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PREFACE

The word "internationalism" is being used more and more
often to denote the process of increasing interdependence among
societies in general and national economies in particular. It
has been pointed out by several researchers that global develop-
ment in the 1980s will be characterized by the process of
internationalization. The impact of this trend on national
economies is likely to range from threats through challenges to
opportunities. Prerequisite to the assessment of its potential
impact is a deeper understanding of the international environment,
its main actors, the measures and policies most likely to be
adopted, national and international priorities, etc.

There is little doubt that multinational corporations are
playing a leading role in the international economic and techno-
logical scene and that they are an an important topic for research.
While a great deal has been written on this topic, a balanced,
complex, unbiased view has yet to be published. TIIASA has not
yet approached this problem; this working paper represents a
first attempt to map out the problem. Dr. Oleynik, who partici=-
pated in the Young Summer Scientists Program 1981 has been suc-
cessful in compiling a summary of the views and practices of
different countries toward multinational corporations. The work
is by no means complete: it represents the results of two months
work during the summer of 1981 and contains an interesting over-
view of the process of internationalization including socialist
countries.

Because of the relevance of the topic for many of the tasks
being pursued at the Institute, we would like to share in this
form the results of Igor Oleynik's work with all those interested.

Tibor Vasko

Acting Leader
Industrial Development Focal Task
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ABSTRACT

The rapid development of MNC (multinational corporations)
during the last ten years has made it important to study some
new aspects of their influence on the economic development of
different countries. The influence of MNCs has become signi-
ficant in such areas as development of productive capacities,
technology transfer, creation and distribution of new products
and technological processes, trade, economic cooperation, and
extraction of raw materials. Study of the peculiarities of
this influence shows the usefulness of studying the MNCs' role
in elaborating national strategies for industrial development.
It would also be useful to organize a more comprehensive study
of these problems in the future.
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THE INFLUENCE OF MULTINATIONAL CORPORATIONS ON
INDUSTRIAL DEVELOPMENT: A PRELIMINARY ANALYSIS
OF THE PROBLEM

Igor S. Oleynik

1. INTRODUCTION

The current period in the industrial development of the
world economic system is characterized by significant changes
in the trends and factors that determine development in
different groups of countries. These changes are caused pri-
marily by increasing difficulties in the development of the
world economy. Shortages of energy and resources, inflation,
unemployment, and a slowdown in economic and industrial develop-
ment in most of the industrialized countries have raised very
serious new issues at both national and international levels.
For details see Vasko (1981).

The process of economic development of different countries
is being accompanied by a further deepening of the international
division of labor, a development of international trade, and
bilateral and multilateral economic cooperation between countries
and groups of countries belonging to differing socioeconomic
systems.

One of the factors that began to influence industrial
development more strongly in the 1970s was the multinational
corporation (MNC). During the last decade the scale of MNC
operations increased significantly, not only in developing
countries, but in developed countries as well. As a result,
the influence of MNC operations and the operations of their
affiliates began to play a more important role in the economic
development of different countries.

It is now possible to consider the influence of multi-

national corporations as an important factor in industrial
development. MNC now actively take part in world trade and
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economic cooperation among developed, developing, and socialist
countries. The MNC are playing an important role in the process
of technology transfer in the extraction and distribution of

raw materials, etc.

In view of the fact that during the last twenty years the
development of MNC has become as objective a factor in the
economic development of the world economy as in the economies
of individual countries, it seems that the analysis of the main
peculiarities of their influence will have both scientific and
applied interest. So a study of the peculiarities of the
influence of MNC is important not only for understanding the
future of world economic development, but also for formulating
concrete strategies for industrial development in individual
countries.

It must be stressed that it is rather difficult to define
the main directions and results of MNC influence on industrial
development of different countries. One difficulty is that
national {except the US) and international statistics contain
practically no data about MNC activity and the peculiarities of
their development.

But an analysis of the data available makes it evident
that during the last ten years the influence of MNCs on world
development and on the development of separate countries has
increased significantly. It has become clear that these
corporations are now an important structural element of indus-
trial development, mostly for the developing and some developed
countries. This situation is closely linked with the increasing
influence of direct foreign investment in a number of countries
and also with the increasing financial, productive, and tech-
nological potential of multinational corporations during recent
years.

The problem of MNC influence is far-reaching and compli-
cated, which makes it practically impossible to study this
problem in a short working paper. So just two important fields
of MNC influence were chosen for preliminary analysis.

)

The first is the influence of MNC on the creation and
assimilation of innovative technology. The second is the
involvement of MNC in economic cooperation between East and
West.

This study also concentrates on multinational enterprises
that are engaged primarily in manufacturing. Thus all those
MNC that carry out substantial extractive, trade, and banking
activities, such as o0il firms, international trade firms, banks,
and so on, are excluded.

Of course, other problems also originate from the influence
of MNC on industrial development. Here we can name: the
influence of MNC on the development of various concrete indus-
tries, on employment, on the extraction and distribution of



natural resources, on world prices, on international trade, and
so on. But of course these problems need special attention
and their study must be based on a large number of recent data.

Thus taking into account the limited information available
and the size of this working paper,.it must be considered merely
a first step in studying problems connected with the influence
of MNC on the industrial development of different groups of
countries. Undoubtedly, an analysis of these problems would be
an important task for study in the framework of IIASA's Indus-
trial Development project.

2. ECONOMIC DEVELOPMENT AND THE INFLUENCE OF MNC

2.1. The Definition of MNC and the Aim of the Study

During the last ten years the role and influence of multi-
national corporations (MNC) on the world economy and on the
economic development of individual countries has increased
significantly. This is connected with the fact that the impor-
tance of direct foreign investment in many national economies
has also increased during the last decades.

Before analyzing the available data characterizing the
development of MNC it would be useful to make a general defini-
tion of a multinational corporation as a specific economic
organization that functions in the complex envircnment of the
world market.

It must be noted that in spite of the large volume of
literature devoted to MNC, the term "multinational corporation”
has not yet been clearly defined. In practically all cases the
authors adapted the definitions of MNC to the aim of their own
specific studies, which for the most part were organized on
differing methodological bases. In all there are about 50
different definitions of the "multinational" or "transnational"
corporation. They include the following components: activities
in several countries (38):; global perspective (24); industrial
activity (19); minimum size (15); minimum percentage of foreign
sales (15); guoted on several exchanges (11); regional spread
(10) ; international management (4). (See Lietaer 1979).

So these definitions vary greatly from very broad to very
narrow. In spite of this, there are several popular definitions
that were accepted as being basic in different well-known studies
and that describe rather clearly the nature of MNC. One of them
was made by a U.N. special commission and defines a multinational
corporation as an "enterprise undertaking or controlling pro-
duction or service activities in countries other then the one
in which its head office is located." (See Transnational
Corporations in World Development: A Reexamination 1978).

The other popular definition was formulated by the US




Federal Trade Commission and restricts multinational corpo-
rations to those having a total turnover of at least 100
million dollars, having their own subsidiaries in at least

six countries, and having invested at least 20 percent of their
captial abroad. (See Lall and Streeten 1978).

The second definition is of course more applicable for
studying the influence of MNCs on industrial development.
Because small companies, even those highly specialized in one
kind of producticn or another, play only a.limited role in
domestic or foreign markets, and exert practically no influence
on the world economy in general and on the economic development
of individual countries. So for the purpose of this study, it
would be reasonable to concentrate on the group of large MNC
that have dominant positions in the world market.

It is also reasonable to limit the scope of this study.
In scientific literature the term "multinational corporations"
includes business enterprises that operate in manufacturing,
banking, services, insurance, etc. In this study it would be
reasonable to concentrate attention strictly on manufacturing
multinational corporations, because these corporations exert
the most influence on the industrial development of different
countries.

As a rule multinational corporations include private,
state-owned, and mixed enterprises that carry out various eco-
nomic functions, such as production, marketing, and research,
in different countries simultaneously, with resources being
allocated without regard to national frontiers. They take
an active part in international trade and economic cooperation.
Their affiliates (branches, subsidiaries, joint ventures) are
joined together by ties of common ownership, are subject to
various means of control, and are responsive to an overall common
management strategy.

2.2. The Development of MNCs and Possible Directions of Their
Influence

Insufficient data make it difficult to estimate accurately
all the ways in which multinational corporations influence the
world economy, and particularly, to gauge those changes that
have taken place during the last 1) years. Hevertheless, using
the available sources of information, it is possible to evaluate
some general directions of this influence.

According to the most recent U.N. study, there are 3,500
parent companies in 14 European countries, the United States,
Canada, Japan, Australia, etc., with affiliates in Western and
developing countries.*

*U.N. experts use the broad definition of MNC.




About one thousand of these MNCs have affiliates in Western
countries only and 446 in both Western and developing countries.
The majority of them (1197) are U.S. corporations (Feld 1980).
See Table 1.

The economic power of MNC has reached significant pro-
portions. According to U.S. Congress data, the share in world
industrial development held by 1200 of the largest MNCs was
about 30 percent by the mid-1970s and a mere 650
industrial MNC controlled about 50 percent of all trade among
capitalist countries (see U.S. Economic Growth 1977).

According to several estimations the MNC capital amounts
to 100-270 billion dollars, that is, approximately 1.5-2 times
the general reserves in the hands of governments (see Barnet
and Muller 1975).

Even on the basis of these few figures, it is possible to
estimate, approximately of course, the growing influence of MNC
on the world economy.

According to several forecasts, by the end of the 1980s
about 20 percent of the global labor force might be employed
by very powerful MNC's that would also control a large part
of world production (see Feld 1980). And MNC produce approx-
imately 25 percent of the GNP of the capitalist world (see
Feld 1980).

Multinational corporations have even greater influence
on the economic development of individual countries, groups
of countries, and economic unions.

For example, the volume of sales by American corporations
through majority-owned foreign affiliates increased from $97.8
billion in 1966 to $514.7 billion in 1976. Direct US invest-
ment abroad also increased, from $7.5 billion in 1970 to $28.7
billion in 1977 (see Table 2). At the end of the 1970s affili-
ates of U.S. corporations produced five times more abroad than
they exported from the United States (U.N. Yearbook of Inter-
national Trade Statistics 1979); earnings from this source
increased during this period from $8.2 billion to $19.9 billion
(Feld 1980).

The influence of MNCs on the economic development of West
European countries is also very important. For example in the
mid-1970s, industrial multinationals employed between 10 and
50% of the whole labor force in various European countries.
They accounted for between 8 and 35% of all wages and salaries
and they invested between 10 and 40% of their capital in the
economies of their host countries. (See Table 3). Direct
foreign investment and the activities of MNCs are of increasing
significance but not yet egqual importance for the industrial
development of West European countries. According to existing
data this influence is most significant for West Germany,
Austria, France, the United Kingdom, and Sweden (see Tables
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Table 2. U.S. direct investment abroad--direct investment position and income, by
country, 1970 to 1977, and by selected industries, 1977.

1In millions of dollars. For deflnition of *direct,” sce Livndnote, table 1503, Minus sign (—) denotes decrease. See also [istorical Statistics, Colonial Times (0 1870, series U 41486)

DIRECT INVESTMENT POSITION (it yearend) INCUME 1
1977, prel. 1977, prel.
cOUNTRY 1970 | 1973 | 1974 | 1975 | 1976 Man- FI | 1970 | 1973 | 1974 | 1975 | 1978 Man- F1-
Totult | wufae- Petro-| nance, "Total ! ul:xc- Petro-| nance,
luring leumn | lnsur- turing| leum | insur-

ance

All areas 75.480 |101,313 (110,078 |124,050 (136,396 (148,782 (65,604 [30.887 |13,972 | 8,169 |16,542 |19,156 (16,615 (18,999 [19.851 1 7,326 | 5.481 3.095
Developed countries 51,819 | 72,214 | 82,895 | 90,645 |100,398 108,017 (53,364 24,854 | 9,668 | 4.577 (10,052 [10.4184 | 9,509 (11,461 [11.889 | 6,018 | 2,086 | 1,280
Canada__..... 21,005 | 25,541 | 28,404 | 31,038 | 33,932 || 35,308 |16,658 § 7,722 | 3,700 | 1,518 | 2, K44 | 3,304 | 3,412 | 3,837 | 3,341 | 1,344 w2 307
Europe 3. 25,255 | 38,265 : 55,139 || 60,891 |31,300 113,026 | 5,4v1 | 2,401 | 5,751 | 8,713 | 4,980 | 6,109 | 7,125 | 4,165 | , 822 848
Euro. Econ. Cotnmun. (EEC) ¢_| 20,104 | 30,910 43,215 [ 47,539 |27,502 |11,20 3,481 | 1,919 | 4,473 | 4,042 | 3,620 | 4,755 5,017 | 3,755 582 807
Belglum and Luxembourg....| 1,546 | 2,512 . 4,155 | 2,498 452 435 158 426 375 270 | - 203 0| 308 -1y ]
bBenmark and Ireland... ... 571 458 1,632 (| 1,848 | 1,025 514 32 45 131 165 170 | .261 259 222 | —45 8
France______._...._. 2,043 4,208 5,947 6,003 | 4,138 913 204 237 585 383 057 484 378 312 -1 14
Uermany. 4,313 | 7,650 10,407 | 11,003 | 6,003 [ 2,238 493 588 | 1,415 | 1,070 930 [ 1,045 | 1,800 1,388 | . .16 102
taly_____. 1,404 2,212 2,034 2,069 964 604 ov 83 225 205 90 200 Jor . 267 —42 41

3,500 | 4,010

1,

2, 1,233 192 180 413 |, 753 540 6864 g | - 200 | . 454 82
15,137 (| 17,420 | 8,

3,

011
872 | 5,311 | 1,625 626 | 1,278 | 1,081 | %430 842 | 1,802 067 325 207

United Kingdom_. y )
880 364 | 2,010 483 | 1,277 | 1,671 | 1,369 | 1,414 | 1,508 410 239 241

Other Western Europe 11,924 || 13,052

Japan (incl. Okinawa) . ' 1,482 2,671 3,707 | 4,082 | 1,859 | 1,549 148 2.8 514 393 233 417 512 29 76 07
Australla, N. Zealand, 7,530 | 7,076 | 3,428 | 1,657 J29 430 943 919 8751 1,038 911 210 196 58
Developing countrleas. _______._.___ 28,884 || 33,706 12,239 ( 3,014 | 8,759 | 2,941 | 5,840 | 7,927 | 6,703 | 7,047 | 7.756 | 1,308 | 3.362 | 1,787
Latin Amerlcan Republies 7. .. 11,104 17,125 || 18,729 | 9,331 | 1,768 | 2,205 | 1,208 ( 2,000 | 2,297 | 2,155 {1,006 | 2,241 004 69 350

Mexico, Panama, and

other Central America 3.644 5,617 6,124 | 2,733 190 | 1,052 204 609 8§20 926 37 647 221 35 121
Argentina.. 1,022 1,366 1,508 930 223 91 100 n 47 103 | 246 273 70 139 20
Brazil. .. 1,526 8,410 5,956 | 3,035 364 504 208 420 404 657 | 731 681 362 00 118
Chile.___. 758 179 187 52 () 1 81 [} 20 (@) 22 15 ] ] (z)
Colombla. 544 654 708 438 71 93 43 40 90 53 79 v 68 b

OfU. ..o 744 1,364 1,409 187 328 L) 74 90 47 —48 46 76 —4 3 2)
Venezuela. . 2,241 1,804 1,872 1,506 1,779 017 223 151 308 623 573 34 202 310 157 61 12

Other Western Hemlsphere. 1,80 4,031 | 5,773 6,809 1 0,000 623 | 1,611 | 8,743 215 512 848 | 1,067 | 1,573 | 1,672 108 220 | 1,146
Other Afclen s .. ... 2,427 2. 2,233 2,414 2,775 2,784 206 | 1,620 T 522 608 | 1,029 534 610 580 29 4061 12
Middle East* _______ 1,545 226 |—6,432 [—4,040 |—3,730 [|—3,083 193 | 4,378 153 711 ] 1,730 | 2,002 | 1,643 | 1,041 | 1,891 10| 1,607 85 -
Other Asin and Pueific. .. -l 2,260 3,818 4,519 5,747 5,004 0,267 | 1,826 | 2,493 453 247 931 [ 1,660 | 1,304 | 1,017 | 1,367 257 700 195
International and unallocated s, . _. 4.469 6.196 7.335 7.067 7.14 7.029 (x) 3,019 | 1.546 650 650 811 404 492 205 (x) 34 28
D  Withheld to avoid disclosure of data of individusl compunies. X Not tries not shown bLelow. ¢ Includes Egy&t and ull other in Africa except Bouth Africa,
applicable. Z Less thun $500,000. ' Includes industrles not shown separately. * 1ncludes Bahirain, Iran, Israel, Jordun, Kuwalt, Lebanon, Qatar, Saudi Arubla, Bouth
? Equals sum of Interest, dividends, earnings of unincorporated affiliates, and refnvested Yemen, Syria, Truciul States, Oman, and Yenen, Negutive position occurs when U.S.
curnings. 1 lncludes Mediterrunean possessions and countries. Excludes Eastern parent comnpiny’s labilities to the foreign wtiilinte are greater thon {ts investinent in the
Europe, $ Asof Jun. 1, 1973, United Kingdom, Demmnark, snd Ireland beeame tnem- foreign aflitfate,
bers of EEC. For consistency, data for all years are shown on same basis, s Excludes
Okinawa, $ Shipping companies operating under flags of convenience, primarily Source: U.S. Bureau of Feonomic Analysis, Survey of Current Business, Aurust 1978,
Panams and Liberis, included in *Jnternational and unallocated.' 7 Includes coun- and supplement tiked Revised Data Series on U.S. Direct Investment Abroad, 1966-76,

SOURCE: Statistical Abstract of the United States. Washington, G.P.O. 1978. P. 865.




Table 3. Importance of multinational enterprise with foreign participation in manufacturing
14 host countries.¥*
as of total
Amount of Year Number of Turnover Value Wages and Investment
foreign persons added salaries
participa~ employed
tion
Germany 1972 22.4 25.1
Australia +25% 1972/73 28.5 36.2 34.3 31.3 42.0
(1) +50% 23.6 28.7
Austria (1) +50% 1973 20.7 22.6 22.5 21.9
Belgium 1968 18.3 33.0 20.4
Canada +50% 1972 52.4 (1) 51.4 (1)
+50% 1973 56.4
Spain +50% 1971 11.2
Denmark 1971 8.0
Finland +20% 1972 4.0 5.0
+50% - 2,8 3.6
France +20% 1973 19.4 27.1 (2) 24.1
+50% -- 14.9 21.0 (2) 18.8
Japan +20% 1972 1.9 3.8
Norway (1) +20% 1974 12.3 18.7 8.0 10.6
+50% -- 7.8 12.9 11.0 8.6 7.0
UK +50% 1971 10.3 4.2 (6) 13.3 11.8 16.2
Turkey (1) +10% 1968 4.2 7.6 8.5
Sweden +20% 1974 8.1 10.1 8.9 8.3 8.2
+50% -- 4.8 6.2 5.2 5.0 3.2

*In some cases the data pertains to plants in others to enterprises.
(1) Establishment-based data.

(2) sales.

(3) ISIC 2 + 3.

(4) 10.0% value for fire insurance only.
31st December 1974.

10.8% value for fire insurance + stocks at

(5) Excluding o0il refining and car assembling.
(6) Gross output.

SOURCE: The OECD Economic Qutlook. N86. May 1977. PP. 7,8.




4,5,6, and 7).

In Sweden, in particular, employment in foreign manufac-
turing affiliates of Swedish corporations in the mid-1970s
amounted to 24 percent of all manufacturing employment and the
share of affiliates’' sales in total foreign sales was 32 per-
cent (see Statistical Abstract of the United States 1978).

In view of the available data, it is possible to conclude
that the development of MNC is very complex, and is in part
contradictory.¥* Looking at only limited information, it be-
comes clear that during the last two decades MNCs have devel-
oped powerful world-wide production capacities and they now
concentrate large enough economic and financial resources to
have a significant impact on economic development at both the
global and national levels.

While stressing the necessity for a comprehensive study,
it is useful to admit that the majority of works devoted to
MNC in the 1970s analyzed their development predominantly from
critical positions. These works studied the negative effects
of MNC penetration into the economies of different countries and
the influence of MNC on rises in unemployment, inflation,
imbalance of payments, etc. (see The Firm in the Market Economy
1980) .

In 1975 a special U.N. commission was organized to study
MNC. 1In most previously existing works, multinational corpor-
ations had been regarded as instruments for exploiting the
natural and labor resources of the developing countries. 1In
noting the necessity for such analysis it must be stressed that
a few works have presented a complex study of MNC development,
in spite of the fact that multinational corporations have
become a significant factor in industrial development, es=
pecially for certain developed and developing countries.

During the present study it is worthwhile to analyze in
detail the following problems:

-~ how MNCs influence technological innovation and
technology transfer;

-~ how MNCs are involved in industrial cooperation
between East and West.

When discussing possible directions for MNC influence
on industrial development in different groups of countries it
must be noted that multinational corporations appear as very
complex conglomerates that carry out such activities as re-
search, production, marketing, and other functions needed for

*The contradictions in MNC influence are related to their
negative influence on the economy of their host countries.
This needs special study.




Table 4. The participation of foreign firms 1in French economy.
En nombre En pourcentage
Principales —
Entreprises Entre- Ensemble Entreprises Entre- Ensemble Indice
a participation s . a participation s :
etrangere prises de 1'in etrangere prises de 1'in i de
caracteristiques — a dustrie a dustrie l pene-
Majo- Mino- Maj. capitaux Majo- l_dino- Maj. capitaux | tration
ritaire ritaire + francais ritaire ritaire M;n francais etrangere
Min, :
Nombre d'entreprises 1257 342 1599 22,900 24,499 51 14 65 935 100
Effectifs (en milliers) 648 175 823 3897 4720 137 37 174 826 100 1396
Remunerations (a) 25,751 6221 31,972 165,032 156 38 194 806 100
Par personne employee (b) 397 355 388 341 35
Ventes hors taxes (a) 193,551 31,469 225,020 661,794 886,814 ' f 1 2195
Par personne employee (b) 2988 1797 2735 1698 1879 218 36 254 746 oo
Valeur ajoutee brute (a) 48,193 11,055 59,248 221,100 280,348 172 39 211 789 100 1770
Par personne employy (b) 753 639 729 631 649
Excedent brut d'exploitation (a) 14,027 2583 16,610 52,166 68,776 7 1
Par personne employee (b) 219 149 204 149 159 204 37 2m 39 00
Investissements totaux (a) 8981 1664 10,645 40,281 50,926 100
Par personne emplyee (b) 139 95 129 103 108 176 33 209 791 1733
(a) En millions de francs
(b} En milliers de francs
SOURCE: Les Multinationales. Paris 1979. Notice 2.
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Table 5.

West German direct investment abroad by host country 1952-1977.

1952~ 1962~ 1967~ 1972~ Jan.- 1952- 1962- 1967- 1972- Jan. -

June, 66t 714 761 June, June, 66t 71+ 767 June,

1977% . 1977% 1977% ) 1977

D.M. million Percentage distribution
Total 49,620 1,177 2,757 4,654 2,572

Europe n.a. 792 1,622 2,626 n.a. n.a. 67.3 58.8 56.4 n.a.
Incl. ect n.a. 517 1,009 1,632 n.a. n.a. 43.9 36.6 35.1 n.a.
of which Belgium 4,976 232 282 boy 279 10.0 19.7 10.2 8.7 10.8

France 4,813 135 321 438 138 9.7 11.6 11.6 9.4 5.4

Netherlands 3,205 47 199 355 116 6.5 4.0 7.2 7.6 4.5

G.B. 2,103 36 96 250 138 4.2 3.1 3.5 5.4 5.4

Italy 1,680 53 94 156 n.a. 3.4 u.s5 3.4 3.4 n.a.

EFTAS n.a. 196 440 574 n.a. n.a. 16.7 16.0 12.3 n.a.
Switzerland 4,694 158 270 394 114 9.5 13.4 9.8 8.5 u.u

Austria 1,635 18 126 76 31 3.3 1.5 4.6 1.6 1.2

Spain 2,880 58 144 358 n.a. 5.8 4.9 5.2 7.7 n.a

America n.a. 256 876 1,496 n.a. n.a. 21.8 31.8 32.1 n.a.
North America 9,522 129 522 906 976 19.2 11.0 18.9 19.5 38.0

Us 6,114 ug 303 654 778 12.3 4.1 11.0 4.1 30.0

Canada 3,408 80 219 252 198 6.9 6.8 7.9 5.4 7.0

Latin America n.a. 127 353 590 n.a. n.a. 10.8 12.8 12.7 n.a.

Including §S. America n.a. 103 211 411 n.a. n.a. 8.8 7.7 8.8 n.a.

of which Brazil 3,747 49 153 361 295 7.6 4.2 5.6 7.8 11.0

Africa n.a. 75 175 272 n.a. n.a. 6.4 6.3 5.8 n.a.
Asia n.a, 40 68 255 n.a. n.a. 3.4 2.5 5.5 n.a.
Incl. Iran n.a. n.a. n.a. n.a. 40 n.a. n.a. n.a. n.a. 1.1
Australia n.a. 13 16 5 n.a. n.a. 1.1 0.6 0.1 n.a.
Not specified by country 10,023 0 0 0 4u2 20.2 0 0 0 17.0

SOURCES :

Notes

*Data for top 10 countries only accessible to the author.

Federal Ministry of Economic Affairs, Bonn; Klanner 1977; Kraegenau

calculations.

+5-year averages.
Figures may not add precisely because of rounding.
n.a.=data not accessible to the author, though no such individual country

among top 10 recipients.

1 Including Denmark, GB, and Ireland.
§ Excluding Denmark and GB.

1971; Author's

—LL_
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Table 6. Patents issued to national and foreigners (selected
countries and years).

Issuing country 1955 1965 1972

United States

Total number 30,535 62,857 74,798
Percentage
to U.S. national 87.0% 80.1% 68.9%
to EEC nationals* 8.9 13.5 17.6
to other foreigners 4.1 6.4 13.5
Germany
Total number 14,760 16,780 20,600
Percentage
to German nationals 77.8% 59.7% 46.8%
to U.S. nationals 6.0 15.9 22.2
to other foreigners 16.2 24.4 31.0
France
Total number 23,000 41,800 46,217
Percentage
to French nationals 53.3% 34.9% 23.3%
to U.S. nationals 12.0 20.4 24.2
to other foreigners 34.7 44,7 52.5
United Kingdom
Total number 37,551%*%* 55,507%%* 42,794
Percentage
to U.K. nationals 59.9% 43.7% 23.6%
to U.S. nationals 18.3 23.2 30.4
to other foreigners 21.9 33.1 46.0
Japan
Total number 8,557 26,905 41,454
Percentage
to Japanese nationals 74.9% 66.1% 70.3%
to U.S. nationals 13.6 17.1 14.3
to other foreigners 11.5 16.8 15.4

*A1l1 nine countries presently members of the EEC.
**¥Patents applied for, not patents issued.

SOURCE: For 1955, P.J. Federico, "Historical Patent Statistics,"”
Patent Office Society Journal 46, no.2 (1964). For
1965 and 1972, Industrial Property, December 1966 and
December 1973 issues, respectively.



Table 7. Innovations initially introduced in the United States, United Kingdom, Continental
Europe, and Japan, 1945-1974, classified by perceived purpose.*

Type and purpose United States United Kingdom Continental Europe Japan

of innovations Number Percentage Number Percentage Number Percentage Number Percentage

PROCESS INNOVATIONS

Material-saving 58 18.8 122 47.8 95 53.7 12 48.1
Labor-saving 189 61.1 66 25.9 32 18.1 4 16.0
Capital-saving 58 18.8 61 23.9 43 24.3 7 28.0
Multiple-factor-

saving 4 1.3 6 2.4 7 3.9 2 8.0
Total 309 100.0 255 100.0 177 100.0 25 100.0

PRODUCT INNOVATIONS

Material-saving 117 22.6 127 40.3 100 50.3 20 29.0
Labor-saving 142 27.5 13 4.1 9 4.5 2 2.9
Novel-function 106 20.5 50 15.9 33 16.6 12 17.4
Other 152 29.4 125 39.7 57 28.6 35 50.7
Total 517 100.0 315 100.0 199 100.0 69 100.0

*For detailed definitions of concepts see W.H. Davidson, "Patterns of Factor-Saving Innovation
in the Industrialized World". European Economic Review 8. No. 3. October 1976.

SOURCE: Harvard Multinational Enterprise Project.

_EL_
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initiating and concluding the production-selling cycle.

An important sphere of MNC activity is participation in
international trade and economic cooperation between the groups
of countries. Proceeding from this it is possible to distin-
guish four basic areas in which MNCs influence industrial
development.

1. The acceleration of the innovative process
through development and installation of new
kinds of machines and technology, and the
transfer of technology through MNC affiliates.

2. The formation and development of industrial
bases and infrastructures in different countries
through investment for development of affiliates,
and so on.

3. Increased economic cooperation and technology
transfer in the area of international economic
relations between different groups of countries
(developed countries, both market and planned,
and developing countries).

4, Extraction of raw materials by MNCs, mainly

in the developing countries, and how this influences
the development of the world-wide system for
distribution of resources, formation of prices, etc.

A general scheme of the influence of MNCs on the industrial
development of the groups of countries is presented in Figure 1.

3. A QUALITATIVE ANALYSIS OF THE INFLUENCE OF MNCs

3.17. The Influence of MNCs on the Development and Assimilation
of Innovative Technology

Technology transfer and exchange of scientific ideas
among different groups of nations is very important for
accelerating scientific and technological progress and the
industrial development process in all countries, regardless of
their level of development.

It is possible to evaluate (approximately) the distribution
of new technology throughout the world by analyzing data about
patents issued by various national governments. These data
show a rapid growth of foreign-owned patents throughout the
world. It must be stressed, of course, that the issuance of
patents to foreigners is not a reliable indicator of the rate
of interdependence, but that these data reflect the inter-
national expansion of technology transfer. In Table 6, figures
about patents issued in different countries show this trend.
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The level of technology exchange and the usefulness of
this process are different, of course, for different countries
and groups of countries and hence they demand special analysis.
For socialist countries, access to contemporary Western
technology is made difficult by the creation of special mech-
anisms for export control.

Multinational corporations are involved in technology
transfer because they have highly developed international
systems for production and marketing. So they have become
important channels for world wide transfer of new products and
technological processes. The acceleration of technology trans-
fer through MNC have made foreign direct investment's "primarily
a movement of knowledge rather than a movement of funds".

(See Barnet and Muller 1975, Vernon 1977, and Sampson 1973.)

Several reports that appeared in the last decade confirmed
the strong correlation between the multinationality of firms
and the intensity of their research and development. This is
also shown in Part 3.2. (See Stobaugh 1974).

In the past, many large multinationals have developed
with little regard to industrial innovations. During the
1960s the major petroleum companies rarely spent more then one
percent of their sales revenues on research and development.
The same can be said about the leading automobile companies
(Johnson 1975, Bertin 1975, and Buckley and Cosson 1976).
In the 1970s, however, this trend began to change. MNCs
began to work more actively in the area of innovation and
development of new products, partly because that activity tends
to go hand in hand with a rapid increase in sales and profits,
so that ties between innovation and increased profits strengthened
during the last 10-15 years (Franko 1976, Lietaer 1979).

Lack of recent information about MNC expenditures on
research and development make an analysis of these expenditures
very difficult. However, certain facts testify to the fact that
in the 1970s, MNC investment in innovating products and pro-
cesses increased significantly. In 1971 and 1972 the leading
U.S. MNCs, well-known for their product innovations, invested
over one billion dollars annually in their foreign subsidiaries,
mostly in Europe, on activities that are classified as research
and development (Vernon 1977).

There are certain differences in the research and develop-
ment efforts of European, American, and Japanese multinationals.
In recent years, European MNCs have been very active in tech-
nological development. According to one report, continental
European MNC are guite conspicuous in their R & D efforts.

53% of the 85 continental MNCs that manufacture in seven or
more countries were among the three most R & D intensive indus-
tries, compared to 44% of the 187 American multinationals.

Only 3-5% of the 21 continental MNC manufacturing in fewer

than seven countries were not based in high technology indus-
tries (Severn and Lawrence 1974, Wolf 1975, and Vernon 1977).
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This high level of R & D effort is especially remarkable
in the largest European MNC, even when compared to the level
of R &€ D conducted by U.S. MNC of similar size. There are
also some differences among U.S., European, and Japanese MNC
in the kind of technology in which these companies specialize.
According to the results of one investigation during the last
30 years, the attention of European MNC was oriented primarily
toward developing new technologies for manufacturing products
that were already being mass produced in the U.S., rather then
toward the development of new products (Severn and Lawrence
1974, Wolf 1975, and Vernon 1977).

During the period 1945-1975, the innovation policies of
the U.S. MNC were oriented toward labor-saving innovations
(61%) , compared to 18% and 16% in European and Japanese MNC.
The main objective of most European and Japanese innovation is
the efficient use of raw materials. Only 18.8% of the U.S.
MNC were directed toward material-saving innovations, compared
to 53.7% and 48.1% in European and Japanese multinationals.
See Table 7.

The scarcity of information needed for a comprehensive
analysis of influence of the MNCs on the innovation process
in industry makes this task rather difficult. But an analysis
of the data available shows not only the complexity of this
problem, but also the important role of MNC in the process of
innovation and technology transfer. One important character-
istic of MNC is related to the problem of innovating: these
corporations demonstrate a high degree of involvement in change-
oriented activities (Creamer 1976).

According to one special report, there are ten basic
channels for the international transfer of technology: trade,
purchase of special services, personal contacts, technical
assistance and joint production agreements, the presence of
foreign military troops in a country,* involuntary leakage
of technological information, observation and imitation,
licensing agreements, joint ventures, and multinational firms.#**

The major advantage enjoyed by MNC is that they can employ
most of these mechanisms for technology transfer, as the es-
tablishment of manufacturing activity by a foreign company will
inevitably involve all of these methods of transfer. So as a
rule, the modern MNC can function as producer, innovator, and
vehicle for technology diffusion. The combination of their
economic independence, structural alignment, and economic
power suggests that these corporations could be among the most
effective agents of technology transfer. One of the oldest

*Although the presence of military troops in a country is
a doubtful source of technology transfer.
**For socialist countries technical assistance and exchange
of technology and licenses play the most important roles.
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but most comprehensive studies shows that during the last
two decades the majority of MNCs have not only become impor-
tant agents in the transfer of technology but that this

structural form of company organization is "...one of the
most important mechanisms, when transfer between nations is
under scrutiny". (See Parker 1978).

But while it is obvious that multinational corporations
are important to the processes of innovation and technology
transfer, it must be stressed that there is a marked lack of
data indicating in detail how these organizations influence
the speed, cost, type, and location of these transfers. Many
observers have studied the importance of MNC influence on
the worldwide spread of technology. However, there exists
only fragmentary evidence that the rate of international
diffusion of technology through MNC and the importance of this
process for industrial development of individual countries is
increasing (Bonin 1972).

Thus the peculiarities of MNC involvement in technology
transfer and the process of industrial innovation need ad-
ditional, more detailed analysis based on new sources of infor-
mation. A special analysis of the influence of the process
of technology transfer through MNC affiliates on the industrial
development of different groups of countries (predominantly
socialist and developing) is also of pressing topical interest.

3.2. The Involvement of Multinational Corporations in
Economic Cooperation Between East and West

East-West economic relations have developed rapidly in the
last 15 years. During this period East-West trade grew
significantly, reaching US $96.7 billion at the end of the
1970s (Feld 1980). Along with trade relations, so-called "new
forms" of economic cooperation have arisen during the last
ten years in the form of long-term compensation projects,and
various forms of industrial cooperation, including co-pro-
duction, licensing, joint ventures, and technology transfer
between Western business firms and industrial organizations
in socialist countries.

During the 1970s multinational corporations began to
take active part in the development of economic relations
between socialist and capitalist countries. At the end of
the 1970s, many of the largest American, European, and
Japanese MNC were deeply involved in East-West economic re-
lations and had signed many agreements for mutual cooperation
in different industries. See Table 8.

Cooperation between multinational corporations and
socialist countries takes many different forms. The various
categories of contracts in common use between MNC and economic
units of socialist countries range from simple technical




Table 8. Involvement of the biggest MNC in East-West economic coorperation 1976.
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assistance and license contracts to joint equity ventures.¥*
These types of cooperation contracts can be divided into
groups:

-- know-how or technological assistance contracts;

~— licenses with payment in cash, royalties, or
resultant products;

-- subcontracting by the MNC in the host country;
this refers to contracts under which the MNC
provides the host country with technical
(construction) know-how, and machinery, equip-
ment, and parts, but does not have significant
on-site installation or supervisory respon-
sibilities;

-- turnkey contracts; this includes all agreements
in which the MNC as suppliers have significant
on-site installation or supervisiory respon-
sibilities;

-- cooperation contracts, in which partner
specializes either in the production of a
part of a product, which is assembled by
one or both partners, or in the production
of a limited number of finished products
that are exchanged to complete each
partner's range of products;

-- joint ventures provide for the co-owner-
ship of capital, co-management, and the
sharing of risk and profit. (See Parker
1978).

In reality, a contract can contain an elaborate combination
of the forms mentioned or have a more complex form.

Using available data on the development of EastTWest
cooperation, it is possible to make a general analysis of types
of contracts involving MNC participation in force at the end

of the 1970s.

As shown in Table 9, the Soviet Union has a strong pre-
ference for turnkey contracts, i.e., contracts for the delivery
of entire plants. In a sample of predominantly West European
MNCs, 67.6% of the Soviet contracts were turnkey contracts;
in a U.S. MNC sample, the figure was 66.1%. The corresponding
percentages for Bulgaria are 42.9% and 38.5%, respectively.

No other type of contract has such strong host country pre-
ferences. 1In second place are co-production and specialization:
47.3% of Hungary's projects with West European MNC are of

these types.

*¥*Organization of joint ventures with participation by
Western firms are now possible in Yugoslavia, Rumania, Hungary,
Poland, and Bulgaria, due to special laws.
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Comparing U.S. and West European MNC with respect to
contract form, we find no significant difference between the
percentage of U.S. and West European turnkey contracts with
the USSR (66.1% and 67.6% respectively) but some differences
with respect to East Germany and Bulgaria turnkey projects
(38.5% vs. 59.9% and 27.3% vs. 42.9%) with U.S. MNC because
of the more recent arrival of the latter.

Contracts between Japanese MNC and Soviet state organ-
izations follow virtually the same pattern as the U.S. and
West European contracts, with 62.5% concentrating on turnkey
agreements, but the Japanese firms negotiated high percentages
of turnkeys with more of the other host countries (50% in
Poland, Bulgaria, and Hungary, and 100% in Czechoslovakia and
Rumania) .

Among the three groups of MNC, European MNC have the most
experience in economic cooperation; Japanese MNC are less
experienced in such cooperation.

It would be useful to analyze in detail economic cooper-
ation between MNC and state enterprises in such areas as
technology transfer, financing, and marketing, as these activ-
ities are common to the majority of contracts.

Western countries have placed legal constraints on
technology transfer through MNC in East Europe. In spite of
this, this process has developed quite rapidly during the
last decade. Technology transfer depends greatly upon
economic peculiarities of individual socialist countries and
their specialized needs as set forth in long-term plans for
mutual economic development and programs of integration.

Table 10 gives an overview of the types of technology
being transferred by U.S. West European, and Japanese MNC,
through cooperative projects in each of the socialist countries.
Among these countries, the USSR has received the largest
share of petroleum-extraction technology, with 86.7% of U.S.
MNC contracts in this sector. This followed by construction
technology (53%), a consequence of the high concentration
of turnkey projects in that country. The next type of tech-
nology concentrated in the USSR is food and agricultural
technology (41.8%) from West European and 42.8% from U.S.
MNC projects.

After the USSR, the second largest country in GNP in East
Europe is Poland, which is the recipient of substantial
shares of MNC technology in the chemical (19.6% from U.S. MNC
and 25% from West Europe in MNC), machinery (15.7% and 31%),
and electronics (14.7% and 50%) sectors.

Rumania concentrates its attention on receiving technology
for producing transport equipment (28%) and machinery (12% from
U.S. MNC and 25% from West European MNC).
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Table 10. Technology transfer, by project, as a percentage
distribution in host countries.

a. U.S. MNCs (N = 110, no. of projects = 371}

USSR Bulgaria Czech. East Hungary Poland Romania 7-Country

Germany Total
Agriculture i
& Food 44.4% 11.1% 7.4% 3.7% 14.8% 14.8% 3.7% 100%
Textiles,
Paper 30.4 4.3 2l.7 8.7 8.7 8.7 17.4 100
Chemicals 48.5 8.2 7.2 3.1 5.2 19.6 8.2 100
Metals 59.1 - 4.5 - 4.5 22.7 9.1 100
Machinery 53.9 1.1 7.9 -- 9.0 15.7 12.4 100
Electrical
Equipment 50.8 6.2 3.1 - 10.8 15.4 13.8 100
Transport
Equipment 33.3 - 4.2 4.2 8.3 12.5 16.7 20.8 100
Mining 86.7 -~ -- -~ -- - 13.3 100
Construction 53.3 6.7 6.7 8.9 6.6 8.9 8.8 100
Services 62.5 6.3 9.4 - 3.1 6.3 12.5 100

b. West European MNCs (N = 98, no. of projects = 298)
Food &
Agriculture 41.8% 16.7% -- 8.3% 8.3% 8.3% 16.6% 100%
Light
Industry 15.0 - -- -- 55.0 20.0 10.0 100
Chemicals 25.0 3.8 3.8 1.9 25.0 25.0 15.5 100
Metals 31.8 - -- -- 4.5 45.5 18.2 100
Machinery 6.8 6.8 6.8 3.9 29.1 25.2 21.4 100
Electrical
Equipment 6.1 3.0 3.0 - 39.4 36.4 12.1 100
Transport
Equipment 4.7 2.3 9.3 2.3 37.2 16.3 27.9 100
Services 7.7 7.7 - - 23.0 30.8 30.8 100
c¢. Japanese MNCs (n = 14, no. of projects = 22)

Light
Industry 33.3% - - - 33.3% 33.3% - 100
Chemicals 50.0 - 30.0 -- -- -- 20.0 100
Metals 25.0 25.0 - - - 50.0 - 100
Electrical
Equipment -- -- - -- 50.0 50.0 -= 100
Transport
Equipment 50.0 - 50.0 - -- -- -- 100
Services -- 100.0 - - his - .- 100

SOURCE: Negahdhi, A. ed. Functioning of the Multinational
Corporation: A Global Comparative Study. NY:
Pergamon Press, 1979. P. 176.
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Hungary acquires technology predominantly in the light
industry and electrical equipment, mostly from West European
and Japanese MNC.

In several reports no strong correlation was found
between type of contracts and complexity of transferred tech-
nology. In the majority of cases, the technology transferred
was simple even when complex co-production and. joint venture
vere involved (Parker 1978).

An important characteristic of the technology transfer
process is that as a rule, it tends to exclude new and com-
petitive technology. However, the degree to which technology
is transferred can be estimated by the duration and complexity
of the contract. For example, according to one estimate, a
low level transfer is indicated under short-term licensing
agreements, in which the use of transferred technology is
less effective than in long-term co-production and ijoint
venture projects, where the technology is used more exten-

sively (ECE, 1973, St. Charles 1974, and Functioning of the
Multinational Corporations: A Global Comparative Study 19%79).
But the absence of sufficinet data makes it difficult to
substantiate this.

Another important characteristic of the technology
transfer process is the existence of technology export controls,
which decrease the effects of technological exchange between
countries. But in spite of these controls, MNC and their
affiliates throughout the world could in the future serve as
effective channels for technology transfer and industrial
cooperation between East and West.

In socialist countries a) a high proportion of the pro-
jects are financed through counter-purchase or compensation
agreements; b) a significant share of the MNCs contributions
consists of intangible assets, such as patents, know-how,
trademarks, patents, services, and so on.

Because as a rule MNCs have a well developed global
marketing organization, cooperation with them in the area of
marketing could be very fruitful for socialist countries,
especially in "three-party-cooperation" with the participation
of developing countries.

4, CONCLUSIONS
The preliminary analysis of data available about MNC

and the influence of MNC on industrial development of different
countries allows us to make several conclusions.
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1. Although much study has been devoted to MNCs,
there is no universal definition of a multinational
corporation in scientific literature. In general,
an MNC is a large corporation that carry out complex
business activities through affiliates in several
foreign countries. As a rule manufacturing MNC
carry out a complex set of operations ranging from
R &€ D to marketing a variety of goods.

2. During the last ten years the influence of
manufacturing MNC has increased significantly

and these corporations have now become an im-
portant factor in the industrial development of
many developed and developing countries. According
to recent forecasts, the role of MNC and their
influence on industrial development will con-

tinue to increase in the future.

3. A comprehensive analysis of MNCs' influence

on industrial development would be very difficult,
as there is practically no information about their
development in national and international
statistical sources.

4, The influence of MNC has a strong correlation
to the increasing importance of direct foreign
investment in national economies as well as to

the increase in interdependence and international-
ization of economic development.

5. There are several main directions for the
influence of MNCs on industrial development.
This is of course not equal for the different
groups of countries. MNCs influence developing
countries and certain developed countries more
than socialist countries. This influence is
carried out through direct foreign investment,
technology transfer, creating affiliates, ex-
traction and distribution of raw materials, and
SO on.

6. The influence of MNCs on the industrial
development of the socialist countries is very
limited and is carried out mainly through inter-
national trade, economic cooperation, and
technology transfer.

7. One of the main directions of MNC influence on
industrial development is the process of technology
transfer through affiliates. Now in this affiliates
is concentrated significant scientific and tech-
nological potential. During the 1970s MNC
investment in R & D activities increased, es-
pecially in European and Japanese corporations.

But in spite of this, MNCs are now oriented mainly
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toward assimilation of new ideas and production
of new goods and not toward generating new in-
ventions. The increasing attention being paid
to R &§ D activities by MNC is related to the
formation of closer ties between innovation and
profits during the last decade.

8. In the area of R § D, U.S. MNCs have been.
largely oriented toward labor-saving innovations;
in the last decades European and Japanese MNCs,

on the contrary, use innovation for more efficient
use of raw materials.

9. Multinational corporations now take a very
active part in transferring technology through
different channels, such as licensing agree-
ments, joint ventures, technical assistance,
technical service, etc. However, the influence

of MNC on technology transfer at the international
and national levels, as well as the importance

of technology that is transferred through MNC

to developing and socialist countries, need
special study.

10. During the 1970s MNCs began to take part in
industrial cooperation between East and West.
MNCs'now cooperate with socialist countries in

a number of different forms, from licensing
agreements to joint ventures. However, the
process of technology transfer between East and
West is limited by the existence of certain re-
strictions in Western countries.

11. An analysis of available data shows that

MNC now have an important influence on the
industrial development of many countries. This
problem needs more comprehensive study, especially
in the field of technology transfer, direct
foreign investment, extraction of raw materials,
and so on. Only after understanding of the
peculiarities of MNC influence and their develop-
ment, system of management etc., would it be
possible to propose recommendations about using
their opportunities for industrial development

of different groups of countries.

Thus it is possible to conclude that a more comprehensive
study of peculiarities of MNC influence on industrial develop-
ment is very important, and it would be a useful analysis in
IIASA's Industrial Development project.
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