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The purpose of this investigation is to describe and
document certain behavioral characteristics of the multina-
tional corporations and to point out some of the special prob-
lems they create for economists. Theirs is a new way of ore
ganizing and controlling international business units and
relatively little is known about the consequences for economics
and politics. The primary area of study with which this in-
vestigation is concerned is the multinational corporations'
economic power and the inability of nations to effectively con-
trol it.

The conglomerate world corporation is a recent phenomenon
and as a result insightful data is limited and difficult to
find. A primary sourcé was United States government documents,
particularly Senate Hearings, which provided an invaluable
source of both statistical and literary data. Another United
States government agency, the Commerce Lepartment, provided
agegregated statistical data, much of which canno; be broken
down to identify a multinational's investment activity. Other
public sources included the United Nations, European Economic

Community, and the Organization for Economic Cooperation and



Development. 1In addition to governmental sources, a few
scholars have devoted both monogfaphs and articles to the
study of this organizational phenomenon and these sources are
extensively used as reference material for this study.

- Four chapters outline the framework fof this investiga-
tion. The first chapter has an introductory type format with
heavy emphasis on descriptive statistics. The purpose here is
to illustrate the newness, vastness, techniques, and economic
importance of multinational investment. Chapter Two is devoted
to a discussion of certain economic consequences of multina=-
tional corporate power. Particular emphasis is given to the
power to manipulate prices, production, and credit which allows
these firms to circumvent national fiscal and monetary policies.
In another section of this chapter sgmerof thg more beneficial
aspects of multinational corporations are discussed, such as
their potential to disseminate technology which helps provide
the foundation for growth that is so important to developing
pations. In a third chapter evidence is presented to show the
lack of international harmony in regard to public policy and
the economig power of multinational firms. Differing ideologies
toward competition and the role of government in relation to
economic power are major sources of disunity.

Because of the limited data available and the brief history
of the multination corporation, conclusions in Chapter Four
are classified as tentative. However, serious questions are

raised as to the adequacy of economic theory to explain the



behavior of this type organization. If economic theory is
inadequate, it follows that public policy based on such theory
is misguided and ineffective. After more conclusive .research
is done on the behavior of these firms, will nations then be
able to insure that this world-wide conglomerate power is used

to benefit the public interest?
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CHAPTER I
THE RISE OF THE MULTINATIONAL CORPORATION
The Changing Nature of the
International Economy

The organization of the international economy has under-
gone a subtle evolutionary process in response to the induse
trialization of modern economies. The modern corporation is
the vehicle for this evolutionary movement. International
trade now means much more than the traditional "law" of com=-
parative advantage which is based on a geographical division
of labor that efficliently produces goods at their lowest costs
and, therefore, prices. If there is a principle of comparative
advantage in the contemporary world, its foundation is based
on superior technology rather than geographic location.l

Accompanying this change in the international economy is
the recent pursuit of markets, i.e., populations with purchase
ing power, rather than the traditional search for raw materials
used by international companies. This heavy postwar expansion
has taken the form of direct foreign investments, i.e., the
creation or purchase of local companies as foreign subsidiaries.
Figure 1 illustrates that this movement has been largely a

post World War II phenomenon. Sidney E. Rolfe and also Mira

l4yowe Martyn, International Business (London, 1964),
ppo 13-‘170
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Fig. 1l==The growth of direct United States investment
abroad, 1929-1970. "U. S. Business Investment in Foreign

Countries," United States Department of Commerce (1960); Sur-
vey of Current Business (September, 1967 ); Survey of Current
Eusiness (March, 1970) .

Wilkins believe international production was well on its way

at the turn of the century.2 However, the emergence of cartels,
price setting agreements, and divided markets retarded the move-
ment. In addition, the depression, autarky, and World War II
all helped to slow the trend toward direct fqreign investment
and cartelization. Meanwhile, tougher antitrust legislation and
enforcement was being.pursued by the United States government.
After World War II, businessmen, fearing any connection with
cartels, began to seek another method to reach foreign mar=
kets.3 As Raymond Vernon notes, "In the years following

World War II, before the prewar international cértels could

2M1ra Wilkins, The Emergence of Multinational Enterorise-
American Business Abroad from the Colonial Era Lo 12 (Cam=
bridge, 1970).

3sidney E. Rolfe, "The International Corporation in Per-
spective," The Multinational Corporation in the World Economy,
edited by Sidney Holfe and Walter Damm (\ew York, 1970), p. 24.




effectively regroup, American businessmen rediscovered Europe;
at the same time Europeans began to discover one another arnd
the American markets."4

Licensing of patents, trademarks, and technological exper=~
tise, which was such a vital tool of the cartel era, is still an
important part of corporate strategy. However, a recent National
Industrial Conference Board survey indicates a steady trend
away from licensing agreements, The preferred method.is toward
jointly or wholly owned subsidiaries. Table I gives statistical
support to this survey. Put differently, the conventional idea
that goods move internationally but that the factors of produce
tion do not has been in the process of being disproved for
nearly half a century.5

Approximately one-third'of United States' foreign invest-
ment is in Canada. 0ddly enough, after winning her political
freedom from Britain, Canada gradually became an economic depen-
dent of United States-based corporations. The country served
as a "proving ground" for many multinational companies. The
success of these subsidiaries in Canada sparked "parent com-

panies’ to seek expansion into other parts of the world.6

uRaymond Vernon, "Economic Sovereignty At Bay," Foreign
Affairs, XLVII (October, 1968), 112,

5New York Times, "U. S. Tires of Exporting Patents,"
July 22, 1965, p. 50. :

6A. Litvak and C. J. Maule, "The Multinational Corporation:
Some Perspectives," Canadian Public Administration, XIII (Sume
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-#The expression "multinational” is often used interchange~
ably with such terms as international, global, world, or transe

fnational in an effort to describe this new type of arrangement.

. However, according to many experts, a genuine multinational
corporation has significant foreign production subsidiaries
around the globe; derives a large part of its sales and earnings
from these subsidiaries; has an international dispersion of

. corporate ownership; and views its operations as transcending

&\national boundaries.7ﬁ(This is quite different from the tradi-

tional exporting and importing firm. In fact, this type of

business organization comes close to lacking a precedent in
economic history.

Obviously, a considerable amount of "grey area" exists in
such a classification scheme which in turn suggests an evolue
tionary organizational process. H. Pearlmutter gives a behav-
ioralistic example of the necessary maturation process.

Three primary attitudes among international
executives toward building a multinational enter-

prise are identifiable. These attitudes can be

inferred from the assumptions upon which key prod-=

uct, functional and geographic decisions are made.

These states of mind or attitudes may be
described as ethnocentric (or home-country oriented),

polycentric (or host=country_oriented) and geo=-
centric (or world-oriented).8

7Ibid, p. 129,

BH. Pearlmutter, "“The Tortuous Evolution of the Multi=-
national Corporation," Columbia Journal of World Business,
IV (January-February, 1969), 11.
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Adolph Berle has predicted that "the time will come when
any purely national organization of economics will be regarded
as a quaint antiquity."? This prediction has partially come
true with the growth of the multinational firm. Probably the
best operational definition for the purposes of this paper is
as follows:

o« . .[A company is multinational when it] no A\\\
longer distinguishes between domestic and interna=- ]
tional business. Domestic business is subordinated .-
to and fully integrated with a global plan of action.
The head office management staff becomes multinae- '
tional in outlook and responcsibility. Such a com= :
pany would be moving towards both international )
ownership and control of the corporate structure.10 ’
International Business Machines is one of a handful of

companies who are truly multinational; however, even Inter-
national Business Machines is reluctant to allow much foreign
participation in controls or profits. ¥hy? It is reluctant
so the parent firm can "be free to make any decisions for any
given [}ubsidiarj], on manufacturing policy and the like, that
are in the interest of World Trade Corporation [fhe parent
company for I. B. M.'s overseas operationé] as a whole."11

From its parent offices, the multinational corporation
stretches across the earth to operate manufacturing subsidiaries,

sales agencies, joint ventures, and other affiliates in numer-

ous nations arocund the world. Frederic C. Donner of General

9Adolph A. Berle, Power Without Property (New York, 1959),
p. 119,

10; i tvakx and Maule, op. cit., p. 318.

ligobert Sheehan, "I. B. M. Abroad," Fortune, LXII (Novem=
ber, 1960), 1€6.



Motors describes this trend as ''the emergence of the modern
industrial corporation as an institution that is transcending
national boundaries."1?

State regulation of large corporate business in America
became ineffective some fifty or sixty years ago. Today, we
see each nation's ability to regulate multinational firms trans=
cended in the same way. For example, the president of one
United States-based multinational firm recognizes the trans-
national nature of these organizations but "would not vieﬁ
differences among the legal systems of various countries as a
really serious handicap" to the operations of his firm.13

What the world is now observing is a vast internationalie
zation of production on both sides of the Atlantic and in Japan
as well, i.e., by all the major industrialized countries. 1In
the late forties and early fifties most multinationals were
European-based firms. Such names as Britian's Imperial
Chemical, Switzerland's Nestle, Holland's Philips Lamps, and
British=-Dutch companies like Unilever and Shell were virtually
alone in this type of organizational activity. The ﬁnited States~-
based Standard 0il Company (New Jersey) could be included in

14

the group at that time. However, beginning in the late 1950's

[

124yy1tinational Companies," Business Week (April 20,
1963), p. 68.

13ponald P. Kircher, "Now the Transnational Enterprise,"
Harvard Business Review, XLII (March-April, 196L4), 174,

14"vyyltinational Companies," Business Week (April 20,
1963), pp. 63-66.




United States-based multinational firms began to dominate this
elite organizational cluster. The Swedish economist Cunnar
Myrdal has pointed out that "there has been a strong bias in
favor of direct investment through either the establishment or
the development of the United States enterprise abroad."l5
Extent of Participation by
the United States

In 1950, one=-third of the 37 billion dollars in foreign
sales of United States firms came from export trade. By Eon-
trast, in 1964 only one-fifth of 110 billion dollars in foreign
sales were generated by exports. The remaining foreign sales
came from foreign subsidiaries of United States based parent
firms., This fact has added significantly to the United States'
balance of payments problem. Further, sales in Europe by
United States subsidiaries jumped from 7.6 billion dollars in
1958 to 19.3 billion dollars in 1965.16 By 1968 the sales
figure for United States subsidiaries abroad had risen to
60 billion dollars and' is estimated to be 70 to 75 billion
dollars by 1970. That is three times the figure at éhe bew

ginning of the 1960's!l7

13Gunnar Myrdal, An International Economy (New York,
1956), p. 105. X

161y, s, Business in the New Europe,'" Rusiness Week
(May 7, 1966), p. 96.

17vpinancing U. S. Multinational Enterprise,'" Business
in Brief (August, 1971), p. 2.



Laying the foundation for the above trend was the number
of United States affiliates abroad, which shot up from about
10,000 in 1957 to an estimated 25,000 at the present time.
Uniroyal offers a good example of the trend.and even justifies
its recent name change by saying, "We have 28 research and
manufacturing centers in 23 countries--we do business in 150
countries . . . 'Uniroyal' stands for a company that is now
meeting the research and manufacturing needs of the whole
polygot world."18

This is a shocking situation to some Europeans. In The

American Challenge, J.-J. Servan-Schreiber alarmingly points
out that the subsidiaries of United States based corporations
in foreign countries have an annual output exceeded only by
the United States itself and Russia's gross national product.
This fact makes these subsidiaries the third largest industrial
power in the world.19

Sidney Rolfe thinks that Schreiber is "calling wolf" to
his European neighbors. If we accept the not too unrealistic
definition that a multinational company is one with at least
six producing affiliates in other countries and more than twenty-
five percent of its earnings, assets, employment, or sales

(excluding exports) in other countries, then the United

18pjchard Barber, "American Business Goes Global," The
New Republic, CLIV (April 30, 1966), 1k.

19J.-J. Servan=-Schreiber, The American Challenge, trans-
lated by Ronald Steel (New York, 1968}.
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States and Western Europe are not too far apért. The United
States has from seventy~five to eighty companies in this cate~
gory. Western Europe has an aggregate number approaqhing
seventy-five. 1In addition, Rolfe points out that the European
number is conservative because of the fact that data from those
countries are lécking.zo

What are the primary reasons for the recent movement
toward establishing foreign subsidiaries?

Overseas earnings of United States subsidiaries were soaring
during the 1940's and 1950's. PBusinessmen noticed that their
return on investment was also more attractive in foreign markets.
At the same time domestic profit margins were slipping, partly
because of a saturated market. In addition, UnitedAStates'
antitrust laws threatened to limit growth in the domestic mar-
ket. As a result, General Motors and Ford have invested over
3 billion dollars in twenty-six countries since'1950. Most of
the funds came from retained earnings of the auto makers'
foreign subsidiaries.?31

Other businesses had to invest abroad in 6rder to defend
markets they had developed by export trade. Competitors began

to move into foreign markets and the trend multiplied. Many

times businessmen found cheaper raw materials and labor in

20Sidney E. Rolfe, "The Multinational Corporation,"
Headline Series, No. 199 (February, 1970), 34.

2l"yultinational Corporations," Business Week (April 20,
1963), pp. 66-77.




foreign markets, not to mention the attractive tax breaks
offered by developing countries. The success of the Marshall
Plan in Europe encouraged United States-~based multinationals
to participate in the growth of the European Common Market,
and the European Free Trade Association.?? Eiirope was hungry
for modern technology as well as effective management and mar-
keting techniques, and its people were earning the necessary
purchasing power to support these advancements. There is
little doubt that United States companies have the competitive
edge in these growth areas. The advantage in Europe was ex=
pressed by one United States company official: "We make bigger
profits abroad-~due to less competition; in large part. . .
you have to shave your prices more in this country."23

The successful administration of this so-called "Third
Industrial Revolution" has been made possible by modern manage=-
ment techniques and computer information systems, i.e., elaborate
planning and control systems which are the essence of cyber-
netics applied to management. When a multinational firm de-
velops a large, sophisticated, and well-organized gréup of
management experts and techniques, it must be operated at a
high level of capacity. This means continuously acquiring new

and integrating more operating units into this elaborate system

220The Impact of U. S. Direct Investments," World Business
(November, 1966), pp. 5=7.

23"Big Move Abroad in Business,”" U. S. News and World
Report, XLI (June 1, 1964), 94.
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for control purposes. In effect, growth begets growth and the
dynamic process has no end. This indicates for all practical
purposes a declining marginal cost of management rather than
the classical increasing marginal cost.zu

. Table II shows the growth of United States foreign direct
investment in the last twenty years and the growth of foreign
investment in the United States. United States direct invest-

ment abroad has grown much more rapidly than foreign direct

TABLE II

UNITED STATES DIRECT INVESTMENT ABROAD AND FOREIGN DIRECT
INVESTMENT IN THE UNITED STATES, 1950-1969+%

——
—

United States Direct Foreign Direct
Year Investment Abroad Investment In The
: United States
1950 ' 11.8#*x 3.4
1960 31.9 6.9
1964 4y .4 8.4
1965 . b9.s 8.8
1966 s4.7 9.0
1967 59.5 9.9
1968 64.8 10.8
196g**+ | 69.8 12.1

*Hearings before the subcommittee on Foreign Economic
Policy, July 27, 1970, p. 779.

**Bjllions of dollars. ***Estimated figures.

2%pavid 'S. R. Leirghton, "The Internationalization of
American Business," Journal of Marketing, XXXIV (July, 1970),
l}-j .




investments in the United States., In the last few years the

United States' growth has approached an average of almost ten

percent annually. All of this direct investment is financed

partly by United States capital outflows, partly be retained

earnings and depreciation of foreign subsidiaries, and partly

by foreigne-raised capital, especially in the Eurodollar market,as
The National Industrial Conference Board made a study of

multinationals' direct investment and its significance. Using

v

a 1954-1964 growth rate, the Conference Board predicted approxi- X
mately twenty-five per??ﬁfwﬁﬁwikgwrﬁsx of the world's gross na-
tional product would come from branches and subsidiaries of

st srts o CHA TS N

the United States=based corporatlons by 19?;, and some thirty-
fi;:m;;:;:;twwould be "United States-tinged." Further, the
Conference Board projected twenty percent of the 1675 United
States' gross national product would be "European~ or Japanese-
tinged." These projections reveal the powerful economic impor-
tance of multinational corporations.26 ,;%f

In 1964, United States firms were operating in 102 of the
112 countries which were then members of the United Nations. 4

primary boost to this growth is intensive research and develop=~

ment conducted throughout the world economy. In this same

25A Foreign Economic Policy for the 1970's, 91lst Congress,
2nd Session, Part 4, (Washington, 1970), p. 913.

265anford Kose, "The Rewarding Strategies of Multination- .-
alism," Fortune, LXXXIII (September 15, 1968), 100.
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year roughly 500 million dollars of private funds plus 100
million dollars of United States' government funds were de=-
voted to research and development by United States foreign
subsidiaries. These figures do not tell the whole story. A
major source of technological diffusion comes.from patent cross
licensing agreements between companies.?/ "Reported" money
incomes flowing to United States parent firms and generated

from licensing agreements are shown in Table III.

TABLE III

REMITTED EARNINGS TO UNITED STATES PARENT FIRMS*

kemitted Earnings
Year End Income Fees and Royalties from
Licensing Agreements
1919 o Shxx N.A,
1930 .88 N.A.
1950 1.48 .13
1955 2.17 .16
1960 3.00 ' 40
1961 3.56 A6
1962 3.95 .58
1963 4.16 . .66
1965 5.39 .91
1966 5.59 1.05

*Survey of Current Business (September, 1966), p. 40.

**Rillions of dollars.

27Joseph Rosapepe, "American Business Abroad," Exchange,
XXV (September, 196L4), 10=-11.
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Where Multinational Investment
Is Locating

Multinational subsidiaries usually dominate foreign mare
kets in industries that require large scale production units
and rapid technological change, such as chemicals, petroleum,
elecfronics, machinéry, and drugs. However, all sections of
United States=based business have entered the multinational
game in varying degrees, as Table IV indicates. George Cain,
chairman of Abbott Laboratories, a 145 million dollar’a year
pharmaceutical company with subsidiaries in twenty-two countries
states: "We are no longer just é United States company with
interest abroad. Abbott is a world enterprise, and many major,
fundamental decisions must be made on a global basis."28
Supporting suppliers have also recognized the need to consider
a multinational venture. The general attitude seems to foliow
the thinking exbressed by one steel company executive: "If a
big domestic customer goes abroad with a manufacturing opera-
tion, why not follow him and try to sell him overseas as well
as here?"?3

Representing an ever increasing number of United Statese=
based multinationals are "business development" specialist who
roam the world looking for attractive acquisitions. "We have-
reached the point now where we don't even make an acquisition

unless it has implications that are useful in at least four

28"Mu1tinationa1 Companies," Business Week (April 20,
1968), p. 68..

29"Rushing to Span the Globe," Business Week (August 8,
1964), p. 21.




TABLE IV

NEW FOREIGN ACTIVITY BY INDUSTRY, 1961-1968%

16

”
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: sl £ | 5| %
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Farming 8 1 2 11
Mining 232 63 23 318
Construction 39 3 10 52
Food : 317 115 85 517
Textiles 119 8 86 213
Apparel 61 9 109 179
Lumber and Furniture 79 1% 33 126
Paper 138 Lo 53° 231
Printing and Publishing 75 12 16 103
Chemicals 791 254 180 1,225
Petroleum 78 29 15 122
Rubber and Plastics 103 52 51 206
Stone, Clay, and Glass 129 36 L6 211
Primary Metals 250 62 84 396
Fabricated Metals 283 51 153 L8y
Machinery {except electrical) 637 154 343 1,134
Electrical Machinery 515 105 249 B69
Transportation Equipment 377 111 206 695
Scientific Instruments’ 228 67 65 350
Wholesale-Retail Trade 183 L3 34 260
Finance and Insurance 438 95 24 557
Transportation and
Business Services 381 53 52 486

*RBusiness Abroad (May, 1969), p. 17.

or five countries,"

president of Corn Products. 3%

says Beverly Warren, executive vice=

30ny, s. Business in the New Europe,'" Business Week

(May 7, 1966), p. 114.
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Some of America’s best known firms are deriving fifty

et

percent or

- o -

more of their earnings from foreign operations;

a partial list would include International Telephone and Tele=-
graph, Jersey Standard, Mobil, National Cash Register, Colgate-
Palmolive, H. J. Heinz, Charles Pfizer, and F. W. Woolworth,31
Detailed data concerning the operations of most companies
involved abroad is very scarce. In Table V, eight of the ninee~
teen companies furnishing data on profits had overseas produce
tion accounting for more than half of net income. This includes
only consolidated income. If the income of non-consolidated
subsidiaries were taken into consideration, the totals would
obviously be higher.

Foreign investment prior to World War II was concentrated
in the areas of petroleum and mining. During the past two
decades a shift in emphasis has been made with more interest
going to manufacturing investment. This reflects the global
approach of mg}tinational firms, especially in Canada and
Europe. Fipgure 2 illugtrates this important shift toward
manufacturing investments by multinationals in order to better
serve the lucrative markets in developed countries.

As previously mentioned, Canada has attracted a major
proportion of United States funds for foreign direct invest-

ment. However, the lucrative European markets have received

3yowe Martyn, "Multinational Corporations in a National=-
istic World," Challenge, XIV (November-December, 1965), 13.



TAELE V

SOME BIG PLAYERS IN THE GLOBAL GAME?

1967

18

Number of

Percent.

Countries Percent
Company with Total Percent Net
Production | Assets Sales Income
Facilities | Abroad Abroad Abroad -
General Motors 24 154 14d 7d
Standard 011 (N. J.) Lsb 56 68 52
Ford Motor 27b Lo 36 g2f
Chrysler 18 314 21¢d N.A.
Mobil 0il 38b L6 N.A. 45
International
Business Machines 14 34 30°¢ 32
Gulf 0il 48b 38 N.A. 29
Du Pont (E. I.)
de Nemours 16P 12 L N.A.
International Telephone .
and Telegraph 60 L7 L7 50
Goodyear Tire and Rubber 35 22 30¢ 30
International Harvester 18b 21¢€ 17 10
Caterpillar Tractor 4 25 14 N.A.
Minnesota Mining and
Manufacturing 24 29 30 29
Singer 28b 58 50¢ N.A.
Corn Products 33 L7 L6 Lo
Anaconda 9 Ly 32 57
Colgate-Palmolive 43b 50 55¢ ‘N.A,
National Cash Register: 10 L1 Ly 51
Massey-Ferguson 22b 84 30 N.A,
Heinz (H. J.) 15 55¢€ L7 57
Warner-Lambert
Pharmaceutical L7 32 33 33
Pfizer {(Charles) 32 50 48 52
American Standard 21b 30 28 39
Abbtott Laboratories 24 27 26 26
U. S. M. Corporation 25 50 . 54 57

8rortune (September 15, 1968), p. 105.

bIncludes unconsolidated affiliates and manufacturing

franchises.

®Includes export sales from the United States.

dExcludes Canada.

epercent of net assets abroad.

frord's profits in the United States were substantially
reduced by the auto strike.

<
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Fig. 2.~=The shifting emphasis of foreign direct invest-
ment, (50 billion dollars). [Forld Business (November, 1966},
P 83

prime consideration in recent years. United States-based mﬁlti-
nationals have had great success in both the European Economic
Community (Common Market) and the Europe Free Trade Associa-
tion whose members are primarily Scandinavian countries.
Table VI discloses the extent of investment in Canada and the
increasing significance of Western Europe as an outlet for the
United States multinationals' direct investment. It is worth
noting that most of the investment classified in the "other"
column is concentrated in the Middle East oil fields rather
than divided evenly among underdeveloped countries.

Table VII gives a detailed breakdown of the absolute num-

ber of affiliations of United States multinationals in various
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TAELE VI

SHARE BY REGIONS, 1950-1967*
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Canada Western Latin Other
Year Percent - Europe America Percent
Percent Percent

1950 L6.2 18.8 6.5 28.5

1955 k2.9 15.8 20.3 21.0

1960 26.9 57 .5 5.7 9.9

1965 26.7 43.3 7.9 22.1

1966 30.7 50.9 7.8 10.6

1967 12.7 50.6 L.7 32.0
1950=-

1967 27.2 37.8 14.6 20.3

*Isaiah A. Litvak and Christopher J. Maule, editors,
Foreign Investments: The Experience of Host Countries (New
York, 1970), p. 91.

parts of developed and underdeveloped regions of the world.
The heaviest activity has been in developed nations.

The tremendous iﬁportance of the multinational corporation
as the institution that is transforming the world's economy
has been fully recognized by two great universities-~Harvard
and Columbia. Both of these schools have established special
departments to study this organizational phenomenon. In addi-
tion, special research projects on the multinational corpora-
tion are being sponsored by these two universities. The

results of these studies should take us a step closer to



TABLE VII

WHERE UNITED STATES BUSINESS IS
LOCATING ABROAD, 1961-1968%
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Western Europe 2,941 708 886 4,535
European Common Market 1,637 Loo L48 2,485
Belgium=-Luxembourg 330 63 35 428
France 314 81 122 517
Italy 318 67 105 L9o
Netherlands 267 63 51 381
West Germany Lo8 126 135 669
European Free Trade
Association 998 280 374 1,642
Switzerland 173 30 15 222
United Xingdom 652 206 296 1,154
Sweden 79 16 L2 137
Other EFTA 90 18 21 129
Western Hemisphere 1,364 482 417 2,273
Canada 528 242 148 - 918
Mexico 271 79 80 430
Argentina 80 34 61 175
Brazil 71 39 33 143
Venezuela 60 17 30 107
Asia 799 98 530 1,427
Japan 336 29 Li12 777
India 113 17 Lo 170
Africa 187 30 68 285
Oceania 287 86 110 L82

*Business Abroad (May, 1969), p. 16.




understanding the multifaceted aspects of the multinational
enterprise.32

The changing nature of the international economy indicates
that changes may be required in conventional economic and po=-
litical thought. What will be the effect upon the economic
theory of the corporation? Does traditional theory adequately
explain the behavior of the multinational firm? What are the
effects upon home and host countries? Can governments insuré
that economic benefits will accrue to them? What is the ef=-
fect of a localized national policy on operations of transe
national firms? What benefits does the internationalization
of production provide? In what areas does the world-wide firm
need to be more socially responsible?

Some of the more ocutstanding characteristics of the move=-
ment toward a global corporate system will be discussed in the
next two chapters. These characteristics, whether new or old,
must be considered if one is to staisfactorily answer the above

questions.,

32for a synopsis of specific topics under study, see Lee
C. Nehrt, et al., International Business Research Past, Present
and Future (Indiana University, 1970}.




CHAPTER II

SOME ECONOMIC CONSEQUENCES OF-
THE MULTINATIONAL CCRPORATION

The impact of international investment is exemplified by
the following aggregate statistics of worldwide éroduction.
Almost 400 billion dollars worth of goods and services are
produced as a result of international investment. One-half of
this production is created by United States-based companies
who produce an estimated ten percent of the world's none-
communist output. The total value of production from United
States subsidiaries alone is exceeded only by the gross national
products of the United States and Russia. Over the past two
decades the output from international investment has grown
twice as fast as overall world production. It is projected
(using present growth rates) that multinational firms will be
supplying one-half of the gross world production (GWP) bylthe
end of this century.l ' }& 

As a company expands its business operations overseas, its -
behavior becomes subject to a number of environmental factors.
Some of these environmental factors are government taxes, cus-
toms duty rates, local licensing restrictions, antidumping {

requirements, antitrust restrictions, differences in cultures

lyudd Polk, "The Rise of World Corporations," Sa turday
Review, LII (November 22, 1969), 32-33.
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and customs, local export incentives, local currency devalu=
ations, nationalistic pride, and many others. These factors
often become as important to the multinational enterprise as
the traditional business or commercial factors. Formulation

of a corporate policy that will embrace all of these factors

is a difficult challenge to all multinational'firms. Neverthe=
less, global firms have managed to grow by becoming experts

in circumventing the adverse effects of various environmental
policies.2

In order to take advantage of these so~called "loopholes,"
the traditional theory of a maximum profit for each unit is
often secondary to the overall corporate good. John Powers,
president of Pfizer corporation recognizes that "practice is
ahead of theory. and policy"3 in many areas regarding the multi-
national corporation.

The remainder of this chapter presents an overview of some
of the economic flexibility and notability obtained by global
firms. No pretense istmade at an in-depth discussion of each
topic. The purpose is to give exposure to a few important

economic aspects with some detail.

2James Greene and Michael Duerr, Intercompany Trans-
actions in the Multinational Firm (New York, 1970), pp. 1=-5.

3& Foreien Economic Policy for the 1970's: Hearings
before the Joint Economic Committee, S91lst Congress, 2nd session,
Part 4 (Washington, 1970), p. 813.
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The Eccnomics of Transfer Pricing

Transfer pricing in its broadest sense includes the intra=
organization sale of goods, pricing on loans to subsidiaries,
research and development fees, management fees, and royalties
from patents, copyrights, and trademarks. Using these various
aspects of transfer pricing, a company can vary its policies
in order to adjust to the previously mentioned environmental
factors. For example, "a company that is attempting to crack
a new foreign market, or to expand its share of a market fre-
quently suppresses at the outset administrative, research, or
other expenses in establishing 'costs' in its transfer price."b
Such power adds a tremendous amount of flexibility which can be
used to achieve the most beneficial results for the organiza-
tion as a whole.

Multinational corporations are subjected to the varying
fiscal policies of many national governments. 'Most executives,
however, do not challenge the demands of multiple taxing juris-
dictions, but attempt to construct transfer pricing policies
that will satisfy these jurisdictions and serve the basic goals
of their companies."® For instance, if limits are placed on
royalty fees submitted to the parent company, the parent com-

pany may adjust its other transfer prices in order to maintain

uJames Greene, "Intercorporate Pricing Across National
Frontiers," The Conference (2oard Report, VI (October, 1969),
Ly,

51bid, p. 45.
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total compensation to the parent. Or, when management fees are
not tax deductable in a certain country but royalties are, such
fees can be shifted to increased royalty payments. Where ex-
change controls or rapid inflation exist, the parent firm may
maximize its export prices in order to reduce the subsidiaries'
earnings that would be exposed to erosion. Conversely, when
tariffs in a host country are high, or income taxes low, the
parent company may atteﬁpt to maximize the profit margins of
the local subsidiary by lowering transfer prices. These higher
profits may then be remitted to the parent firm.6

Many parent company executives try to bring the product
to a subsidiary, or vice versa, at the "right" price. Some
observers note that the "right" price is not always directly
related to the cost of producing the product. The interna-
tional vice president of a machinery maker explains this policy:

In general, we operate by setting target pro-

fits for overseas units without reference to com=

mercial relations. . . Flexibility is mandatory

to reflect local customs and/or problems of commer=-

cial restrictions and practices, marketing and manu-

facturing, exchange controls, and nationalism.

Other executives believe the "overall corporate good" must
take precedent over the subsidiaries' interest. Therefore,

prices among subsidiaries are juggled in the interest of the

whole organization. The vice president of a chemical company

6Greene and Duerr, op. cit., pp. 2-3.

7Ibid, p. 8.
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supports this view and explains how his company implements
it:

OQur basic policy has been to establish selling
prices for goods and services at a level that provides
the most favorable over-all tax treatment. For ex-
ample, we try to transfer raw materials from the
U. S. to a manufacturing affiliate abroad at the
lowest possible price, if the tax rate in the receive
ing country is lower than in the U, S. The ‘actual
price established becomes a compromise on what would
be allowable by the I. R. S. in this country.

United States taxes are levied on dividends remitted to
parent companies rather than the income of a foreign subsidiary.
When corporate tax rates abroad are lower than the United
States' rate, companies defer taxes by reinvesting profits into
the host country. Therefore, the ultimate tax burden could be
halved (assuming a fifty percent tax rate) by treating accumu-
lated profits as a capital gain rather than as dividends to
the parent firm. In other cases, "shell" companies are es-
tablished in low=tax countries to receive profits from sube
sidiaries in higher-tax countries and reinvest them or simply
hold them as liquid assets. In still other cases, merchandise
is shipped from a high~-tax country at stated prices which re-
present little or no profits, and consequently marked up in

the low-tax country in order to earn profits with minimal

taxes.9

8Ibid, p. 14.

9Charles Kindleberger, American Business Abroad (New
Haven, 1969), p. 47.




The United States government has developed the most com=
prehensive set of guidelines for companies to follow in their
transfer pricing decisions. This is true because the United
States government realizes the ramifications that transfer
pricing decisions will have on its tax revenues. Section L82
of the Internal Revenue Code was created especially for multie
national corporations. Two basic reasons for the incorporation
of Section 482 are first, to prevent potential corporate tax
evasiég and second, to insure that the United States gets its
"fair" share of the taxes on income earned by a multinational
corporate system.10 The administration of this law is ex-
tremely d}fficult due to the voluhe and variety of prices in
question. For example, pricing of semimanufactured items or
components to be assembled in a foreign subsidiary for resale
to othef foreign affiliates ér cus;;mers poses a‘special problem.
The United States requires fransfer prices to be set at "arm's
length," i.e., the market price to an independent buyer. Since,
in this case there is no independent buyer of tbe product, how
can the firm establish an arm's length price? Preferential
pricing of this sort is difficult if not impossible to identify
by the tax authorities.

Abraham Rotstein believes the explanation of this type of

pricing power requires a new perspective:

10yarren J. Keegan, "Multinational Pricing Is a Complex
Task: The Case of the U. S.," World Business, edited by
Courtney C. Brown (New York, 1970), pp. 170-172,




I have in mind, first of all, the modern multi=
national corporation with its trade between parent
and subsidiary (and among subsidiaries) in different
countries. The prices at which goods such as parts,
components, and finished products change hands are
governed chiefly by taxation and accounting advantages
obtainable in the various countries where the cor=-
poration is located. Prices are set accordingly and

"bear no necessary relation to the market prices for
these goods (if indeed market prices exist for them
at all). There is no doubt that these transactions
are generally regarded as trade, for they are unie
versally included in the foreign trade and balance=
of-payments statisties of the respective countries.
Subsidiaries, moreover, are formally incorporated
in the countries in which they are located.

A second example is the trade between the state=
trading corporations of Communist countries. A vae
riety of factors govern the prices at which goods
are traded here, including the political relations
and national security objectives of members of the
Communist bloc. Such prices bear no necessary re=
lation to world market prices for these same goods.

These two examples differ as much from each
other as they differ respectively from conventional
market trade. What these examples do share in com=
mon can be described negatively: the partners to
these trade transactions are not trading at arm's
length, and the prices are not formed in the market,
Unless we are prepared to exclude such transactions
from our concept of trade (thus excluding a rapidly
growing portion of world commerce), we must accept
in the present period the existence side by side of
market and nonmarket trade in the international
economy. (Those who deny that the above examples
constitute trade must of necessity provide some alter-
native desirsnation for goods which are formally bought
and sold and shipped across international borders
by corporations which are lerally discrete entities).ll

Other Zehavioral Aspects of Global Firms
International finance is affected in a number of ways by

the multinational corporation., Currency is often transferred

11pbraham Rotstein, "Karl Polanyi's Concept of Non=Market
Trade," Journal of Econmomic History, XXX (March, 1970) 118-119.
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from one country to another in an effort to pocket the profits
from disorganized money markets. As an executive at Texas
Instruments said, "We believe in working the hell out of our

money. It's a side benefit of overseas operations, and it's

n}2

foollish to ignore it. In another case a Litton executive

explains why his firm moves currency: "If we can borrow at a
low rate in Switzerland and lend the funds to our operation in
Sweden at the going rate of interest there, why shouldn't we
keep the difference?"13

An interesting éxample of USM Corporation's financial tactics
was recently described by one of its vice presidents, John Webb:

One of our Danish subsidiaries had excess cash
which it lent to another Danish subsidiary that was
receiving goods from the Swedish subsidiary. The
Danish company prepaid its account with the Swedish
subsidiary, and this money financed the movement of
Swedish products into the Finnish subsidiary. What
did the maneuver accomplish? If Finland had been
required to pay for its goods, it would have had to
borrow at 15 percent, the going Finnish rate. 1If
the Swedish subsidiary had financed the sale, it would
have had to borrow at about 9 percent. But cash in
Denmark was worth only 5 to 6 percent. Moreover,
Danish currency was weak in relation to the Swedish;
by speeding up payments to Sweden, we not only ob-
tained cheaper credit, ne hedged our position in
Danish kroner as well.,l

Before the pound was devalued in November, 1967, many multi-

national companies prepared to take advantage of the situation.

12%yy1tinational Companies," Business Week (April 20, 1963)
p. 84.

131bid, p. 8U4.

Wsanford Rose, "The Rewarding Stragegies of Multinational-
ism," Fortune, LXXVII (September 15, 1968), 104,
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The parent firms encouraged subsidiaries in countries with rel=-
atively solid currencies to delay payments for goods sent them
by their British affiliate, taking advantage of the certain
fall in British export prices.

Some firms have used even more sophisticated exchange-rate
planning. Ford Motor Company has an economist especially assigned
to monitor possible devaluation moves in less developed countries.
His job is to know where and when devaluation will take place.

So far, the economist has been correct in sixty-nine of.tﬁe last
seventy=five financial crises.l5

There are unique ways to lower the multinational's tax lia-
bility also. For instance, over three hundred insurance companies
who are subsidiaries of variocus multinational firms insure their
parents' foreign properties. Not surprisingly, many of these
companies are located in Bermuda. Consequently, the premium
income paid by parents to the insurance subsidiary is excluded
from home country taxes.16 |

As currency fluctuations become more frequent and transfer
prices manipulated more successfully, complications ére added to
the computation of a multinational's income tax liability. "Tax
payments made by multinational enterprises are a matter of

bookkeeping, chance, and the vigilance of national taxing

151bid, pp. 104-105.

16"zysiness Sriefs," Wall Street Journal, XLVII (September
8, 1971), 1. ,



authorities,"17 says Raymond Vernon of Harvard's Graduate School
of Business. Treasury Secretary John Connally has called for
an international organization of tax experts from various coun-
tries to develop "international codes of conduct." Among the
tax problems requiring international attention according to Mr.
Connally are "border taxes" that can spur exports and retard
imports, "tax holidays" offered to new exporting plants, dis=-
criminatory treatment of foreign investors, taxes on foreign
investment income, various national corporate income tax struc-
tures, and conducting trade through foreign-based units. If
international tax policy can be successfully creqted, Mr. Con=-
nélly said, "we shall have taken giant steps across mountains
of misunderstanding and across crevices of tax avoidance."18

On the other side of the Atlantic, the Economics and Finance
Ministry of West Germany is considering new tax regulations ap=-
plicable to German-based subsidiaries of global corporations.
Under existing legislation, subsidiaries of foreign firms are
required to pay fifteeﬁ percent tax on dividends and fifty per-
cent tax on nondistributed retained earnines. This rFives them
a decided tax advantage over local competitors.

Under the present system the foreign subsidiary can achigve

substantial bookkeepings profits by transferring surplus funds to

17:zusiness Week (December 19, 1970), p. 107.

18ya11 Street Journal, XLVIII (October 5, 1971) L.




the parent company at only a fifteen percent tax rate. The
parent company can then retransfer some of these funds back
to their subsidiary for more investment in West Germany. The
proposed legislation, to take effect in 197#, will eliminate
this. advantage.

About twenty percent of total invested capital in West
Germany comes from foreign companies. A powerful group of
these companies, including German Shell, Adam Opel Company of
Russelheim, a General Motors Corporation subsidiary, and Philips
G. m. b. H., the Hamburg subsidiary of Philips Lamp Works of
the Netherlands, have organized resistance to the West German
plans. The consortium issued a memorandum saying: "It is
doukbttful whether in these circumstances investment in West Germany
by non-German capital holders will be advisable any longer.919
It will be interesting to see if these multinationals can bring
enough pressure on the West German government to prevent the
enactment of adverse tax reform.

In the field of monetary policy, a nation-state is often
frustrated with efforts to curb the money supply. Multinational
affiliates have access to a world-wide network of funds which
they can bring in from outside the national banking system.

They can borrow from lenders abroad, or they can méintain a cash

position by postponine dividends and other remittances to parent

159¢a11 Street Journal, XLVII (November 2, 1971), 8.




firms, or both. Any of these measures are more difficult to
control than money supplied from national sources; and any of
them can frustrate the national monetary objectives.zo

The United States government has a policy of denying domes=
tic corporations the benefits of trade with Iéon Curtain nations.
The following example illustrates a common practice that United
States based multinationals use to circumvent trade restrictioﬁs.
A Romanian development agency bargained with the Parsons and
Whittemore Company to buy a paper mill. This bargain was.vetoed
by the United States government. The Romanians finally got their
paper mill by dealing with a British subsidiary of Parsons and
Whittemore!?2l

Despite United States trade restrictions, trade with Russia
jumped from ninety-nine million dollars in 1968 to 175 million
dollars in 1969, Most of this increase was accounted for by an
increase in machine tools for an auto plant built under contract
to Fiat, S. p. A.22

These examples of economic aloofness from national policies

have caused Business Week to show more economic enlightenment

than some economists. Speaking about multinational organizations,

20Raymond Vernon, Manager in the International Economy,
(Englewood Cliffs, 19687}, p. 18%.

21

Sanford Rose, op. cit., p. 101.

22yall Street Journal, CLXXXVI (July 20, 1970), 5.
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the popular business periodical notes, '"they are giving new
meaning to the logic of economics."23
The Balance of Payments Relationship
to Global Conglomerates

"Both home and host nations of multinational firms have an
interest in the possible effects upon their respective balance
of payments. In the case of the United States, exports from
foreign subsidiaries receive a tariff cut at the United States
border. An increase in these exports (imports to the United
States) is aggravating to its balance of payments. For ex-
ample, United States based Weyenberg Shoe Msnufacturing Company
is building a plant in Ireland which will export all its output
(750,000 pairs of shoes annually) to the United States market.
Two other firms, Rockwell Manufacturing and Cummins Engine
Company, each produce engines in Germany and England, respectively.
This output is also shipped to the United States market.2% If
this trend continues to multiply, it will cause even more prob-
lems for the trade accsunt of the United States balance of pay-
ments.

The production of United States=-based foreign subsidiaries
causes other types of depreciation to the long standing trade

surplus enjoyed by the United States. For instance, South Africa

23ny. s. Pusiness in the New Europe," Business Week
(May 7, 1966), p. 114,

2¥Russel Boner, "U. S. Affiliates Abroad Challenpe Firms
Here by Expanding Exports," Wall Street Journal,CLXXIV (July
10, 1969) 1.
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used to import United States built cars from Detroit. XNow, Gen-
eral Motors and Ford maintain giant plants in that country

which produce autos for domestic sales and exports.25 These
trends have prompted the United States Government to apply pres-
sure to certain_industriés to produce at home. 1In addition,
restrictions have been placed on the amount of capital which

can be exported, and also on the amount of foreign capital that
may come into this country.

Critics of this policy point out that United States parent
firms receive more revenue from their subsidiaries in the form
of profits, royalties, and fees than they export in the form of
capital, the net effect being positive. For examplg, as Figure
3 illustrates, the flows of interest, dividends, and branch earne
ings on direct investments sent back to the United States have
increased from 2.4 billion dollars in 1960 to 6 billion dollars
in 1970. Added to this, fees and royalties sent back from over=
seas affiliates more than tripled from .6 billion dollars to
1.9 billion dollars in this same period. 1In sum, that is al-
most 3.5 billion dollars more than the outflow of capital for
new direct investments.25 It should be pointed out that the po=-
tential problem is the output created from this capital, and

not the absolute amount of capital itself.

251bid, p. 1.

26"Financing U. S. Multinational Enterprise," Business in
Brief (August, 1971.), p. 2.
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Fig. 3.=-=Profits of United States based foreign subsid-
iaries and income remitted to the parent firms (in billions
of dollars). [Business Week (December 19, 1970), p. 60{]

Host countries are anxious to see foreign'based‘subsid-
iaries export as much as possible. However, a subsidiary may
balk at exporting into a market where its parent or another af-
filiated subsidiary is operating. In addition, many foreign sub=
sidiaries simply serve as outlets for the parent corporation's
output and, consequently, can only deteriorate the host country's
balance of payments. An example is the Burroughs Corporation

which in 1963 was deriving almost all its profits from foreign

operations. Burroughs' president Ray Eppert explains, "that's
P
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because our overscas subsidiaries serve as captive markets for
the parent corporation."” Eighty.percent of Burroughs' exports
goes to its subsidiaries, mostly in the form of parts for fab-
rication.?? On the other hand, some subsidiaries cause a re=
duction in the necessity of the host country to import and,
therefore, improve its balance of payments position. In order
to insure at least some benefits, Japan and France have demanded
guarantees that some of the goods produced by foreign:owned
subsidiaries will be exported.?28

Localized restrictions by a country upon a multinational
affiliate in order to enhance the nation's balance of payments
can be futile. For example, a country may refuse to allow
dividends to be remitted abroad. As we have already seen, the
parent firm could simply "take out" its dividends by raising
prices on intra§orporate sales to the affiliate.

In the United States, the O0ffice of Foreign Direct Invest-
ment is charged with the responsibility of seeing that no pri-
vate investments are made overseas that will adversely affect
the balance of payments. Official controls on direct foreign
investments have had very little effect on foreign investment
decisions of United States-based multinationals. Businessmen

responding to a McGraw-Hill survey said they were trying to

27™iultinational Companies," Business Week (April 20,
1963)9 pe 75.

28Raymond Vernon, op. cit., p. 184,
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increase exports in order to help the balance of payments in
the United States. - However, they indicated foreign direct in-
vestment plans would not be shelved. 1In order to comply with
the law, businessmen intended to simply use retained earnings
of their foreign subsidiaries and borrow "Euro-dollars" in
order to finance the expansion of foreign facilities!?29

Figure 4 illustrates the increasing trend of multinationals
to finance foreign expansion with internally generated funds
and foreign raised capital. This is just another exampie of
the multinational organization's insulation from the effects of
national restrictions.

To add additional sources of funds, multinational firms
from all over the globe have joined together and created their
own financial corporation. The Private Investment Company is
a joint venture composed of major banks and industrial firms
in Europe, the United States, and Asia. 1Its purpose is to fi-
nance multinational investment in Asia. United States investors
in this venture includ; First National City BRank and Chase
Manhatten RBank, both of New York City, plus International
Pusiness Machines .- 0

This tremendous amount of flexibility demonstrated by the
multinational organization has prompted Samuel éisar to make

the following observation:

t

294yorld Markets Are Still a Lure," Rusiness Week (Augzust

7’ 1965): PpP. 26-27°

30%a11 Street Journal, CLXXVI (November 12, 1968) 12.
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Figr. 4=--Sources of funds for financing the expansion of
United States based foreirn affiliates (in billions of dollars).
[Business in Brief, 'Financing U. S. Multinational Enterprise,"
(Aurust, 19717, p-2.]

Traditional tools of national policy cannot
cope with the unprecedented intensity of inter-
national business life that characterizes our era.
The state itself is no longer a meaninzful econom=-
jc entity, capable of mastering the new opportun-
ities and risks which have come upon the horizon.
Everywhere, West and LEsst, inexorable forces are
pushing toward a unified rlobal economy, in vire-
tual disrerard of political frontiers and ideologi-
cal btoundries.Z2l

3lgamuel Pisar, "Toward a Multinational Economy," Wall
Street Journal, XLVIII (September 20, 1671) 8.




The Multinational Firm and
Hest Countries

The global enterprise is in a position to provide the
spark to growth needed in many young nations. These firms
are oriented toward growth situations because'they recognize
the potential profit opportunities created by developing new
markets. 'At the same time, most host countries can be expected
to derive economic benefits from their relationship with the
multinational firm. The fact that these firms invest seventy-
five to eighty percent of their capital in developed nations
should not overshadow the challenges and potentials that under=
developed nations hold for the multinational enterprise.

The multinational's subsidiaries should fit into the host
country's national economic development plan. Since all develop-
ing nations are short of capital, the host country encourages
congenial multinational firms to locate in their gountry. If
they are successful they can look forward to higher local in-
comes and standards of living; additional tax revenues to-the
host government; added.skills to native employees; and im=-
proved technology in production, management, and marketing. As
an example, Sears in Mexico buys most of its merchandise from
local producers rather than from United States suppliers.32

3

In fact, purchases of domestic materials in Latin America by

32 1he Impact of U. S. Direct Investment," World Business
{November, 1966), p. 6.
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United States~affiliated firms during 1955 totalled about 1.8
billion dollars. Of tﬁis amount, manufacturing enterprises
spent nearly 700 million dollars, or 40 percent of the value

of their sales; petroleum companies spent over 400 million
dollars; and agriculture, mining and smelting, and public util-
ities another 400 million dollars.33 1In addition, the 1957
census of investments overseas (inéluding Canada) showed pur-
chases of domestic materials and services by just United States-
based multinational firms in all foreign countries to total

17 billion dollars, of which 11 billion dollars (65 percent)
was by manufacturing companies.Bu Obviously, these sums cone=
stituted sizable additions to demand for domestic resources
which improved the health of the local economy.

John Dunning estimated in his study that United States-
based affiliates in Britian had saved the British consumer
about 100 million pounds in 1954 which would otherwise have
had to be spent on imports if the same goods had been consumed.
The imported cost of the same goods would have been 600 to 650
million pounds, or 4 times the 1954 imports of manufacturers
from the United States. This was 15 percent of the total ime

port bill of the United Kingdom for that year.->

33samuel Pizer and Frederick Cutler, U. S. Investments in
the Latin American Economy (Washington, D. C., 1957), p. 16.

BME. S. Business Investments in Foreien Countries {Washe
ington, D. C., 1960), p. 122,

35John E. Dunning, American Investments in British Manu-
facturing Industry (London, 1958), p. 291.
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Multinational affiliates in host countries can improve

N 110 A O S AT 05, 51

the host's balance of payments position by adding to exports.

A A 3 Vit ST

For example, as early as 1954 exports of United States-based
firms in the United Kingdom equalled 275 million pounds, or
12 percent of the total manufacturing exports for that coune
try .36

The most promising markets for new products are often
found in developing nations. Long established products in
advanced countries are still considered '"new" in other coun-
tries. Many of these new or improved products are capable of
stimulating far-reaching growth effects in more primitive
economies.

For example, one of the most basic conditions for growth
is a population that is at least partially freed from using
all of its time supplying enough food for existence. The
global firm can and has provided improved farming techniques
and tools such as chemical fertilizers and tractors. Other
improvements developed.by these firms include machines for
irrigation, hybrid seeds, breeding stock, insecticides, and
the personnel able to train the local people to use these
techniques and implements.

Another aspect of the requirement for more food with less
manpower is the improvement in food processing. In many coun=

tries food loses much of its nutritional value during

361bid, p. 293.
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traditional methods of processing. 1In still other countries
food spoils in vast quantities from exposure to sun, air,
water, bacteria, or rodents. Some large food processors like
H. J. Heinz Company are prominent in bringing new bottling,
canning, freezing, and drying techniques to the developing
areas.

To complicate this seemingly simple development are the
social changes necessary to win acceptance of foods that may
taste, smell, or look different.3?” The social acceptance will
be slow in coming and will result only from continuous educa-
tional activities. The multinational firm can benefit by en-
couraging and helping this transition to become a reality.

Arthur K. Watson, the chairman of the 1964 Advisory Come
mittee on Private Enterprise in Foreign Aid, recognizes the
potentials of multinational companies to provide a basic foun=
dation for integrated growth:

While capital is scarce in the less developed
countries, the more subtle and difficult short-

coming is human and institutional. The most basic

problem in the whole development effort is that of

transfering skills and technology, and to some

decgree attitudes, to individuals and institutions

in the less-developed countries.3

Modern food growing and processing techniques are desire-

able because an agriculturally-based economy is handicapped

37Howe Martyn, International Business (London, 1964),
ppo . 90‘-91 .

38Foreirn Aid Throush Private Initiative (Washington,
D. €., 19635), p. 23.




in the race for economic growth. Integration of other basic
industries into the developing economy is necessary for growth
to take place., Production increases concentrated in a few
export commodities do not provide true economic development
unless they lead to indﬂstrial diversification. The multi-
national corporation can offer many of the necessary techno=-
logical advancements necessary to build the desirable "infra=-
structure.” As progress becomes apparent this will encourage
even more firms to locate in the new market. The foundation
for the development of a welle-rounded economy was described
by Gunnar Myrdal: "In all the underdeveloped countries the
economic development problem is primarily a problem of seeking
national integration in its necessary combination with economic
progress, the one being both the result and the condition of
the other."39

In a growing world, technology is the top prize. It is
the life blood of a growing economy. In his study of United
States=~based affiliates in Britian, John Dunniqg measured the
economic impact of the entrance of new companies armed with
modern technology on market shares, profits, and productivity.
He concluded that '"the evidence, such as it is, would strongly
suggest that the U. S, firms are more efficient than their

competitors--and particularly so in the foodstuffs, tools and

39Gunnar Myrdal, An International Economy (New York, 1956),
p. 167.
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cutlery, and pharmaceutical industries. 1In only six cases out

of fifty-five were their indications directly contrary to this

hypothesis."ho

Dunning also concludes that British firms have benefited
in many ways from the spillover effects of foreign subsidiaries

with superior know-=hows

« » « the trans-Atlantic associations enjoyed
by such firms have brought very considerable advane
tages in the form of technical and managerial knowl=~
edge [to British firms]. As far as can be judged,
these benefits show themselves in terms of rising
market shares of the total market, favorable compar=-
ative productivity figures and higher income-asset
ratios. We know, too, that such industries are
amongst the most dynamic and productive of all withe=
in the U. K. economy; that their rate of productivity
and capital growth is well above average; that they
are amongst the most successful export industries;
and that their attention is particularly directed to
those yvariables making for rapid technological pro=
gress.hl

Because of theséxgﬁvantages\developing countries compete
for the technology offer;gmby‘multinational corporations. They
compete by offering lucrative tax breaks, signing trade treaties
with the home governmeﬁts, and making other concessions to the'
global firm. One of the major reasons developing countries

desire modern technology is to secure a loan from the World

Bank. The World Bank offers loans only to countries who have

“O30hn H. Dunning, op. cit., pp. 179-187.

411bid, p. 19%.



adequate "project preparation" in their development plans.
This technology usually comes from the multinational business
operating in the countries under <:cnsiclerz‘nt:i.on.1‘*2

Technology comes from research and development. The
basic requirements for research are adequate facilities and
talented personhel. Multinational firms usually have the
financial means to provide the facilities. In addition, it
can better search the world for gifted persons who can preovide

the necessary talents.

N
Most multinational organizations consider centralized 7\

research and development the most effective. There are several
reasons:

1. Research is best conducted where scientists
can work in close proximity and inter-communication
is easy.

2, The problem of coordinating research and
development increases with distance and costs are
often duplicated. )

3. Foreign subsidiaries usually rely on
technology developed by the parent firm for use in
the domestic market.

The vice-president of a leading food products multination-
al summarizes the opinions of many executives who believe that
the best place to conduct research is in a wellw-staffed cen-

tral laboratory.

¥2yowe Martyn, "Multinational Corporations in a National-
istic wWorld," Challenge, XIV (November-December, 1965), 13-15,

“3Michael Duerr, Kesearch and Development in the Multi-
national Company (New York, 1969}, pp. 2-6.
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We firmly believe that by maintaining a cen=-
tral research laboratory we are atle to provide to
a very major extent the quality of technical sophis-
tication which would not be provided if the total
effort gere splintered into a number of smaller
units.u

This is not to say that multinational firms are totally
disinterested in decentralized research efforts. Companies
often share discoveries and developments with each other. For
example, one consumer products manufacturer reportss

Through constant contact and, we hope, good _
communications, attendance at trade shows, etc., we

are kept abreast of foreigen design innovations in our

industry which might have applicability in our organ-

ization. As a matter of fact, our design group makes-
frequent trips to Europe and Japan where the major
innovations do occur.

Further, the modern method of research cost sharing in the
multinational organization is to allocate the cost to all mem=
ber companies of the group. This has the dual advantage of

reducing taxable income to host countries while aggregate con=-

tributions to the parent firm yields funds fof research that

are beyong.the capabilities of{most one-country firms.

The diffusion of this technology to host nations has been
a healthy situation for their economic improvement. For ex-
ample, Altos Hornos de Mexico, S. A. is the leading steel pro-

ducer in Mexico. It is an integrated mill, built during World

e1pig, p. 3.

451pia, p. 8.
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War II and in 1961 was supplying about one=-third of the total
national production of steel ingots. It has plans to increase
its capacity by 50 percent which will increase production

some 600,000 tons.

"Armco International bought 7.5 percent of Altos Hornos's
initial stock offering and has since supplied her with invale
uable technical assistance. Armco provided assistance in obe=
taining equipmént in the United Stated during the difficult
war years, installed and initiated its operation, and provided
technicians to supervise and train operators. The chief tech-
nician supplied by Armco has remained as general manager and
Armco has placed one of its executives on the board of directors
of Altos Hornos.

Although Armco contribufed some money capital, the major
benefit has been through technical assistance in conformance
with the licensing agreements between the two firms.u6

In another example, American Cyanamid was requested by =
leading Indian industrialist and financier to help establish
2 new dye industry in India. Cyanamid, like Armco, purchased
only a few shares of the new company Atul Products, Ltd.

The major contribution of Cyanamid is through.its licen-
sins agreement. Cyanamid furnished Atul with technical data

and information on plant layout and construction and helped

}
46Wolf.r'_an,.~? G. Friedmann and Zeorge Kalmanoff, editors,
Joint International Zusiness Ventures (New York, 1961),

J e
pp. 2681=2806.




purchase and install the initial machinery. Cyanamid also pro-
vided production specifications and necessary technical staff.
It trains technicians at "cost" to Atul, and Atul pays for the
services of each engineer and chemist furnished by Cyanamid on
a temporary basis. Cyanamid receives 2.5 percent of the net
sales value of each initial product manufactured and sold by
Atul over a ten-year period. Cyanamid also permits use of its
name in advertising.

Atul also contracted with CIEA of Switzerland to obtain
manufacturing rights for certain chemical products and pharma-
ceuticals.. In addition, Atul Jjoined with Imperial Chemicals
in a fifty=-fifty venture to produce dyes in India.u7 Thus,
the diffusion of technology is achieved by many effective
methods. Atul has engaged in practically all forms of inter=
national business ventures, with minority foreign interest,

a fifty=-fifty joint venture, partial government interests, and
licensing contracts with three different companies.

The interchange of ideas, which American~apd Europeane
based firms have used in the past, can proceed to developing
nations through the abilities of the multinational corporate
system. Judd Polk believes this will require some basic changes
in economic thinking. "The state of industrial technology--

very much including world electronic communications and

471big, pp. 380-385.



computers~--has created the situation in which, for the first
time, men are in a position to treat the world itself as the
basic economic unit."48

Even though multinational organizations are a major source
of growth for most host countries, serious conflicts still
develop:

For most nation states, the hundred odd multi-
national corporations that constitute the contempore

ary aristocracy of economic power are objects of an

erratic love and hate affair. They are ardently

courted for their unmatched capacity to create jobs,

to develop effective management and to pay sizable

tax bills. They are vhemently despised fer their

propensity to overwhelm local competition, to make

crucial decisions anonymously and from afar, and to

remain faithful only to the logic which furthers

their own growth on a universal scale.

Sidney E. Rolfe, discussing the local fears about a multi-
national based economy says, ''there is no supranational organe
ization capable of overcoming national fears and parochial
interests in the name of economic progress. Today, whole
nations are threatened with obsolescence as industry expands
without reference to national boundries."3°

One major complaint is that some global firms invest in

such a way as to stifle economic development in host countries.

48musiness Week (December 19, 1970), p. 107.

49samuel Pisar, "Toward a Multinational Economy," Wall
Street Journal, XLVIII (September 20, 1971), 8.

50nusiness Week (December 19, 1970), p. 58.
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Most investment in low=income countries has been concentrated
in the extractive industries. Such a country's resources are
usually sold in a buyeﬂs market while it purchases finished
roods in a seller's market aggravated by high transport prices
set by maritimeAcartels.51 The existence of such an unpopular
dichotomy is partly responsible for the powerful Organization
of Petroleum Exporting Countries, a union of developing coun=-
tries in the Middle East.

Further aggravation occurs when the parent company assigns
a differgnt'priority to the expansion of a foreign facility
than the host country would prefer. Each is Seeking his own
self interest and such a conflict can easily resultf In cases
like this the multinational firm usually gets its way and the
host country must accept the inferiority of its bargaining
power.

Problems also arise as a consequence of a multinational's
control over key sectors of the host's economy. An important
factor to the host country is the extent by which the foreign
firm will tend to reduce the host's imports, and establish an
export base. Once this problem is solved the host country may
possibly find itself vulnerable to the flexibility exercised
by the multinational organization.

For example, the multinational corporation may take de=

preciation charges out of one country and invest them in

Slpichard Barber, "American BRusiness Goes Global," The
New Republic, CLIV (April 30, 1%66), 17.
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another with a more promising market. Or, in the event of a
recession, a multinational may reduce production in countries
where it receives more harassment from various national insti-
tutions, e.g., unions, governments, publics, etc., rather than
cutting back high=-cost units first so as to lower the marginal
cost of production.52 This production balancing act among sub=
sidiaries adds to the instability of host countries, and gives.
multinational organizations an effective political lever over
host governments. |

International economic development is subject to the
separateness of political authority. Sometimes, problems that
would be dubbed "economic" in the context of a national economy
are made "political" by the nature of international investment.
For example, when an eastern United States company undertakes
a project on the west coast, the changes induced in both regions
are primarily economic. If the same company undertakes a pro-
ject in Canada, or any other foreign country; the questiops
raised are politic:e«.lly'1:inted.5-3

The current situation in Canada offers perhaps é preview
of what multinational corporations can expect in the future
from more advanced host countries. Measured by assets, fof—

eirners control 38.1 percent of all manufacturing in Canada

52Charles Kindletereger, éﬁprican RBusiness Abroad (New
Haven, 1969), p. 5.

532Judd Polk, "The Rise of World Corporations," Saturday
Review, LII (November 22, 1969), 34.



ranging from 99.7 percent of the petroleum and coal products
industries to 18.8 percent of the furniture industry.

A federal government task force stu@ying foreign ownership
and control in Canada has recommended that Canada set up a pow-
erful review board to '"screen" all foreign investment in the
country to make sure the investment is "in the best interest"
of the Canadian economy. The board views foreign-based com-
panies, particularly if they are part of multinational cor-
porations, as being "insensitive to Canadian needs."

The report recommends that the government should first
establish an "industrial strategy" so that Canada can determine
the areas in which it wants Canadian-based industry to special=-
ize. The proposed review board could block foreign investment
deemed "unfavorable" for Canéda and could "bargain' with ex=
isting foreign-owned enterprises to "gset a better deal" by, for
instance, forcing these companies to expand research and de~
velopment in Canada and to loosen their ties with the parent
company .

More specifically, the report says direct government in-
volvement via a screening process is needed for the following
five reasons: 'the protection of industrial priorities; bar-
gaining for a better deal; blocking of foreign investment which
adds nothing of value; bargaining with foreign proprietors of
technolory, or other valuable inputs for arms-length trangfer
to Canada; selectively protect Canadian entrepreneurship." The

report is quick to point out that the review board should be
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' rather than by "any pre-

puided by "a more flexible approach,’
determined set of rules." "It is important that rigid rules
don't cut Canada off from new developments abroad which aren't
available in forms other than direct investment."ﬁh

Developing countries like chances for economic advance,
but detest the fact that capital is foreign controlled or ine
fluenced. Their people find it difficult to compete with ade
vanced production and marketing know-how, thus, they are rele-
gated to low=profit, static industries. To make matters ﬁorse,
host country investors have little opportunity to share in the
control of foreipgn-based subsidiaries by purchasing stock.35

Multinational corporate executives often publicly push for
broader stock ownership of the parent firm on an international
basis. They do this because it is good publicity and they are
fully aware that ownership is no longer synonymous with control.56
If it were detrimental to the perpetuation of management, they
obviously would not sponsor broader ownership. In fact, with
ownership spread over the entire earth, there is virtually no .
chance to overthrow the contreol of present managemenf. The

host countries equate this situation to a private world govern-

ment administered by professional managers..

.

omestic Control of the National Economic Environment,"
Canadian forum, LI (December, 1971}, 1-72,
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55Lee Model, "The Politics of Private Foreign Investment,"
Foreisn Affairs, XLV (July, 1967), 6L4L4-647.

56Ad01ph A. Berle and Gardiner Means, The Modern Corpore
ation and Private Froperty (New York, 1933).




Many host countries have encouraged foreign controlled
subsidiaries to promote native managers to positions of authore
ity in the local subsidiary. The host countries have been dise
appointed and complain that when a national is promoted he often
lacks equal authority with his parent company counterpart.57
The following quote is an example of the centralization of con=
trol that characterizes many multinational organizations:

Geneen eliminated much of the autonomy of I.T.T.'s
operating managers, and replaced it with a control

system tautly run from New York headquarters. From

what was once described as a kind of holding company

~ in which, at one point, managers were literally in-
structed to ignore New York directives and "just

send earnings back home," I. T. T. became a tightly

centralized organization.5

The parent company's home government may also exercise
control over the multinational firm that will conflict with
host country desires. For example, under the Trading With The
Enemy Act, the United States government forbids United Statess
chartered firms to trade with Communist countries. Oftentimes,
the host country government has no such policy and actually ene
courages trade with everyone so as to enhance its economic wel-
fare. To which government does the firm comply?

Also, the multinational firm is placed in a dilemma when

its home government urges the firm to step up the remittance

of profits, to export more to foreign subsidiaries, and to

37Model, op. cit., pp. 64L-647.

5BStanley H. Brown, "How One Man Can Move A Corporate
Mountain," Fortune, 74 (July 1, 1966), 82.
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import less from them.39 No wonder many countries complain
that puidelines are designed to improve home country balance
of payments by worsening theirs.

Nations emerging from colonialism have a tendency to sus-
pect the agencies of advanced countries. The§ all want indus-
trialization, but they want it customized with control over
business firms coming from within their borders.  Growing na-
tionalism is causing foreign ownership of productive facilities
to be resisted. However, the shortage of know-how in develop-
ing countries continues to exist. It has been speculated that
in the future many host countries will demand and get local
ownership while multinational firms provide the skills and
technology. Already, more and more firms specializing in the
international sale of management services, continuing research
and development, technical skills, and other ecconomic services
are opening their doors. Technology is now being seperated
from production as management was from ownership earlier in the
century. One student of the multinational corporation offers
this description of the evolving role expected for the multi=-
national enterprise:

The highest net return on investment is likely

to be generated by the firm that invests principally

in research and development, in the international

recruitment and training of skilled technical and

managerial personnel, in the organization of inter=-
related global markets which result in marketing

59%i0del, op. cit., p. 650.
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economies, and in the capability of engineering and
starting up modern plants, farms, mines, fisheries,
schools, hospitals~-whatever is needed, so long as
ownership is not a precondition. It will probably
sell its technology, its skills, and its distribu=
tion services on a contractual basis to largely
locally owned firms. Whether the latter are owned
by a government entity or a private group may be

- wholly irrelevent. (An interesting recent develop-
ment along this line is the international joint
venture in Yugoslavia which involves foreign capital
and managerial-technical skills in return for a
share of the profits.)%0

The case of Yugoslavia is unique in that it is tpe first
Socialist country to pass a foreign investment law. The law,
passed in July, 1969, is an attempt to attract foreign invest=
ment from countries where private ownership is permitted, to
one where it is forbidden. The law is written in such a way
as to allow Yugoslavian authorities the freedom to interpret
and administer the law in an effort to attract much-needed
Western technol&gy.sl This could be a sign of things to come
in East-West economic relations. In the words of one expert
in international economic relations, "Communist state firms
and capitalist private'firms are forging joing ventures for
mutual profit in a dogma=-shattering development which raises

the promise of transideological enterprise."62

60Rjchard D. Robinson, "Who Needs Equity," World Business,
edited by Courtney C. Erown (New York, 1970), p. 276.

6115aiah A. Litvak and Christopher J. Maule, editors,
Foreign Investment: The Experience of Host Countries (New
York, 1970), p. 23.

62gamuel Pisar, "Toward A Multinational Economy," Wall
Street Journal, XLVII (September 20, 1971, 8.




Other experts feel the internationalization of production
will have a tendency to equalize wages, interest, technolegy,
products, and managerial skills on a~worldw1de basis. This
is not now a reality; nevertheless, Charles Kindleberger is
certain the future multinational corporation wiil do just that.
His reasoning and analogy is as follows:

« « o & case may be made that the development
of the large international corporation in the 20th
century will prove in the long run to be a more ef-
fective device for equalizing wages, [and what about
prices?] , rents and interest rates throughout the
world than trade conducted in competitive markets by
small merchants. The analogy is with the national
corporation which in the United States after about
1890 helped to equalize wages, interest rates, and
rents within the country's borders, by borrowing in
the cheapest market (New York) and investing where
it was most productive in terms of cost and markets.
The resultant movement of capital and shift in demand
for labor was probably more effective, in, say, rais-
ing wages in the South and lowering interest rates
there than either trade by local cogganies or the
limited direct movement of factors.

In order for this projection to become a reality, the
multinational organization must overcome some serious obstacles.
These obstacles include adverse environmental factors, the firm's
own lack of altruism, and most importantly, the popular rise of
nationalism which seems to be an evergrowing menance. The ad-
justments in perspective necessary to insure the viability of

the global enterprise is exemplified by Judd Polk:

630harles Kindleberper, International Economics, 4th ed=
ition (Homewood, 1968), p. 400.
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Though the international company may have stum=
bled into its role as direct allocator of resources
and equalizer of factor returns on a world-wide basis,
its ultimate health depends on the degree to which
we see the world as an international economy igﬁtead.
of seeing it as a group of national economies.

 6lyyaa Polk, "The Rise of World Corporations," Saturday
Review, LII (November 22, 1969), 3k,



CHAPTER III
PUBLIC PCLICY TOWARD INTERNATIONAL MARKET POWER

The unique forms of economic power put together by the
multinational corporations supersede the abilities of national

governments to control them. Much of this power is obtained

.

via concentration within an industry which is generally charac=-
terized by a rapid growth rate. Economic power is also a deriv=

ative of rapid improvements in technology which can be patented

1

in most major industrialized countries. Other forms of a multi«

national corporation's economic prowess were discussed in chap=
ters one and two.

In 1965, Twentieth Century Fund made a study of the con=-
centration of ownership and control in the Canadian economy.

In the results of that study a description is given of a situa-
tion that is becoming more typical in many national economies.
A very large and strategic part of Canada's
industrial assets are owned and controlled by non-
residents, much of them being directly controlled

via the foreign parente-domestic subsidiary rela-
tionship. 1In addition such concentration tends
to be in the larger enterprises and in industries

whose growth prospects appear to be among the
most dynamic in the whole economy. Indeed, the

1For detailed statistical evidence of concentration, re=-=
strictive contractual agreements, interconnections between
firms, and market shares of firms in various industries in
Europe and Japan, see: U. S. Senate, Economic Concentration,
Hearings before the Subcommittee on Antitrust and Monopoly,
90th Congress, 2nd session, Parts 7, 7A (Washington, 1968).
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concentration is extremely heavy in various key ex-

port sectors as well as important sectors of domestic

manufacturing industry both of which tend to be prime

movers of the Canadian economy.2

This same concentration trend is evident in Europe, also.
John Dunning conducted a study of British industry and found
that "the fifty largest American financed firms [}ome of which
are multinational corporationé] in Britain account for more
than four-fifths of the total capital stake and about three-
quarters of this is directed to four industries, oil refining,
motor cars, chemicals, and electrical engineering, which also
happen to be the most research-intensive industries."3

The accumulations of economic power can be used in many
beneficial ways. Unfortunately, the term economic power con-
notes abuse to many people. This is true because of the
history of restrictive trade practices associated with economic
power groups. Roy Blough, professor of international business
at Columbia University, says, "It is not realistic to expect
that either business or government will refrain from using the
economic power at their disposal to promote what they deem to

n

be their interests. Multinational corporations, as one

2y. s. Senate, Foreipn Economic Policy for the 1970's,
Hearings before the Subcommittee on Foreign Economic Policy,
9lst Congress, 2nd session, Part 4 (Washington, 1976}, 915.

31bid., p. 796.

“U. S. Senate, International Aspects of Antitrust, Heare
ings before the Subcommittee on Antitrust and Monopoly, 39th
Congress, 2nd session, Part 1 (Washington, 1966), 75.




type of economic power group, have special ways to practice
restraint of trade around the globe.5

One example of restraint was illustrated by the Canadian
Commission on Farm Machinery Prices. Their study showed that
under British law the domestic farm machinery industry could
refuse to sell directly to Canada, making it impossible for
Canadian farmers to purchase the less expensive Britich machin-
ery. Thus, the Canadian farmers were forced to deal with their
domestic outlets which charged an extra 1,400 dollars for the
purchase of a combine.b

This type of business practice inspired one student of
the multinational corporation to make the following observa=
tion:

The vulnerability of a country to restraints

of trade that are executed beyond its borders dif=-

fers only in degree, not in kind, from the vulner-

ability of a state in the United States to trade

restraints that are executed in other states. As

international trade has increased in volume and

importance and as international firms have become

more important in that trade, this vulnerability
has increased.’

S5For an articulate discussion on the potential dangers
of the multinational corporation in regards to restrictive
business practices see the testimony of Stephen Hymer in
U. S. Senate, Internaticnal Aspects of Antitrust, Hearings
before the Subcommittee on Antitrust and Monopoly, 89th
Congress, 2nd session, Part 1 (Washington, 1966), 20-24,

6U
p. 761,

. S. Senate, Foreirn Economic Policy for the 1970's,

7Corwin D. Edwards, "The World of Antitrust," The Atlantic
Community Quarterly, VII (Winter, 1969-1970), 560
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Many national governments, and even regional trading
blocs, have adopted policies or passed legislation designed
to control, prevent, or correct the restrictive trade prac-~
tices that they find harmful to thelr economic interests.

By 196k, some type of government antitrust policies existed
in twenty~four countries, including three in No¥th America,
three in South America, thirteen in Europe, and five in other
countries of the world.8 .

Even though many countries have adopted measures to pre-
vent restrictive business practices, they have various mean-
ings, apply to many different types of restraint, are judged
by a varying set of criteria, and are enforced by either ju-
dicial or administrative agencies in each country.9 In ad=-
dition, most developing countries have no formal laws against
restrictive trade practices. Many of these nations have de-
cided to control economic power within their borders via
socialistic control of industry. These nations are primarily
interested in nationai economic benefit and only secondarily,
or possibly not at all, in the principle of competition.

This ambiguous situation has prevented much progress from
being made in the area of international harmony cqncerning

restrictive business practices.

8U. S. Senate, International Aspects of Antitrust, p.300.

9Endel J. Kolde, International Business Enterprise
(Englewood Cliffs, New Jersey, 19060}, pp. 40-4l.




65

The following is a practical example of the lack of inter~
national coordination in the attempt to control restrictive
business practices. If a multinational company has subside
iaries in each Western European country; North America, and
Japan, its restrictive agreements must be registered in seven
different countries. In addition, the European Economic
Community requires the restrictive agreement to be registered
with it. The extent of the information that must be supplied
varies with each governing body's interpretation of "agree=-
ment" and "restrictive." Five of these countries require the
firm to report if it has a dominant position in the industry
or if it individually engages in restriction. Any mergers
or acquisitions must be reported in three countries if the
acquirer is "large" (by a definition that is different in
each country) .10

This lack of coordination in efforts to control the abuse
ive use of economic power by a multinational corporation takes
away the efficacy of guch controls. Fragmented efforts by
single national governments cannot prevent restrictive trade
practices in a world economy. In testimony before a Senate
committee investigating world-wide restrictive business prac-
tices Roy Blough said, "With respect to private business com-
petition, national rules vary widely and no single national

government is able to deal effectively with the great

1OEdwards, op. cit., pp. 562-5673.,

———



multinational corporations that are rapidly developing arcund

uS."ll

That is the central theme of this chapter.

No exhaustive or legally-precise treatment of such a
complicated subject is attempted. What is intended here is
to illustrate some of the policies toward economic power and
international restrictive business practices in the more in-
dustrialized parts of the world economy. Also, an effort will
be made to point out some of the special problems presented
in this area by the multinational corporation.

European Concepté and Policies
Toward Economic Power

Following World War II nearly all of the major industrie-
alized countries adopted some type of antitrust 1egislation.12
Later, the Treaty of Rome, which created the European Economic
Community, formulated policies designed to prohibit the ad-
verse effects of market power. These policies, which were
born from supranational legislation, rule over the laws of
member states in the Common Market.

Article 85 of the Treaty prohibits "agreements," all
"decisions" of associations, and all "concerted practices"
that are capable of affecting commerce between the member
States and which have as their effect the prevention, restric-

tion or distortion of competition within the Common Market.

llU. S. Senate, International Aspects of Antitrust, p. 76.

12, discussion of the reasons for rapid expansion of this
post war legislation in Europe can be found in Corwin D. Ed=-
wards, Control of Cartels and Monopolies, (Dotbs Ferry, New
York, 1967), pp. 8~13.




A number of particular practices are listed by way of illus-
tration; including the fixing of purchase or selling prices
or trading conditions, the limitation or control of produc=
tion, markets, technical development or investment, the share
ing of markets, and tying agreements.13 In order to apply
these policies, the Community has required all such restric-
tive agreements to be registered with it regardless of the
national origin of the agreement. There are now more than
35,000 such agreements under study in Brussels.lu Under
Article 85 (3), the Community may grant exemptions to firms
whose agreements are judged to be beneficial to the Community.15
This quasi-extraterritorial principle is a logical reaction
to the contemporary business organization. Multinational
firms can make decisions in one part of the world that will
significantly affect economies in other parts of the world.
Article 86 prohibits a firm from taking any improper
advantage of a dominant position within the Common Market, or
within a substantial part of it, so as to affect trade between

member States. The particular impositions prevented are

13U. S. Senate, Antitrust Developments in the European
Common Market, Hearing before the Subcommittee on Antitrust
and Monopoly, 88th Congress, lst session, Part 1 (Washington,

1963), 50.

145 siness Week (May 7, 1966), p. 113.

156, W. Haight, "Antitrust in Great Britain and the Euro=-
pean Common Market," Doing Business Abroad, edited by Henry
Landau (New York, 1962), p. 310.
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16 It should be noticed that

similar to those in Article 85.
no general power to prohibit mergers is provided by either
Articles 85 or 86. The Brussels Commission has the authority
to deal with restrictive practices which adversely affect the
Community, but not to prevent a dominant position from coming
about.l?” This situation is very similar to British law which
says market restraints per se are not in violation unless the
practice provides no benefit to the British nation.

In Britain any restrictive practice under question by
the courts must be proven beneficial by the company itself.
The British Restrictive Trade Practices Act of 1956 stipu=-
lates the following:

A restriction accepted in pursuance of any
agreement shall be deemed to be contrary to the

public interest unless the Court is satisfied that

the removal of the restriction would deny to the

public as purchasers, customers or users of any

goods Speiéfic and substantial benefits or ad=-

vantages.

By 1963, British courts had ruled on only two dozen re=-

strictive agreements. Six of these cases were.deemed to be

not contrary to the public interest,

16U. S. Senate, Antitrust Developments in the European
Common Market, p. 50.

17por a detailed discussion of the "dominant firm" con-
cept and the vagueness of its application in the Common Market
see Dr. Eberhard Gunther's report in U. S. Senate, Antitrust
Developments in the European Common Market, pp. 81-95.

18As cited in James Cairns, "Benefits From Restric<tive
Agreements: The British Experience,'" The Canadian Journal of
Economics and Political Science, XXX (May, 1964), 228,




Under these circumstances the 2ritish court must render
a judgement on the economic merits of the restrictive agree=
ment. In order to do this the court must apply some sort of
economic theory to determine, for example, potential effects
on priées, output, profits, employment, and eXpenditures on
research. In addition the court necessarily has to apply
value judgements when deciding whether the public would be
worse off or better off if it let the restrictive agreement
stand.l9 The underlying assumption is that it is possibie to
have excessiye competition in certain situations. Therefore,
in Britain as in most other European countries, the performe
ance of firms is the major yardstick used to gauge the desir-
ability of a particular economic operation. 1In practice,
even the United States has adopted this method de facto, if
not de jure.

The European Economic Community has developed policies
designed to deal effectively with concentrations of economic
power. The application of these policies are of a regulatory
nature rather than competitive. Even so, because of'a new
type of nationalism, there has been strong pressure within
the Community to create an atmosphere which would hasten in-
dustrial concentration, and therefore larger firms that sup~

posedly could compete more effectively with United States

191bid., pp. 229~-230.
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based multinationals in Europe.zo This is most obvious in
the auto, steels, and chemical industries.

The United States based firms dominate the highly teche
nical areas such as computers and other electronics. This is
to be expected when Ame?ican businesses contemplating a Euro=-
pean operation have been told, "Unless you can bring your
research and development here, do not come."?l The Europeans
have never opposed oligopoly as vigorously as official United
States policy; in fact, in order to get the desired technology
they a;e now trying to emulate United States oligopoly. This
attitude toward technology and the multinational corporation
is accurately summarized by Sidney Rolfe.

As the Rome Conference concluded, the inter-

national corporation has been a key factor in the

virtual elimination of the so-called "technological
t

gap;  indeed the best way to establish such a gap
would be to restrict international investment. 2

Most European governments, in contrast to the United
States government, encourage mergers when the result will be
to stifle the growth‘of foreign subsidiaries without sacri=
ficing their sources of technology. For example, Britain

created the Industrial Reorganization Corporation in late 1966

20p, Swann, "Concentration and Competition in the Euro-
pean Community,'" The Antitrust Bulletin, XIII (Winter, 1968),
147 3-1474.

21U. S. Senate, International Aspects of Antitrust, p. 81.

225idney E. Rolfe, "The International Corporation in Per=
spective," Atlantic Community Quarterly, VII (Summer, 1969),
263,
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in order to spur mergers complementary to British interest.
This organization also acts to pfevent "undesirable" foreign
firms from acquiring British companies. The result has been
that Britain has created some of her own multinational enter=
pri;es.23 |

In nationalistic France, the state planning agency has
encouraged concentration in the nation's largest industries.
As a result, two French companies now account for two-thirds
of France's steel production. Further, Renault and P;ugeot,
the only surviving all-French auto companies consistently
adopt parallel policies. In an effort to salvage some French
interest in the electrical industry, the two larger firms
have absorbed 60 percent of this industry. Acting hurriedly,
the French planning agency merged several chemical companies
but saved only é third of the industry for French control.zu

Germany followed this same trend, as has Italy with its
I. R. I. and E. N. I. which control the chemical, o0il, and
electronics industriéSu In order to further support Euro-
pean participation in world-wide business, five large banks
formed a syndicate to promote European investment in the

United States market .23

23philip Siekman, "Europe's Love Affair With Bigness,"
Fortune, LXXX (March, 1970), 96-98.

2b1bid., pp. 96-98.

25p. Swann, op. cit., p. 1475,



In order tc achieve an oligopoly industrial structure/it
was necessary for leading European nations to relax enforcee-
ment of antitrust policies. More accurately, "it has been
recognized that the existing antitrust powers of the Rome
Treaty do not really empower the Brussels Com@ission to pre=
vent undesirable concentrations from taking place."26 With
this in mind, most governments have given legal authority to
trade associations who regulate various aspects of commerce
and industry at the national level. Membership in such asso-
ciations is compulsory in Germany.27

Although not officially adopted, a report on technical
progress in the Common Market at the end of 1960 expressed
the qualified extent of many Europeans' loyalty to the prine
ciple of competition:

Competition is not an end in itself. The obe
jective to be attained is not a predetermined mar-

ket structure, but economic progress. COther struc-

tures than the competitive one seem capable of

assuring the realization of this objective.

Another European'trading bloc, The European Freg Trade

Association, included procedures in its treaty necessary to

correct adverse restraints of trade against one or more of

26y, Swann, op. cit., p. 1475,

27 Howe Martyn, International Business (London, 1964),
p. 68.

28U. S. Senate, Antitrust Developments in the European
Common Market, p. 21.
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its member countries. When such a restraint occurs, the ine
terested governments will negotiéte informally and the in-
jured nation may seek a remedy either administratively or
judicially. Any action taken under the agreement is kept
confidential; but in a general report, the Association acknow=
ledged that use of these provisions has occurred only in a few
cases.?9 Obviously, the Association believes its members are
receiving many benefits from regulated markets,

Priecr to the formation of the Common Market, the Euro-
pean Coal and Steel Community adopted a policy of trying to
control undesirable mergers by requiring advanced approva;.
Se far, they have not used these policies to disapprove of
any mergers.30 In addition, the Court of Justice ruled that
the European Coal and Steel Community had no authority to
forbid price discrimination against outsiders.3l The reason
for the difficulty of enforcing these policies is explained
in the following quote:

The experience of the High Authority of the
Community with enforcement of what Jean Monnet
called "the first antitrust law of Europe'" demon-

strates that it is one thing to pass antitrust
legislation but quite another to enforce it

29Corwin D. Edwards, "The World of Antitrust," World :
Business, edited by Courtney C. Brown (New York, 1970), p. 306.

30gp. s. Senate, Antitrust Developments in the European
Common Market, p. 16.

31Charles Kindleberger, American Business Abroad, (New
Haven, 1969), p. 65.




effectively against cartels which are heavily

entrenched in economies with climates strongly

favoring cartelization.32

In 1960, the multi-nation organization General Agreement
on Tariffs and Trade (GATT) adopted a policy against restric-
tive trade practices which allows the injured.nation to con=-
sult bilaterally or multilaterally with other members and, if
all agree that restraints have taken place, corrective action
can be taken. No such action has yet taken place.33 It would
be difficult to believe that no restraints have taken place,
but not difficult to believe that nations with different
ideas toward free markets have not been able to agree on the
proper action to take.3%

In its latest efforts to cope with the multinational
corporation, the European Economic Community is trying to de-
velop a single company law which would give a Community char-
ter to those companies wishing to operate in the trade region.
In explaining this course of action, Raffaello Fornasier,.
legal advisor to the Sécretariat of the Councils of the Com~

munity, says that a

uniform law would make it possible for companies
to combine to achieve optimum size, move freely

32arant W. Kelleher, "The National ‘'Antitrust' Laws of
Europe,' Doing Business Abroad, edited by Henry Landau, Vol. I
(New York, 1962), 298.

33gdwards, op. cit., p. 306.

31"An excellent comparison of American and European policy
toward restrictive practices is made in Corwin D. Edwards,
Control of Cartels and Monopolies (Cobbs Ferry, New York,
1967 ), pp. 201=-208.
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to the best production location, rationalize their

research and distribution networks through cemmon

efforts, and have access to available sources of

finance in the country of their choice.35
This regional charter is designed to provide for thrée types
of integration: mergers across national frontiers, establishe
ment of common subsidiaries of companies with different nation-
alities, and establishment of holding companies on the Euro=
pean level.36

This idea of 2 new European charter simply reflects the
efforts of a political framework trying to catch up with the
practicing realities of an already existing economic order.
As Corwin Edwards has pointed out, "The view that competition

was the road to efficiency was inconsistent with certain deeply

rooted European attitudes."37

United States Policies Toward International
Restraints of Trade

In my judgement, we have in America suffered
very gravely over the years from a failure to
construct an adequate theory even of the largely
domestic corporation-~let alone of the multi-
national corporation. . . .The construction is
not merely an intellectual desideratum, it is
absolutely essential in a practical sense not only
to the most effective use of the corporation,

35y. s. Senate, Foreign Economic Policy for the 1970's,
P 9260

36Ibid.

37Corwin D. Edwards, Control of Cartels and Monopolies
(Dobbs Ferry, New York, 1967), p. 11.
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national or multinational, in advancing the human

situatiog, but also to the accomodatign of the

corporation to general human values.3

The problem described above is one of the basic reasons
why the United States has not been able to develop a consis-
tent and effective policy in regards to restraints of trade
by the multinational corporation. The futility and frustration
of United States policy as applied to businesses engaged in
world-wide restraints of trade are exemplified by the follow=

ing situation:

It is particularly significant, perhaps, that

in some areas like banking, somewhat archaic United

States laws, a residue of the Populist movements,

forbid commercial banks to organize branches oute

side a county but have no provision to prevent their

spreading all over the rest of the world.39

Nevertheless, there have been a few instances when the
United States has tried to vigorously apply its antitrust
laws to an international situation. The Restatement of the
Foreign Relations Law of the United States, in section 18,
allows the government to pursue extraterritorial jurisdiction
if a business activity causes an effect within its borders.
However, the jurisdiction is justified only if it "is not in-

consistent with the principles of justice generally recognized

by states that have reasonably developed legal systems."uo

32puthur B. Tourtellot, "Forward," World Business, edited
by Courtney C. Brown (New York, 1970), p. xxii. :
39%indleberger, op. cit., p. 63.
k0,

S. Senate, A Foreirn Economic Policy for the 1970's,
p. 926.
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The Restatement rule is based on the Alcoa case®l dealing
with an aluminum cartel which regulated the world market. By
using special methods the cartel had an impact on imports to
the United States. Judge learnied Hand concluded that these
methods "would clearly have been unlawful, had they been made
within the United States; and it follows. . .that both were
unlawful, though made abroad, if they were intended to affect
imports and did affect them."™2 The cartel was deemed to be
illegal. |

The desire of American courts to extend jurisdiction to
foreign subsidiaries of multinational corporations has sharpened
the issue of national sovereignty. For example, a United
States court demanded the record books of some Canadian pulp
and paper companies accused of collusion in their export pol=-
icies. In other cases, the goverment of India allowed Mobil
0il and Standard 0il of New Jersey to create a joint Indian
subsidiary which was subsequently broken up Ey the United.
States courts; likewiée, the Canadian government allowed DuPont
and Imperial Chemicals to do the same thing in Canadé and this
was also dissolved by the same courts.“B This type of world
antitrust policing did not last very long.

There can be conflicting opinions resulting from the con-

current jurisdiction of different nations. For example, the

4ly. s. v. Aluminum Co. of America, 148 F. 2d, 416 (1945).

L

2Kolde, °op. ci sy PP Lo-41.

tl
cit

uBMartyn, op. ., pp. 67=68.
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1951 Imperial Chemicals~DuPont caseuu was based on a licensing
agreement which in the opinion of the American court involved
an illegal division of markets. 1In this classic case, the
United States court ordered compulsory licensing, while the
British court ordered its subject, Imperial Chemicals, to ful=
fill the original contract. The British Court of Appeals
commented, "There is raised a somewhat serious question,
whethervthe‘order of [ﬁhe United States courﬁ], in the form
it takes, does not assert an extraterritorial jurisdiction
which the courts of this country cannot recognize, notwith-
standing any such comity."u5 Fortunately, the United States
decree contained a séving clause which exempted action taken
which did not conform to foreign laws to which the company
was subject. This precluded a serious jurisdictional dispute.
There is still no clear distinction where the jurisdic-
tion of United States antitrust laws end, and the point at
which some other nation's jurisdiction begins. Overlapping
and conflicting regulétions-for controlling economic activity
are the result of differences in tradition and ideology.
Eugene Rostow, Yale University professor of law and public
affairs, warns that "the attempts to enforce our own antitrust

laws against American and foreign companies with respect to

hhg_ S. v. Imperial Chemicals Industries, Ltd., 100 F
Supp., 504 (1951}.

u5Kolde, op. cit., pp. Lo-L1.
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transactions abroad has produced a good deal of most undesire
able fricticon between our Government and the government of
friendly naticns."46

Many foreign governments have already lodged strong protest
with the United States for its attempts at an‘extraterritorial
application of antitrust laws. The protesting governments in-
clude Canada, Denmark, Finland, France, Germany, India, Ireland,
Italy, Japan, the Netherlands, Norway, Sweden, Switzerlaqd. the
United Kingdom, and even Yugoslévia. Some of these governments
(mostly European) have actually enacted legislation to prevent
its businesses from complying with any type of order originat-
ing in a foreign state. Others forbid foreign courts from
acquiring documents from domestic businesses, and still others
protect specific industries, namely, the shipping industry.u7

These protest forced United States courts to incorporate
saving clauses into their decisions. The effect has been to
remove any extraterritorial application of United States anti-
trust laws to multinaéional corporations. For instance, in
the General Electric case,“8 the court included the following
in the final decree:

Philips [a multinational firm] shall not be in
contempt of this Judgement for doing anything outside

bSU. S. Senate, International Aspects of Antitrust, p. 8.

o 475, 5. A, Ellis, "The Legal Aspects of European Direct
Investment in the United States," The Multinational Corpora-
tion in the World Economy, edited by Sidney E. Rolfe (New
York, 1970), p. 70.

hSH. S. v. General Electric Co., 115 F. Supp., 835 (1953).
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the United States which is required or for not doing

anything outside of the United States which is unlawful

under the laws of the government, prcvince, country

or state, in which Philips or any other subsidiaries

may be incorporated, chartened or organized, or in

the territory of which Philips or any such subside

iaries may be doing business.

The court went even further in a consent decree with cer-
tain members of the international oil cartel. United States
based firms that are members of the cartel were exempted from
certain injunctions if participation in the cartel was made

pursuant to request of official pronouncement of

policy of the foreign nation or nations within which

the transactions which are the subject of such com-

binations take place. . .and where failure to comply

with which request or policy would expose Jersey to

the risk of the present or future loss of the par-

ticular business in such foreign nation or nations .30

Other evidence points to even more limitations on the ef-
fectiveness of antitrust enforcement. According to the former
antitrust director Thurman Arnold, most departments of the
United States federal government are in practice unsympathetic
to vigorous enforcement of the antitrust laws,5l 1In fact, an

official of the Commerce Department says that vigorous appli-

cation of antitrust laws could "substantially increase

49811is, op. cit., p. 71.

Sly. s. Senate, Foreign Trade and the Antitrust lLaws,
Hearings before the Subcommittee on Antitrust and Monopoly,
88th Congress, 2nd session, Part 1 (Washington, 1964), 129.




competition from abroad and could therefore cut domestic pro-
fits and jobs and adversely effect our balance of payments."52

The exlistence of varying attitudes among agencies of the
federal government toward the application of antitrust laws
was documented by Peter Chumbris, chief counsel for the minor-
ity, during a Senate hearing on the application of these laws
to international situations:

And as you read the statement of Mr. Berman of

the Commerce Department, and Mr. Johnson from the

State Department, and Mr. Loevinger from the Departe

ment of Justice, and Mr. Dixon on behalf of the

Federal Trade Commission, as they testified in pre=

vious hearings, whether on foreign trade or the

Common Market, you can see how various departments

and agencies do not see eye to eye on the antitrust

application. There is a variance. Each is looking

at it from his own particular field--whether it is

State with foreign policy, or Commerce trying to

improve business throughout the world, or the antie

trust position enunciated within the Department of

Justice and FTC."53

Does the State Department overrule the Antitrust Division
of the Justice Department on matters involving international
restrictive business practices which are believed to be in
the "national interest"? If the State Department agrees with
businessmen (which it frequently does) that the national inter-
est is involved and they need to join an international cartel,
what does the lepartment of Justice do? Lee Loevinger, former

assistant attorney general in charge of the Antitrust Division,

states, "I have had consultations with high officials of the

52yall Street Journal (July 30, 1970), p. 1.

53y. S. Senate, International Aspects of Antitrust, p. 3l.




State Department, and we have always cooperated and assured
them that as far as the [Department of Justice was concerned,
that the particular activities in question would not be chal-
lenged in view of the State Department's attitude."5% That
statement needs no interpretation.

To further complicate the problem, some United States
officials do not seem to recognize the fact that there are
differing ideologies toward competition. For example, in a
speech before the National Industrial Conference Board, ﬁichard
W. McLaren, who heads the Justice Department's Antitrust Divie
sion, invited foreign firms into the United States market and
suggested this would be a way to increase competition without
the use of antitrust laws to break up large domestic businesses.
In further rhetoric, he stated that the antitrust department
"will be alert to challenge barriers to entry erected by pri=
vate corporations by means of unduly restrictive patent, know=
how, and technology licenses, as well as by outright cartel-
type arrangements."55i Mr. McLaren may have trouble attracting
foreign enterprises since they are accustomed to this type of
restrictive behavior, and he further states that "doing busi=
ness in the U. S. does contemplate acceptance by foreign firms
of our basic national policy of combetition and of the scheme

of antitrust enforcement."56

5J"U. S. Senate, Foreipen Trade and the Antitrust Laws, p. 119.

55Wall Street Journal (March 6, 1970), p. 1k4.

561bid.
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How do these antitrust laws affect the recently developed
multinational corporation? For one thing, internal expansion
is generally considered by United States courts to be normal
and permissible. Under antitrust laws it takes two parties
to form a "conspiracy in restraint of trade." If a multina-
tional firm has branches, divisions, departments, or other un-
incorperated units working abroad, it may legally divide ter-
ritories, fix prices, regulate output, and avoid compgtition
between and among its various operating units. It may do so
because it has centralized management control within the
structure of a single corporate enterprise. Most legal author-
ities say there should be no difference in antitrust applica-
tion between a multinational enterprise and one using a single
corporate organization.57 In other words, where business
enterprises in various countries are under the same corporate
roof, market restrictions may be based on a management decil-
sion, rather than an intercorporate agreement; the economic
effects are the same in the two cases.

The above situation prompted Howe Martyn, a well-known
student of the multinational corporation, to suggest that
United States antitrust laws actually promoted the growth of
these organizations. He says, "American antitrusf regulations

appeared at first to be an obstacle, but later were discovered

57Leo M. Drachsler, "Antitrust Laws and American Business
Abroad," Business Abroad, Vol. 94 (May, 1969), p. 20.
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to permit and require completely contrclled foreign opera=-
tions."58 Now the laws are merely another parameter within
which the companies operate without significant constraint.

For the multinational firm the greatest areas of uncer-
tainty are licepsing and joint ventures. Most litigated cases
in the United States that have international connotations per=
tain to collusive activities carried on partly in the United
States by two or more separate firms and designed to restrict
trade within the country or imports into it. Corwin Edwards,
professor of economics at the University of Oregon, believes
these cases give very little indication that United States
antitrust laws are applicable to the multinational corporation
which relies upon joint sale, patent licensing, exclusive deal-
ings, or participation in mergers or joint ventures.’9 A
survey of United States antitrust history showsvthere are no
cases involving the acquisition of a foreign firm by a United
States based corporation, and there are no cases involving a
joint venture located outside the United States boundary.60
One of the reasons for this fact is evident in the following
quote:

Unfortunately there is today no coherent enforce-
ment policy at the Antitrust Division which can be

58Martyn, op. cit., p. 37.

59Edwards, Cartels and Monopoly, p. 309.

60y, s, Senate, International Aspects of Antitrust, p. 467.
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discerned by the cutside observer. Businessmen
interested in combination mergers and Jjoint ventures
must engage in what is iittle more than a lottery.
It is well known that the Antitrust Division does not
have sufficient funds or personnel resources to ap-
ply the laws equally to all combinations of this
kind. While much has been made of the Division's
attack on mergers, for example, it is significant

_ that it has actually proceeded against only 49
mergers out of a total of 4,960 recorded in the past
four fiscal Government years. Many mergers like those
attacked went scot-free. One can confidently expect
that a similar condition will exist as to Jjoint ven-
tures. Some joint ventures, both past and present,
will be attacked, while many similar joint ventures
involving unquestionably the same basic factual ’
situations will go unchallenged.

But what about licensing agreements which are becoming
so important to the multinational organization. When a United
States=-based multinational firm licenses its technology to a
foreign firm, and certainly its own overseas subsidiary, there
is likely to be an understanding about sales in the market of
the licensor. in practice, can the United States government
control the activities of a corporation that engages in agree-
ments abroad which would restrict sales to the United States
and probably lessen import competition? Two surveys revealed
the feelings of businessmen in regards to this problem. A
1959 survey by the Department of Commerce showed that less
than 10 percent of the responding corporations were concerned
about the adverse impacts of the antitrust laws oﬁ foreign |
investment. However, a similar survey by the Patent, Trade-

mark, and Copyright Foundation of George Washington University

6lgerhard A. Gesell, "Joint Ventures in the Light of Re=
cent Antitrust Developments," The Antitrust Bulletin, X (Janu-
ary-April, 1965), 3&-35.




revealed that some 40 percent of United States companies
licensing abroad felt that the antitrust laws in this area
were constraining.62

At the present time, many licensors are de jure extending
nonrestrictive licenses but de facto extending restrictive
ones., Charles Kindleberger, professor of economics, Massachue
setts Institute of-Technology, made the following accurate
observation of this situation:

There is little that the United States can do

about conspiracy abroad to restrict sales to the

United States market, especially if it is not really

conspiracy, but approaches more nearly "conscious

parallel action,"” or silent threat and equa%ly

silent receiving and acting on the message. 3

This realism frustrates the court philosophy in the United
States which seems to be that competition is good per se.
From the standpoint of economics such a view is much toonarrow,
and in a world economy, it is unrealistic. As yet, however,
no homogeneous criteria of "reasonable" restraints of competi-
tion in the international economy have been provided by either
economist or lawyers. The primary reason for this is that
there has been

. » s+insufficient theoretical inquiry into the
nature, as it emerges, of the multinational corpor-
ation, with all the sensitivities it must cope with,

all the misconceptions it must contend with, and
all the inevitable hostilities it must face=-not

625, y. Behrman, "Clarification of U. S. Antitrust
Policies," U. S. Investments Abroad, edited by Raymond F.
Mikesell (Eugene, 1952), p. 215.

63

Kindleberger, op. git., p. 65.
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to mention the staggering day=to-day problems of

diverse accounting systems, varying ethical cone

cepts and disparate corporate-governmental re-

lationship. . . Lol

Japan and Competitive Ideology

It is significant fo briefly survey the views of Japan,
the most powerful economic nation in the Eastern Hemisphere,
toward restrictive market behavior. Prior to World War II,
Japan was a country of large cartels in the form of the zai-
batsu, or great family trusts. These organizations had world-
wide operatiéns. After the war ended, the United States oC=
cupation forces were determined to create anti-monopoly laws
in Japan similar to those in the United States.

As Japan began to regain her position in commerce through-
out the world, she gradually returned to aggregated economic
units. This was a necessary and natural way for the Japanese
to gather large amounts of capital and take advantage of other
economies of scale. And so even though the laws are there,
as a practical matter; enforcement has not been very energetic
whether in conducting investigations of complaints, or enforc-
ing the provisions of the United States imposed anti-monopoly

1aws.65

61"Tourtellot, op. cit., p. xxiii.

65ceoree Yamaoka, "Antitrust in Japan," Rusiness Abroad,
edited by Henry Landau (New York, 1962), pp. 332-333.




An example will serve to illustrate Japan's lack of com=
mitment to classical competition.66 In 1971, Japan's Ministry
of International Trade and Industry advised the country's six
largest steel producers, which control 80 percent of the sup-
ply, to form a cartel. The purpose is to red;ce production
of Japan's crude steel output in an effort to stabilize steel
prices which have shown weakness in the prior few months .67
This close alliance between government and business in Japan
has been very successful and cannot be expected to be discarded
in favor of & competitive ideology.
International Supervision Over the
Multinational Corporation

The evolution of business organizations into the multi-
national enterprise is evident in practically all parts of
the world. 1In many cases this evolution has been promoted by
both national governments and regional trading blocs. 1In ad-
dition, policies that are designed to constrain the multina-
tional corporation ha#e been timidly applied by many nations,
and have not been very successful where more vigorous appli=-

cation was undertaken. An example of this trend toward multi-

nationalism and the resulting control problem was described

66For more detailed information on the restrictive busi=
ness practices used in Japan, see the testimony of Dr. Eleanor
M. Hadley, U. S. Senate, Foreign Trade and the Antitrust Lavws,
Hearings before the Subcommittee on Antitrust and Monopoly,
88th Congress, 2nd session, Part 1 (Washington, 1964), 1Lk7-155.

67Wa11 Street Journal (November 8, 1971}, p. 2.
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by Seymore J. Rubin in testimony before a 3enate subcommittee

investigating the multinational corporation.

If one follows the company reports through the
pages of such a publication as Business International,
one may note recently a merger of cperations between
the French and German chemical giants, Rhone Poulene
and Bayer; the acquisition by Cutler«Hammer, an
American electrical equipment manufacturer, of the
assets of its former Australian licensee; the fore
mation of a jointly owned tractor corporation by
Ford of the United States and Hokkai Jidosha Koggo
of Japan; the formation of a consortium between
American, Japanese, Dutch and German interests, with
somé Australian participation, to develop a bauxite-
alumina complex in Western Australia; and so forth.
Neither the political nor legal obstacles, such as
they are, seem to affect adversely this tendency
toward internationalism.

Then, of course, there are a good many international care

tel agreements which cannot be reached by traditional antie

trust policies.69 The international shipping cartels are a

good example.

The United States is virtually the only country

that has developed legislation designed to prevént abuses by

these cartels. They have operated with more freedom than any

other type of restrictive organization. An evaluation of the

social responsibility shown by shipping cartels indicates

that

they have acted responsibly in many areas, but abuses have

occured. Most nations feel the secure operation of this

P

68U. S. Senate, Foreisn Economic Policy for the 1970's,

925,

690f. Corwin D. Edwards, Cartelization in Western Europe

(Washington, 1964).
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industry is vital to a healthy economyv, and therefore allow
steps to be taken that reduce hazardous competition. As a
result, the maritime cartels remain as one that has had as
long a formal life as any other cartelized industry.70

The forecast that the future world economy will be ruled
by the multinational corporation, and that formalized cartels
will all but disappear is supported by the following dialogue
between two prominent economist:

Mr. Barber: 1In the last few years, as you
know, many corporations, a large number of them
American, of course, have gone abroad. They have
through a process of direct investment and through
acquisitions, and some joint ventures, tended to
increase the degree of concentration internationally
in a fashion not unlike that that occurred at the
turn of the century nationally.

What we may be witnessing, though, is really
a scheme of international oligopolization in mar-
kets like autos and others which move in intere
national markets, controclled by a fairly small
number of firms operating multinationally.

Do you see this as a major dimension of the
international economic situation now?

Mr. Edwards: I think it is in an early stage,
and I certainly see it as one of the very substane
tial probabilities.

Indeed, if we project the trend 50 years ahead
and assume no change in public policy, it seems to
me likely that half a century hence cartel will be
obsolete except in the less important parts of the
international economy, that we will have great
international firms and a substantial reduction of
international trade through the actions of these
firms.71

70abe Skiold, “"Antitrust Problems in International Trade,"
The Antitrust Bulletin, X (May=-June, 1965), L449-458,

710. S. Senate, International Aspects of Antitrust,
p. 315.
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As the nature of business organizations evelves, it will
be necessary to develop more effective methods of controlling
their activities. The adequacy of the traditional market
power concept to deal effectively with the multinational cor-
poration has been questioned by Corwin D. Edwards. He main-
tains that three developments in the mcdern business organi-
zation have made the traditional concept of market power obso-
lete. First, oligopoly is the typical form of big business
and the diversity of oligopolistic patterns makes it much more
difficult to identify the effects on competition and, there-
fore, specific policies to cope with effects which may be un-
wanted. Secondly, markets are no longer rigidly defined;
instead, interaction among buyer or seller relations has ree
duced clear boqndaries. This change has focused more atten=-
tion ¢cn the importance of potential competition. Lastly, the
traditional pattern of competition has been changed by the
diversification that characterizes multinational operations.
The effect here is on fhe traditional process of business
decision making and competitive interaction.’?

Edwards concludes that because of these developments

the concept of monopoly is inadequate to cover the

phenomena of business power and the concept of oli~-

gopoly is inadequate to replace it. Different

kinds of power can be derived from (a) control of
a preponderant share of a single segregable market;

72Corwin D. Edwards, "The Changing Dimensions of Business
Power,'" cited in Organization for Economic Cooperation and
Development, Market Power and the Law (Paris, 1970), pp. 193-
194,




(b) position as one of a few competing firms; (c)
possession of a large aggregate of resources in
comparison with one's competitors; and (d) diversity
of activities across fields of operations. The
first is properly called monopoly (though effects
partly due to the third are sometimes attributed

to it). The second is properly called oligopoly.
The third can be called bigness, and the fourth
diversification. Business power structutres today
contain blends of all of these, and hence are hard
to describe, analyze, or appraise on the basis of

a single one of these concepts. Discussion of such
power structures gives monopoly an emphasis that it
no longer deserves; attributes to oligopoly a signi-
ficance greater than it probably has; and makes
little serious effort to cope with bigness and di-
versification. Yet these are the forms in which
business power is growing most rapidly, is subject
to least legal curbs, and is hardest to appraise as
to the elements of good and bad.73

There is no international law applicable to multinational
organizations because there is no supranational authority to
issue and enforce it. This situation was the central topic
at an international conference on restrictive business prace
tices sponsored by the Organization for Economic Cooperation
and Development in September, 1969, and attended by 100 offi-
cials from nations around the world.

Thorkil Kristensén, Secretary-General of the Organization,
emphasized the difficulties concerning economic power brought
on by the growth of the multinational business organization.
He said that national authorities find it almost impossible
to effectively control the multinational firm's.operations.

Kristensen further discussed some of the obstacles to such
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control which included the imperfect informafion available
about the operations of the multinational enterprise, the
possibility that nations may compete in providing safehavens
from restrictions, and the possibility that a multinational
enterprise may place its operations in a country where market
power is weakly controlled. Kristensen concluded that since
economic organizations were becoming more and more interna-
tional, control itself will have to be progressively interna-
tionalized.7h

The section of this conference that discussed interna-
tional aspects of restrictions managed to agree on certain
important points:

1. International firms may have both beneficial
and harmful effects, which clearly will increase in
importance as such firms continue to grow.

2, Certain features of such firms need special
attention, notably instances in which a firm with a
strong market in one country can support that power
by its activities in other countries, and instances
in which particular firms have economic power on an
international scale, for example by control of a
large part of the supply of a basic material or an
essential technology.

3. Special difficulties are encountered by
governments in applying their domestic legislation
to international firms when the activities of such
firms are partly beyond their reach and when action
by one country would affect the interests of other
countries.

L. The establishment of a procedure of inter-
governmental consultation and cooperation to deal
with any possible restriction of competition in in-
ternational trade by multinational firms. The work-
ing group expects that the governments of 0. E. C. D.

7%7The Antitrust Bulletin, XIV (Winter, 1969), 865-866.



member countries, through their representatives

on the 0. E. C. D. Council, will give the neces=

sary political impetus to this work.75

Groups devoted to global economic integration such as
the Organization for Economic Cooperation and Development, the
European Economic Community, General Agreements on Tariffs and
Trade, and others, will fail to be totally effective until
private power groups are properly supervised. In the words of

Kurt E. Markert:

It is obvious that without sufficient safe=
guards against private restrictive business practices
affecting international trade the results expected
from the reduction and eventual abolition of public
trade barriers, such as tariffs and quantitative
restrictions, might be frustrated by continued or
newly established private trade barriers.?

The nations of the world, inspired by the United States
government, have twice seriously proposed some type of inter-
national trade organization to curb restrictive business prac-
tices among giant international firms. Following World War
II, the International Trade Organization was proposed

+ +» +to prevent business practices among com=
mercial enterprises which restrain competition,

restrict access to markets or foster monopolistic

control in international trade, and which thus
have the effect of frustrating the purpose of

751bid. .

76Kkurt E. Markert, "Recent Developments in International
Antitrust Cooperation,'" The Antitrust Bulletin, XIII (Summer,
1968), 356-357.
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the Organizaticn to promote expansion of production

and trade and the maintenance in all countries of

high levels of real income.’7
After much debate and revision, a final proposal was adopted
and sent to member nations for ratification. However, the
International Trade Organization did not materialize because
the United States Congress would not ratify the proposal!78

Subsequently, the United States Department of State pro-
posed to the United Nations Economic and Social Counq}l that
a program be established to police restrictive business prac=-
tices. The Council developed such a program but the United
States government, under the leadership of the new Eisenhower
administration, withdrew its support because of strong pres=-
sures from business interests, especially the Chamber of Com=
merce, and the program was never adopted.79

Some busiﬁessmen apparently have no desire for a vigor=-
ously competitive economic system. Security and stability is
apparently a much more satisfactory goal. Robert Platt, presi-
dent of Magnovex Corporation, senses the potential danger to
orderly markets if stiff antitrust enforcement is pursued. He

says, "If the Justice Department's effort is successful, we

77Department of State, Suggested Charter for .an Interna=-.
tional Trade Organization of the United Nations (September,
1954), pp. 25-26, cited in Cerwin D. Edwards, Control of Car-
tels and Monowolies {(Dobbs Ferry, 1967}, p. 230.

78Edwards, Control of Cartels and Monopolies, pp. 230=-2132.

791bid., pp. 233-235.
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are a2all in jeopardy. The consequences would be an undisci~
plined international sScramble for markets,"80 Nevertheless,
many people feel that some sort of uniform global supervision
of market power is desirable. Roy Blough is one of these:
I think in the course of time that this is
something that inevitably has to come. Because if

we are really pgoing to have large multinational

corporations of many nationalities engaged competi=-

tively in international trade, we are somehow or

other going to have to get the rules made more com=

parably than they have been.

The prestigious Commission on International Trade and
Investment recently made its report to President Nixon. The
business dominated group, called the "Williams Commission,"
recommended an eventual elimination of 211 barriers to trade
and capital movements. One would hope this means private as
well as public barriers. Increased trade with communist coun-
tries was another important proposal. Most importantly, the
panel strongly urged that a "new realism" be added to policy
alternatives in order to cope with a world economy in which
multinational corporations are beginning to dominate.sz
This is sound advice for other countries of the world as

well. For, as Samuel Pisar has noted, "If political power is

unable to lead, it will have to follow economic power in the

[

80ya11 Street Journal, July 30, 1971, p. 1.

81U. S. Senate, International Aspects of Antitrust, p. 77.

824a11 Street Journal, September 14, 1971, p. 4.




Q7

creation of a supranational system of rules and institutions

without which the emergent world market cannot thrive."83

83samuel Pisar, "Toward a Multinational Economy," Wall
Street Journal, September 20, 1971, p. 8.




CHAPTER IV
CONCLUSIONS: A TENTATIVE APPRAISAL

Multinational corporations, as a method of organizing
and operating business activities, are relatively new in the
world economy. These firms are acting more and more as a
gpbstitgﬁgﬂfor the market as a method of allecating resources
Ehroughqgt the world society. Even though they do represent
a step forward in the "efficiency" with which the world could
use its economic resources, serious social and political, not
tc mention economic, problems were created by their genesis.
This study of the multinatiqnal corporation is based on the
limited amount of information currently available to researche
ers. Such a situation probably means only the tip of the ice=
berg has been 2xposed and as a result the conclusions of this
study are classified as tentative,

Multinational cerporations have definite beneficial effects
25 well as creating difficult problems feor the world society.
Their most desirable aspect is the potential to transfer and
implement technoicgy to those areas of the world that desire
it. So far, these corporations have been very uneven in eXx-
ploiting and distributing the benefits of their skills and ine
rnovations. More diffusion of technology is desirable and
publically supervised'cross-licensing agreements would be a

positive step toward this goal.

98
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On the other hand, the rapid growth of this organizational
phenomenon left single nations unable to cope with their economic,
social, and political consequences. In short, the brief history
of the multinational corporation reveals the power and importe
.ance of this organization and the danger of leaving it uncon-
trolled.

The evidence documented in this study raises many more

questions than it answers. As is pointed out in Chapter II,

national monetary and fiscal pglicx can be frustrated by the
oygfiféég §}g§;§iiity of these businesses. D;és’fﬁis’mean that
contemporary macro theory's efficacy may be outdated in respect
to the emerging world economy? If so, will it be necessary to
give some global institution the responsibility and authority

to develop and administer an effective world-wide macro theory?
How extensive is the power of multinational corporations to con=-
trel prices, production, and the allocation of resources?
Another mysteriocus situation is the types of relationships

which exist between multinational corporations and international
cartels. Only more revealing research will lead to a satis=-
factory answer. If they are complementing each other, this
would be a power problem beyond any current perceptions.

Several scholars believe some type of international insti-
tution is needed to control these giants. As is pointed out in
this study, the United Natioﬁs has not been able to take posi=-
tive action in this area. This organization now has the worlde-
wide framework necessary, and eventually could be given the au-

thority to charter and supervise these giant businesses. The



o
O
o

major dilemma seems to be arriving at a harmonization of be=
havioral criteria, with the major antagonists being those whose
ideology favors competition as a regulator and those whose ide=
ology favors regulation by administration. It will be inter=-
esting to see how socialist and capitalist economies harmonize
their attitudes towards this form of economic power., At the
present time, most developed nations are too preoccupied with
neo-mercantilistic policies, and as a result very little pro-
gress has been made in the area of international cooperafion
toward restrictive business practices.

Another major reason for the lack of international har-
mony in respect to public policy and the multinational cor-
poration is the paucity of data concerning the actions of these
firms. Many government policy-makers have based their decisions
on limited empirical data plus conflicting economic theory and
policies {or the lack of them) developed to control the multi-
national corporations have been ineffective.. Much more inter-
disciplinary research based on strategic empirical evidence
is needed to adequately explain the behavior of the @ultinan
tional organization. Once their behavior is understood, we
will learn whether nations can create intelligent policy that

will effectively cope with multinational corporate power.
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