ'omy. It recognized that although South-South 

.. 
1 • r 

\ 
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, . 
cooperation had great potential, it could not be a substitut'e 

for North-South negot iat ions. In ,other words, al'though the: 

regiona1 approach among the TW ,cÇ>untries herd great promise, 
1 

it was no al,.ternative for North-South negotiation's. It was 
, '. 

just a stepping stone to 1?eaceful and 'equitabli <shariIlg in 

global economic management. 9 . : 

" 

As reg.;lrds the objective of- restructuring the. world 
, ,. 

'econ6my', no progress was made. There is no 'indic~tion ~hat 
" 

North-S~uth negotiatlons will be renewed in ëhe Eoreseeable 

future. UNC:rAD VI (Bel:rad~ .June 11983) aiso failed to 

provide any push in that direct.ion. 10 

J • , 

As regards the other objective, namely that:, of 
~ \ • 1 - ~ 

1 . 0 

promoting South-South cooperation, it was vieweç1 not only, as 
, ,> 

a means of reshaping the division of labour- b,?tween n'ations, ,/ 

but ,aIso as a part of the i~dùstr~alization' strategy. 11 

,Now, coming to the subject of South-Sduth tr-ade, it is 

. of course true tha t an .expans ion of trade would reMuce the 

age-oid dependence of countries from' the South upon ,the rich 
, . 

countries of the North; ~nd improve th~ir ~argaini~g power. 12 
• 

It would aiso however, help overcome the size limitatioAs. of 
• 

th"air domestic markets, ~elp exploit complementary resources 

through nêçjion'al specializatlon, reduce exposure to risks <;>r 
, 

cycliçal fluctuatlons and, in the long' xun', foster indigenous 

technolog icai deve lopmen t. The re can be lit t le doubt that 

aU this li'es withln the 'realm of possibillty. However, any 

plan to extend South-South cooperation Is bound to come up 

/ 

l • 

\ 



--.~ 

"'<1." 

- --~ 

/' 

185 
,. 

o \ , 

, . 
against, in practi.çe, enorrnou,s difficultiesi Hence, at the t· 

regiona1 an9 interregional level, the promotion of trade 
< ',," 

shou1d be attempted after the necessary preparatio~s have 
,/ 

been' made. An g t t'empt shou ld be made at seekj ng a redeploy

m~nt of indust.ries so a's to make them_c~!Tlplementary. ,The , 

necessary infrastructure, including tra~spo~tation and~commu-
.' 

nlc:atïon links, needs to be establ.ished. 13 

Industrializatibn is a major goal of deveiopment 

planning ih most qeveloping co.!}ntries, although the emphasis, 

of. course, varres from coun,try to country. In the early 

stage~, any strategy of inaustri~lization generates demands 
-

for raw materials, intermediate inputs, and capital goods. 14 

. 
Whlle most ',taw ma'terials can be procured in the developing 

worl~, (a condition which should be conciusive to South-South 

trade), the ability of the South to meet its own demands for 
o f 

immed ia-te and cap ital goods is l imi ted. l t i5 not as i E 

~roduct io\o abili t ies or capaci t ies are non-elis tent in, the 

South. Manyj.developing countries manufacture int~rmediate or 
1 

capital goods, while sorne co~ntries, such as Argentina, . 
Brazil and India, e·v~n. éxport them. 15 It is impertant, 

1 
however, to' build up a proper infrastruct~re in order'}o, 

promote the possibilities of South-South trade. As for the 

Latin Americans, who have learned this principle the hard 

'way, it is çheaper to 'ship' their go?ds J por~s in 'North 

America and Western Europe than to their own ports, or"those 

of neighbouring countries. Efforts are being made by various 
\ 

1 

l, , 

.... 



o 

-.. 

Il 186 
'l 

UN agencies, however, to promote programmes and projeets for 
, 

~he jciint development of"economie activities, in6luding 

, . 

teeh~ology transfer, and to stimulate mutual trad~.16 

Multinational corporations and joint ventures af TW 
. - ~ , 

countrles are seen as one' of the mqny important'instruments 
1" fi ~ 

, '" . . 
for restructuring internat;ional èconomi.c r~l'ations and for) 

, , 

improving the position of the TW countri~s in world trade, 

industry and transport. 17 
t 

Through TW MNCs;~ t~ Third World countries would , ~ 

__ ac;hieve the follow ing important goa ls: 

• ___ al-exploitation'of their economic complementarity 

potential and elimination of unneaessary middlem~n; 

b) devel~pment of their economic interlinkages ~nd of 
• 

pooling resources of qeveloping countriesi 

c) taking advantage of economies of scale~ 
~ . 

d) improvement of their bargaini~g power vis-~-vis the 
, . 6 / 
developed countries orFransTa-t ion enterprises 

\ . 
(TNES) ; 

e) establishment of mutual ~co~omie cooperation on the -

principles of the new international economic order. 

ln light of these-goals TW'MNCs can be described as 

follows: 

a) 

/ 

institutional vehicles for the aehievement of the 

·economie and social goals of the individu~l coun

tries and regions, or thè developing countries in 

general by,combining and pooling théir resources} 

\ 

," 

. ' 

, 
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vehi~les f,o-r prom6ting ECDC by crea.ting impu,lses 

for eêonomic cooperation among developing cou'ntriés 

by creating oppor~unities for forward and backward 

linkagJs w~th already establish~d ventures. lB 

Organizations such as ASEAN, OAPEC and the Ande~n Group 

have amassed important experience in the field,while a number 

of other 'organizations O(1ncluding.. SADCC, CARICOM, SELA) have 

. re~tly comple'ted. the elaboraUons of legal an~ financial 

mechanisms.for the promotion of MNC, and joint ventures. 

Outside the framewo~k of regional and subregional cooperation 
, l 

- and more speci~ically atthe bilateral level - these enter~ 
li 

p'r ises are emerg ing as important veh ic les in the t rade j and 

.economic relations among ~hird world countries. This is , 

particularly true for the newly ind~strialized TW coun~ries 

"-
~rd sorne surplus-capital oil-exporting countries. Many of 

t~ese enterprises involve interregionaL participation, are 
,f, 

owned by the private sector, and are engaged in food and' 

agricult~ral sectors as weIl as industry.l9 

Most TW country inveators have limited financial 
, 

resources. While capital goods produçers in developed 

çountries generally ~ave at their disposaI mechanisms for 

financing (he purchase-o~ ?uch goods, and for servicing and 

maintaining them, especially in the foreign markets, such 

mechanisms ràrely exist in-developing countries. This does 
• ~t, U. " 
not imply .that such instr~ments cannot lD"è created. There-

, -
_ ~ 1"" ' ' .. r , 

fore, the TW countries, by' pool ing the ir I i'rni ted resources 

. ' 

. , 
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.' If~Ç """lf\.l., \. 

through the establishment, of. ?M~fqs !,-copld engage, in- aç't i vi ties . ,. \ ~ , . , . 
'whïch would not be economiéal1y feasible for each individua1 

partnér or country.20 Thus, these TW MNCs and their joint' 
, ... 

\ 
ventures woul.d also seern to be ideal means of Ünancing, 

4 , \ 

maintaining and servicing such industr;iés an~ they would' 'a1so 

be able to share their managerial capabilities and Skilled 

lab~ur, a11 of w'hich are"unlikely to b'e insufficient supply 

to any individua! national produce,r. 21 Only, by d~awing upon. • 

<> ski1led labour, man~gemeht and expertise erom those, tw coun-

tries capable of providing them, and cheap labour from other 
, ' 

TW countries, and financing from petroleum exporting 
. , 

countries or countiies ekporting other primary products,·can . . 
, 

aIl the necessary ingred~ents for the support fùr c~pital 
. '. 

goods industries in the South,: be dev,eloped. 22 
" \ 

Tnen, consideration must be given to the extremely , . -

imp~rtant problem of achieving sgeciàlizat~on, long produc

tion runs and adherence to an agreeme~t affording domestic 

enter'pr:tse status to multinational joint ventures •. Special

ization in production requires coordination among different , . " 
,1. prodù~ers, a,nd what ~s more difficu'lt for 'the 

. '- .. '~ whole, thJ coordina t iO~ among the produc~er~ 
TW countries as 

coming from 

. many different countries. 23 Moreover,. if producers are to be 

small, as the case tends to be for successful capital goods . . 
• production in the.South, the problem of coordination is 

multip~ied. Only large transnational corporations tend to be 

capable of organi~ing small developing country. producers in 

\ 

( 
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this way -- and even in 'such cases, experience has been 

limited to a relatively few countries which are particularly 

suitable-for successEul subcontracting, and to industries 

which are simple enough and have suEficiently weIl known 

techt~lOgies and markets to make subcontracting viabl~.2~ 
Licensing agreement~· Jhuld be a·n alternative mechanisms 

1 

for allow±ng for technological flows between ragions of the 
o 

TW countries. However.::, ~the laék oE an eEfe"é:tive patente 

system i0 the TW countries, the shortage of information among 

TW producers, and the greater importance of Il learnfng by . .., 

doing" among m~nagement and skilled workers in capital good.s 
-

industries aIl tend to limit the useEulness of licensing 
. - ': 

agreements, transferr!ng teçhnology from one country to 
\ 

another, and to underline the advantages of multination~l 

joint venture~.25 Arms' length contracts betw~en prod~cers 

in diffesent countri~s ànd éspecialYy between différen\ TW 
.. 

countries in which economic and political conditions are muph 

mdre volatile than jn de~èloped countries.are exceedingly 
, 

difficult to establish, monitor and enforce. 26 By bringing 
•• e 

the various'producers, partners and agents together within a 

single, profit-seeking enterprlse in wh±c~ aIl agents share 

t~e benefits arising from the fulfillment of their individual 

respon~ibilities, the cost of t~ansac~ions, information and 
• < 

enforcement can be reduced to manageable proportions. Other

wise, it would be very difficult to see how producers and 
-investors of TW countriès' would be able to take advantage of 

.1 , ' \ 
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the beneflts of speciallzation, sma11 scale Eull vitali~ation 

of resources, and. resou tce comp lementar i ty that seem essen-

tial to a viable capital goods industry~27 Moreover, only if 
,,~ '-

the equity capital of such multinational joiQt ventures of TW' 

countries is widely subscribed to, and their activities are 
, _ '_~ - d 

wi~ely dispersed among TW countries, will their existence be' 

regard~d as equitab1e. Only then will these countries be 

willing to treat .them as domestic enterprises within a de 

facto custom union, without going through the difficult 

prooess ,of ,formally ~stablishing such a union. 28 • ,_.\ 

-
Joint ventur~s are also an, instrument Eor indu~ing 

\ 
other forms ?f cooperation among TW countries. They intro-

"-duce elements which, in the long run, create new needs and 

.1 

further advance mutual co~peration th~ough forward and back

ward- link6ges with other economies. Thus, TW countries' 

joint ventures can actually provide a nucleus, stimulating 

long-term production links, and helping the edonomies of TW 

countries to increase their resistance to short-term ma'rket 

fluctuations, political differences and other destabilizing 

fackor~ which have in t~e past often. led to the failure of 

the TW countrles' efforts towards integration. 29 

Trade flows originating from joint ve~tures should bel 
1 

1 
more stable and relatlvely less exposed to strains than / 

traditional trade. Therefore, a special 

for such trade seems necessary.30 

preferential ~ime 

/ 
/ 
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TW MNCs in marketing 30 tend ta have a greater 

potential than MNCs iri,production, due to the fact that, 

relatively speaking, they bring results much ,more q~ickly.31 

It is much- easier t~ achieve the b'enefits of marketing' MNCs' 
, . 

and to distribute the costs and benefits equitably a{nong. the 

,pa~tners than i~ is t: the case of MN Cs ï!1 production enter

pri~es.32 Marketing'MNCs could be es~alished o~a ~roduct

by-product basis or o;a sUb-regio~ai'basis combining relatjd 
• 

p~oducts. (conglomerates). Traditional natural resources 

-' could be selected as priority sectors for tJ:le establishment 

of rv.1NCs in ot,d~r to obta i n mdCe prof i t, bù tin' view of \ , \ -
, , 

lonber-te'rm 'development needs, the martufacturing sector 

deserves priority. Gaining positions in the international 

, marke~ for manuEactured products is difficult is only smal1 
, . 

,quantities arermanufactureq pince this cannot just~Ey effec-

ti ve interna t ional promot_ion acti v i ties. 3 3. Neverthe less, the. 

joint ventures in marketing must be gradually supplemented by 
. 

l~nkages with tran~port and related activities and in the 

.last instance, also with production in order éo maxim~e its 

development contribution. Technological cooperation in 
, ' 

developing countries (TCDC) could theretore initially under-

take the elaboration of prei~vestment, pro-feasibility Q 

- studies on joint ventures -in mar.keting of the selected 

product groups an~ to envisage expansion ioto trade-related 

activities.3~ In respect to short-term adaptations, produq-
,~ 

tion MN Cs are much less flexible since they call for much 

.-"' 

\ / 

. , 
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stronger a.dvance comini t~en~~s of the \par~ners. In this case; 
.... 

"'., it appears to.:be much mbre ,difficult~ to acc.ommodate changes 

,in intérests 0; condition-s~,3-.5- The b'~lateral type of ·TW joint 
\ . 

1 

venture also constitutes the nucleus Gfor the stablishment of 

MNCs. The ~onsulting a~d engineerind~ MNCs deserve priority 

attention as this ,cart be the first Ph~se ~f p'osS\ible future 

undertakin@s. That means consul~ing and engine~ring MNCs per 
\ , 

se should be oindependent from MNCs in ~roduction or market--

ing. 36 rv-
, 

The q~terogeneity of develop~ng countries and the 

limitations of their infrast~uctures make it advisable to -, 
p..romote cooperatio'n among TW countrie.s -in such a way that 

"'t. . 

they g~adually de~elop from the subreçional to the re~ional 
_... \ . 

1 

level and in,o the latêr states to the interreg~ional 'level. ,10 , 

'6r~ at the sectoral level, the establish~ent of MNC~ in 
, ~ 

infrastructures ~nd/or in m~king advances to MNCs in pro~uc-. ' ti on... 16 a more complex Q.nd di ff icult undertak ing .-3 7 

" 

, l 
There has been remarkable growth in inter-Third Wor.ld 

trade during the period ,from 1965 to 1982, particularly in 

-manufactures arnong developing countries, which has been 

increasing at ~O% per annum. ~y.198~, developlng countries, 

~erè exporting $11 billion in manufactures to'each other, or 

about 28% 'of th~ir total manufactured exports. 38 ,This growth . 
in trade t~ok place despite fo~mi~able handicaps includtng 

the lack- .of adequàte a shipping and communication 'infrastruc-
, 

tur~s for trade within the South. 

1 
( 

\ 
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... , 
wh-at are the future prospects for such South-South, 

V 

trade? It appears t.hat" current patterns of intra-South tra.de 

cannat sust~in a rapid rate of 9~OW~h.39 
" . 

Much of the trade 

in ,capital goods ts in competition with' imports from the , . 
(, 

industri~lize~ nati;ns •. The ge0graphical'coverage is 
" .J 

limited: ~ast and Southeast Asia (principally Taiwan, Ko~?a, 
"i? -

, r ~ ~ • 

Hong Kong ~nd India) accdunt for two~thirds of, their manufac-

tured trade. T~e manufactu~ed exports a~e qUite càpital and , . . 
skill int~nsive in contras~ ta th~ labour- "intensive ~rade 

.' "" 
between developing countr~es and indu~tiialized countrie~. 

Furthec expansion of South-South tcade will rec;ruire somewhat 

'" differeHt pattern arr~ngements.40: 

Development patterns must _ch~nge f~9amentally as weIl 
.. . 

is present trade patterni are to ,change signifi~antly __ rf' 
jl '. l '. 1 

development patterns are such th~t. they~.ate( ta ~he regui're-

tnents ~f the e~il~ist g~oups in society, it is inevitable that 

tcade ëhanne~s will look to the industrialized nations for 

soph ist i,cated consumer goC?ds and \modern technol.o9Y". 1 f 

d:eve lopment stra tegiel. are reo'r1.ented. ta alleviate mas~ 

poverty, tr~de will also focus on means of "meeting" the . . 
" basic needs of society. Trade links between North-South' 

/ 

'cannot be wéakened or ~ivecëed un~~ss develop,ment patterns -
," " 

. al"e changed simultaneousl:(. TW countr,ies t?n have agood dea 1 

of trade amc;>ng themselves, in simpie consume goods and simple ..... 

t~chnology; but this will happen only if the y produce these 

goods and technology in the f~rst place, for their own 
&> 

markets._ 41 

" 

... 

:' 
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, 
J 

'TW MNCs and,joint ventu~es~cou1d open up vast opportu-

nities for the expansion of trade among TW countries. For 
. . . ~, 

lnstance, JOlnt, ventures ,are becomi ng part icu larly promis i ng 
l-

for the development of trade cum financing links. The joint 

venture can cofnbine the capi tal resources resu1ting from,' ";!. 

capital surpluses. TW countries with land, human and other

resources can I~ink with other",çountri!'s in the establishment 

of ag ricu 1 tu?{atl, ànd indus tr ial pr'oj ects located in the 
1 • , 

capital importing ~ouneries and serving the mutual interest 
u 

of aIl the parties involved. For instance, the oil-exporting 
" 

countries are becoming partners in this type of ventur~; 'By 

1990, i t is eS,timated that th~y 'wi Il be import ing over 40 
___ '." 4; 

, . milU,on tqns 'ot food grains at a 'cost of roughly $10 
• " • 1 

billion. '+2 At the same time, the economies of food grain\ 
, . \ 

production has cha~g~d dramatically, with the rising cost~ of .. \ 

\ 
\ energ,y. The comparative advantage has shifted fr6~ the 

traditional food exporters (e.g. the Uniêed States) to devel
\ 

oping countries wi th good agrTcul tural potent ial but5il low 
~ 

productivity at p~esent (e.g. the Asian ~continent). Here 

is an opportunity for mutu~l long-term gains. Many TW coun

tries have' the capaci ty to produce food surpluses, but lack 

the necessary capital to do 50. qi1 exporting countries have 
. / 

'little c'apacit'y: to grow their own food, bub possess financiel 

surpluses to invest in other countrie~ ~hich c~n produce more 

food-. 43 " Wha~ cou1d be more 10gical than oil-exporting 
, \ 

.countries investing sorne of their financial surpluses ln. food 
fl!P 

f •• 
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production in oth<èr TW countries a,nd-agreeing to rec,eive back 
e-

their p'ayments 'in the fonn of food imports from ,these 

countries. Such a trade policy would pass several critical 

tests at the same time. It would pro~ote intern3tional 

comparative advantage, it would enable sorne of the pooresb TW 

c~untri~s 'to exploit their co~s'iderable agcicultur-al poten- l ' 

tial and it would assure oil-exporting countries of overall 

food-security as weIl as supplies from the cheapest'sources 

cif food prod~cts.44 

There is yet another' good reason why the TW MNC"s do 
• l, 

hav~ a fairl y good,chance-of increasing ~ou~h-South trade -

the' '~demand- patterns" of the TW countries. First,. demand 

patterns for imports in the ~uth are different trom 'those in 

the North. For. cons'umer "goods, sharp di f ference in insome 
1 .' 

levels will create markedly diEferenE patterns o~-demand.45 , 

Small developing co~ntries with inexperienced workers may 
\ -., ' 

te nd to. opt for cap ital goods tha t;. are of older ries ign,' 
, 

sim~ler, more rugged; less ,specialized a'nd less aut.omated . 
" 

than those provided by the developed~countries.46 Second, 

these speç i al demands ge nEtra t-e in tu rn a spec i a l adva n tage 
If.. 

for Sou th-Sou th trade, for they cannot -be eas lly sat i s f ied by 

.' the developed countrles. For conyumer goods this inability 

àrises partly from the "fact that the industries of the 

developed. countrles and partly from the hlgh cost of 

re-equipplng production units to make slightly differen~ (or 

_ older)- products Eor re\latively small .demand. Similarly, for 
1 

/ 

. , 
, . 
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capita l goods, older vintages or adapted products are 

uneconomicai to produce because older technolog ies are ~ 

forgot ten as equipment suppl1ers and their entire cOPlplex of 
, 

subcontractors tool up for high-volume, new generation 
/ 

proQu'ots. There are thus good a pnori reasons to exp,ec t , 

°that th~se combinations of demand factors will provide 

spèciai charactenstics to South-South trade. 47 
, , 

A rnaj or hu rdie in the way of Sou th-Sou th t rade has been 

the lack of adequate trading infrastructures. The existing 
, 

networks of shipping, bomrnunication, multinationa1s, banking, 

export credi ts and other interna t iona l serv i ces generally 

li nk the rnarke ts of the sou th w i th those of the North. Th i '3 
\ 

was a traditional pattern and there was 1itt1e effort to 

c,ha'1,ge i t. One of the in l t ial challe ngeS" for gover'nrnen ts to 

cons ide r in orde r to Eos te r Sou th-Sou th coopera t ion, the re- . 

fore, wi Il be the settlng up of necessary infrastructures to 
, . 

promote lntra-South trade." As dlscussed earlIer, this need'3 

specifie measures between vartious c~untries on a regiona1 or @ 

sybr~9ional basis, or along functional lines, given their 

mutual interest in a particular pro?osal. 48 

will 

To summarize, _th,e 7e expansion 

de'pend on the ~~~~~ing Eactors: 

of South-South trade 

, 
- Encouraging the positive politi~al initiatives 

required for developing greater South-South coopoera-

tion, inspiced by a genuine concern for the welfare 

of the masses. 49 

\ 
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... Setting up of necessary t:rade infraStructures';, 

Taking steps to encourage more Third World multi-
10 

nationals and joint ventu~es which wou1d tend to 1ead 

towa~ds ~he development of better shipment and 

distribution networks tor commodities. 

Adopting measures which wou1d ~reat TW MNCs as 

"infant" serVlces, -legitimately protecting them as 
, 

<) 

was dOl1e for 1 infant industries' ~'n the 19505 and 
\ 

_ 19605, thr6ugh discrimination in thelr.favour with 

preferential arrangements and taxation incentives.~l 
t 

• f 
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CHAPTER VIII 

CONCLUSION 

The preceding chapters have both traced the emergence 

of multinational corporations from Third World countries and 

have identified and e~amined the ~generis ~eature~ of 

these MNCs. A number of distinct patterns in TW,MNC FOI werc 

notéd and an analysis of FOI of MNC's based in India, the , 

Republic of Korea, Singapore, Hong Kong, and Latin American 

was made to determine the extent to whiéh this FOI from the se 

countries conformed to these patterns noted. 

? {f 

VIII~l. Summary of Finding 5 

The following i5 a brief summary of the common charac-

teristics of TW MNC'FDI: 

(a) The geographical scope of the TW "'1NCs tends, to be 
" t 

regional. Ther.e are .some exceptions h'owever.. Indian and 

Sou the<\s t As ian Mul t fna t ~onal corpof'à t ions have ope ra t ion5_ in 

Africa, the Middle East and in a few developed countries. 

(b) 'The direction of the investment flows, in gene.ral, 

from mor.e· advanced ta less developëa Third World countries. 

No\t more than tan coùntries could be consi;dered as actively " 

involved in the promotion of MNCs in other Third World 
, " . ~ 

countrias • 



( 

(c) 'The main motivation oE TW MNCs is demand oriented 

and defensive. It tends ~o 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-orlented motivations -

such as rationalization, raw materials, sourcing and tech-

nology exporting strategies, etc., - and aggressive strate

gies for penetrating. un~XPlored markets are not, c~m~on_ at the" 

present stage. 
1 

(d) The industries in which TW MNCs predominate tend 

to inciude traditional sectors SUCh as food, textiles, wood 

and iurniture,\tradltional chemicals ot lig~t engineering 

branches oi the metal working sector. However, there are 

severai 'examples of TW MNCs producing high technology and 

complex capital goods. Public sector (controlled by govern-

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 

usüllly derives from an initial transEer from abroad, via 

licensing or import lof capital goods. Such technology has 

been subseque~tly assimllated and ~dapted by a domestic firm 

which, after a p~riod, becomes able and willing to transfer a 

new "technology package" to less advanced Thlrd World 

countrles. 

e 

/ 
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(f) The main com~etitive advantages of TW MNCs arise 

from the lower'costs of the projects and the appropriatenes s 
) 

of their technologies in comparison with those offered by 
. "-

transnational corporations of develo~ed countries. There is 

some evidence on the comparative advantages, in terms of 

smallness of scale, le~s automation, simpler technologies, 

adaptation of local imports and ;consumers, and better terms 

a~ CO~\J.itio,ns, such as technOl~gy transfer modes and 

tr~~r pricing practices." . 

fewer 

(g) The organizational forms of TW M~Cs are highly 

diversified. One pattern of differentiatlon with regard to 

MNCs· from developed countries is much lm.fer signifiêance of 

equity control methods'ot organization. ,Besides ~inority and 

50-50 equity joint ventures, investors from TW countries tend 

to organize their overseas projects through non-equity forms, 

-t\chnOlOgy transfers and international production, such as 

licensing, technical assistance and management contracts. 

The characteri~tics of the technology used by TW MNCs and the 

risks involved in equity structures explai~s such lower 

propensity of TW MNCs to internalize competitive advantages 

~hrough equity control structures. , 
, (h) Potential costs and disadvantages in TW MNCs 

relative to MN Cs from\developed countries may arise from thè 

1 imi ted range of techn igues tha t they qon t ro l, the i r di f fi

culties is upgrading the scale of technology whe~ market 

conditions change, and their lack of a permanent sQurce of 
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technolog{cal innovations once the initial know-how has béen 

t::-ansferred. \ 

·(i) TW MNCs may face a particular and complex set of 

problems pre~enting their formation ~nd development. Sorne of 

them are related to the internaI limitations of TW MNCs and 

they include difficulties in formalizing and transfer.ring 
, 

know-how, lack of intra-firm information networks~dr screen-

ing and evaluating investment opportunities and technology 

sour~es ln other TW countries, and the scarcity of financial 

resources. Other types of problems arise from the unsuit

" ability of the institutiorral environment for the creation of 

TW MNCs. 

(j) TW MNCs are particularly sensitive to the direc-

tion and impact of government poliiies and, although they may 

have sorne advantages in being aècustomed to Third.World 

interventionalism, they normally do not have the same 

c~pacity as MNCs from rleveloped ,countries, to navigate, 

manipulate and circumvent Iaws and regulations. Problems 

stemming from government policies,range from protectionist . 

measures, such as exchange controls and limitations tor 

investments abroad, and discriminator.y treatment by host 

government agencies, for the approval,' f inancing and 
, , 

- encouragem~nt of TW MNCs projects. 

(k) As for economic coopera~ion among developing 

\ 

c'ountries (BeDC), it is believed that the TW MNCs and joint 

ventures are the MOSt important vehicles. Bût, evidence 
\ 
\ 

J. 

... L 
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. ..,.~, 
\ 

shows a great-diversity among the joint ventur~s in TW 

" countries. In many cases their internaI organization, their . ' 

aims, and bU9iness-p~~wctiQes are simila~ t~ those of the 

TNCs while/in other cases they~ave a number of differènt 

cha~acteristics. The e~perience of -TW MNÇs reveals that, in 

most cases, rather than acting as instruments of national 

investment, solidarity and equitable benefit distribution 
c • 

among d~veioping countries, development of high priority 

sectoTs and.bargaining capacities vis-~-vis TNCs, they are 

guided by classical profit-making strategies and motivations. 

YIII.2. Recommendations for ACpio n 

The analysis of the present experience and trends is 

the best source of ideas about 'actions to be undertaken. 

Many resea~chers have suggested various measures, but the 
,\ 

follôwing criteria seem to be the most effective: 1 

for: 

. 1 

(i) At the national level, government should provide 

- Policles'promoting' the graduaI technol~gical

development of nat~onaIly-owned MNCs, on the basis of 

l~arntng by doing and adaptive efforts Jeading to an 
c 

increasingly higher level of innovation capacity;2 

- ContraIs on transfer of technology vis MNCs from . 

developed country which will assume the assimilation 

'and absorption of the knowledge of local firms;3' 
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\ A good "investrnent blimate" for national firms, 

including effe~tive ~uppôrt to small and rnedium:sizBd 

ente~~~ises and incentives. for the export of manufac~ 
• 

tures; 1+ 

Dir~ct ""encouragement of the investment and trans.fer 

of technology Abroad b~ local firrns, along the lines .... . . 
existing already in Brazil, the Republic of Korea,. 

and lnd,l.a;!> 

Availability of cQnsulting and engrneering services 
À 

1 )\,' 

for helping would~be overseas investors to organize 

the transfer of technology;O 

- National tr.ansfer for firms and investors of· other 

developing countries; 7 and '<, 

'Active information and advisory services on market 

oppportunities, technologies and partners available 

in other d~velop{ng count~ies.8 

,. 

(ii) At the bilateral or regional levels the follow

ing measures could b~ required: , 
, 1 - Co-ordination of policies and regulations affecting 

.J, . 
reciprocal flows of investment of TW MNCs, on a 

global or sectoral basis'; 

- Sectoral programmes for the joint a~d complementar.y 

development of sectors where participation of 

national firms is feasible. and i~c.ludin~ specifi~r 

measures for promoting such participation;9 

.. r: 



, 
, . 

! 

o 

20.9 

- Encouragement of associations of national firms of 
- ~ 

particular\sectors at the regional level, and 

facilitating the participation of su ch associations 

in the vegional integration and cooperation 

meèhanisms; 10 

- Joint utiliJation of the procurement powers of the 

state/Sntities within the xegion to the beneEit of 

~--~~~::r~S a::i;::e::r::'c::::~:: ':::::r:::: :~~êstment 
~~n~"Üàn+ at the compete~t 'indUS trial development 
agencies; 102 \ 

Creation of co-investment,funds amohg develop~ent 

banks of the respective countries; 13 

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 

D~G and GTZ of the Federal Republic of Germany and 

other DFCs of developed countries operate)i 14 

- Development of regional trading companies in sectors 

of complementary or common export and import 

interests; 1~ and 

- The formation of a programme and the postulation of 

prlnclples regarding MNCs and joint ventures, on 

WhlCh a majority of the devcloping countrles can 

agree, irrespective of their level of economic 

development or socio-econonic system. lb 
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( i ii ) 
r 

At the international, inter-regional levels the 

Unlted Nations system should provide Eor or should facilitate 

the ~reation by developlng countries of mechanisms for-

reciprocal knowledge, approach, contacts and evaluation of TW 
, 

MNC projeçts involyjng private and public firms of different 

regions, and without the presence of developed countries or 
o 

representatives from developed countries as is the case with 

~rnost U.N. rnechanisrns. 17 

\ 

VI II. 3. -Prospects for the Future 
1 -.. _ \ 

No mat ter how comp'lex anQ compi icatëd, and at the sarne 

time prob1ematic the TW MNCs ând joint ventures might look, 

the expe.rience demonstrates that these TW MNCs and joint 

ventures have a remarkab1e abi1ity to survive substantia1 
.. JI 

politica1 and other changes. Severa1 interesting examples 

can be cited from the Arab world of rather remarkable 

survival power ln the face of enormous poiiticai changes. 

The same can aiso be said in respect of joint ventures from 

ASEAN and rndian 9roups. Similarly, the experience in the 

case of TW MNCs also shows that the growth is a~celerating. 

Although uptlll now, only the more deve~oped/industra1ized TW 

countries have established their MNCs and have been able ho 

meet the peculiar need of TW markets. 

Indeed, 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, 

, 
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pf course, the more industrialized 'cou-ntries that have,-

provided firms with the Eirst experiences in meeting the 

peculiar needs of the Third World markets. As a result, 

investment in Âsia has come largely from,Hong Kong, 

Singapore, Taiwan., and }nd~a. Argentina and Mexico stand êt 
1 

the head of the list in Latin Amerioa. 
o 

\ The growth of foreign investors from thè developi~g 

countries is, it seems, n~ less ccomplex t~an t~è -growth of 

multinational from industrialized countries_ After close to 
, . 

two de~ades of research on advanced country enterprises, 
- 1 

observers st-ill disagree ,on, their effec\S 

Any conclusio~ rests heavily on judgement 

and their future. 1 

and on the point of 

view of the observerj . 

According to L.T. Wells, Jr.,18 the spread of foreign, 

investors ~rom TW countries is, in net, benet,icial to the 

develorlment process and to international relations. He 1:"\ '" J 

fur:ther states that the tension between the rich cOllntrié., of 

the North and the poor countries of South run rlcep. No 

si ng le phenome non, such as the ?mq rge nec bf TW mu 1 Li na ti onal ~ 

is going to cause those tensions ta disappcar. Ncverthclcss, 

foreign dlrect investment amon,) the dcvolaplnl] counLril.!'; h.:l', 

mage'a contribution toward'''reduclng chose lensions. Muetl ()f -'1 

the Erlctlon between North dnd South arl'5W; oul ,}f th,.! 

d'ependeney fe lt by, the po')r countriw5 wh.)n Lht'y mU'il. turn to 

the rlch
e 

for assets crltlcal ta t-helr- ;.)ro<]rc';',. The 
, ' 

developing countnes' fu'"ms cauld red'Jce St)mCwh:lt thuir 

dependency 
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1 

, . 
on the multinationals of the rich cOQintries for the much- . 

needed technology,' thus benefiting. both the" rich and the 

poor. 1 
~ D 

• 

Sorne joint venture TW MNCs (especially in the public 
\ - , ù 

sector) are offspriog of bilateral economy negot.iation'3 
';, 

between deve~oplng countries. Besides helptng the partner 

countries, the investing governments hope to raise their 
~ 

'exports of goods and services through d.iLect i~vestmen·ts. 

! 

Host governments on the other ,hand, ~xpect f~o~ these i~vest
c;\ 

ments appropriate tec~nologies free from politica~ strings 
J 

because they have the feeling of negbtiaiing on the basis of , 
' .. 

equality. In 50 far as both side!s are able to realize theïr 

aims, Third WQrld direct ,investments are going to increase 

South-South- investment and trade, which will have the effect . 
o{~'3trengthening economi.c cooperation amona t;.hese countrJes 

i'n other .fields as wfu. paramou'nt "amo~g the ~any 'POS~ibili-
\ ~ . 
ties for ~conomic cooperation among dev.eloping .éountries is 

.-
the °area of trade. Trade among developing countries i5 by no 

means a new phenomenon, but contin~ing recession and tising 

protect~oni$m_~n the ~eve}oped ~ountries suggeste~ that 
. ~ ./' -

p • • 

South-South trade may"increasingly have ta serve as an 

"engine of growth" for the develqping countries. Altboü~h 
\ 

'1 ; \ • J 

South~90ut~ trade accounts Eor a small and st~ble shàre of 

world"trad~ these flows have been of importance to deveiop-
'\.., b 

ing couotries ~ince, over the past 20 years, they have 

represented an average of about one-fourth of their total . 1 
exports to t1;lé world. 

.. . 
. -, 

, , 
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Trade among TW countrtes has been S(3cn <lS Elttin(1 int\: 

the strategy of "collective self-re!iance", wh)ch 15 vicwerl 

as the best way to escape fram the "chronic disease of rlûp~n-

dencia", with South-South trade patterns, dnd which h~s lori 
Q ..... 

to excessive specialization and consequent vulner<lbi llty, tlthl 

to a 10ss of the dynam lc be ne fi ts of t rade among dove l ')P in J 

countries. 'Thus, the multinationa1s f.rom th~sc TW (;ollnLfi.~-; 

ar.e the important mechanism necessary to incrcase South-Sollt.h 

trade. 

In conclusion, it can be~ sald that MNCs [rom dIJvc10pin J' . 
countries are varied dnd evalvlng rapldly. The IJIll!slion 

arIses w\ether the' TW '1NCs are (3phemor.:l 1. Sorne ob'-wrvlJr':i 

have sUlJgested that fOrCl]n investmûnt by -dcvelt1pln1j I;oun-

trles 1'1111 contll1Ue but that E~w InJividua'l M'JCs hc.lvt) dIt' 
. 

1y some hast; investments 

in te rn.:t t iond l i/odll C t i on,. c(~" 1.,1111-

.<!I 
by TW flem') h.:lvO endQd 111 f .}llur-"I 

wherewithal to survive in 

bllt the growin9 technol0gical and entreproncur,i,l} dyn.lIni·,rn .Jf 

that mdny will' flourish ac:; intcrnfltional fir'T\<;, Th,jlr 

ability to buy( the technology they l.lck, and tn (~nt'Jr tnlq 
, 

joint ventures with devell)pod COUlltr/~rm!'l, point'4 t,r] ,\ 

c<3pability to sdstaln thclr C(xn{J\~titive urj'JCJ .... hon thoir )wn . 

fronti.er IJrow<; slowly thej may 'Nell lit.rco(jthQn It~i01r lir){.,· ln . 
the future. 
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More recent data suggest a promising future for multi-

nationals from Brazi~ and other"developing countries. Latin 

Ame~ican trade manufacturas has .been growing rapldly and no 

doubt investment will follow. Indeed there are many 
j 

examples, one of which is a Bçazilian bicyle manufacturer who 

followed ~xports to Bolivia and Columbia with investment. 

The ef forts of Korea' s ~yunda-i to se Il ~its automobiles in 
t 

West ~Erica were followed by the construction of local 

assembly plants and otner African countries have tri~d to 

encourage local manuEactu~es. Hyundai successfully repeated 
- \ 

this pattern of 'success in Canada • 

. ' 

, 
/' 

J 
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