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PREFACE 

The word " i n te rna t i ona l i sm"  i s  being used more and more 
o f t e n  t o  denote t h e  p rocess  of  i n c r e a s i n g  in terdependence among 
s o c i e t i e s  i n  genera l  and n a t i o n a l  economies i n  p a r t i c u l a r .  I t  
has been po in ted o u t  by s e v e r a l  r e s e a r c h e r s  t h a t  g loba l  develop- 
ment i n  t h e  1980s w i l l  be cha rac te r i zed  by t h e  p rocess  of 
i n t e r n a t i o n a l i z a t i o n .  The impact of t h i s  t r e n d  on n a t i o n a l  
economies i s  l i k e l y  t o  range from t h r e a t s  through cha l lenges  t o  
oppor tun i t i es .  P r e r e q u i s i t e  t o  t h e  assessment o f  i t s  p o t e n t i a l  
impact i s  a deeper understanding o f  t h e  i n t e r n a t i o n a l  environment, 
i t s  main a c t o r s ,  t h e  measures and p o l i c i e s  most l i k e l y  t o  be 
adopted, n a t i o n a l  and i n t e r n a t i o n a l  p r i o r i t i e s ,  etc. 

There i s  l i t t l e  doubt t h a t  m u l t i n a t i o n a l  co rpo ra t i ons  a r e  
p lay ing  a lead ing  r o l e  i n  t h e  i n t e r n a t i o n a l  economic and techno- 
l o g i c a l  scene and t h a t  they are an an  impor tant  t o p i c  f o r  resea rch .  
While a g r e a t  d e a l  has been w r i t t e n  on t h i s  t o p i c ,  a ba lanced,  
complex, unbiased view has y e t  t o  be publ ished.  I I A S A  has n o t  
y e t  approached t h i s  problem; t h i s  working paper  r e p r e s e n t s  a 
f i r s t  a t tempt  t o  map o u t  t h e  problem. D r .  Oleynik,  who p a r t i c i -  
pated i n  t h e  Young Summer S c i e n t i s t s  Program 1981 has been suc- 
c e s s f u l  i n  compi l ing a  summary of t h e  views and p r a c t i c e s  of 
d i f f e r e n t  c o u n t r i e s  toward mu l t i na t i ona l  co rpo ra t i ons .  The work 
i s  by no means complete: it rep resen ts  t h e  r e s u l t s  of  two months 
work dur ing  t h e  summer of  1981 and con ta ins  an i n t e r e s t i n g  over- 
view of  t h e  p rocess  of  i n t e r n a t i o n a l i z a t i o n  i nc lud ing  s o c i a l i s t  
coun t r i es .  

Because of  t h e  re levance of  t h e  t o p i c  f o r  many of t h e  t a s k s  
being pursued a t  t h e  I n s t i t u t e ,  w e  would l i k e  t o  sha re  i n  t h i s  
form t h e  r e s u l t s  of  I g o r  Oleyn ik 's  work wi th  a l l  those  i n t e r e s t e d .  

Tibor Vasko 
Act ing Leader 
I n d u s t r i a l  Development Focal  Task 



ABSTRACT 

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



CONTENTS 

1. INTRODUCTION 1 

2. THE INFLUENCE OF MULTINATIONAL CORPORATIONS 
(MNCs) ON ECONOMIC DEVELOPMENT 3 
2.1 The Definition of an MNC and the Aim of the 

Study 3 
2.2  The Development of MNCs and the Directicns of 

Their Influence 4 

3 .  A QUALITATIVE ANALYSIS OF THE INFLUENCE OF MKCs 14 
3 . 1  The Influence of MNC on the Creation and 

Assimilation of Innovative Technology 14 
3.2 The Involvement of !4NC in Economic 

Cooperation F5etween East and West 18 

4. CONCLUSIONS 24 



THE INFLUENCE OF MULTINATIONAL CORPORATIONS ON 
INDUSTRIAL DEVELOPMENT: A PRELIMINARY ANALYSIS 
OF THE PROBLEM 

Igo r  S. Oleynik 

1 . INTRODUCTION 

The c u r r e n t  pe r i od  i n  t h e  i n d u s t r i a l  development o f  t h e  
world economic system i s  c h a r a c t e r i z e d  by s i g n i f i c a n t  changes 
i n  t h e  t r e n d s  and f a c t o r s  t h a t  determine development i n  
d i f f e r e n t  groups o f  c o u n t r i e s .  These changes a r e  caused p r i -  
mar i l y  by i n c r e a s i n g  d i f f i c u l t i e s  i n  t h e  development o f  t h e  
world economy. Shor tages of energy and r e s o u r c s s ,  i n f l a t i o n ,  
unemployment, and a  slowdown i n  economic and i n d u s t r i a l  develop- 
ment i n  most o f  t h e  i n d u s t r i a l i z e d  c o u n t r i e s  have r a i s e d  very  
s e r i o u s  new i s s u e s  a t  bo th  n a t i o n a l  and i n t e r n a t i o n a l  l e v e l s .  
For d e t a i l s  see Vasko ( 1  98 1 ) . 

The p rocess  of economic development of  d i f f e r e n t  c o u n t r i e s  
i s  be ing accompanied by a  f u r t h e r  deepening of  t h e  i n t e r n a t i o n a l  
d i v i s i o n  of l a b o r ,  a  development of  i n t e r n a t i o n a l  t r a d e ,  and 
b i l a t e r a l  and m u l t i l a t e r a l  economic coopera t ion  between c o u n t r i e s  
and groups of c o u n t r i e s  be long ing t o  d i f f e r i n g  soc ioecononic  
systems. 

One o f  t h e  f a c t o r s  t h a t  began t o  i n f l uence  i n d u s t r i a l  
development more s t r o n g l y  i n  t h e  1970s was t h e  m u l t i n a t i o n a l  
co rpo ra t i on  (MNC). During t h e  l a s t  decade t h e  s c a l e  of MNC 
o p e r a t i o n s  i nc reased  s i g n i f i c a n t l y ,  n o t  o n l y  i n  deve lop ing 
c o u n t r i e s ,  b u t  i n  developed c o u n t r i e s  a s  w e l l .  A s  a  r e s u l t ,  
t h e  i n f l u e n c e  of MNC o p e r a t i o n s  and t h e  o p e r a t i o n s  o f  t h e i r  
a f f i l i a t e s  began t o  p l a y  a  more impor tant  r o l e  i n  t h e  economic 
development of  d i f f e r e n t  c o u n t r i e s .  

I t  i s  now p o s s i b l e  t o  cons ide r  t h e  i n f l uence  o f  mu l t i -  
n a t i o n a l  co rpo ra t i ons  a s  an impor tant  f a c t o r  i n  i n d u s t r i a l  
development. MNC now a c t i v e l y  t a k e  p a r t  i n  world t r a d e  and 



economic cooperation among developed, developing, and socialist 
countries. The MNC are playing an inportant role in the process 
of technology transfer in the extraction and distribution of 
raw materials, etc. 

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

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

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

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

\ 

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

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

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



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

Thus taking into account the limited information available 
and the size of this working paper,.it must be considered merely 
a first step in studying problems connected with the influence 
of M1JC on the industrial development of different groups of 
countries. Undoubtedly, an analysis of these problems would be 
an important task for study in the framework of IIASA's Indus- 
trial Development project. 

2. ECONOMIC DEVELOPMENT AND THE INFLUENCE OF MTJC 

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

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

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

It must be noted that in spite of the large volume of 
literature devoted to MNC, the term "multinational corporation" 
has not yet been clearly defined. In practically all cases the 
authors adapted the definitions of MNC to the aim of their own 
specific studies, v;:hich for the most part were organized on 
differing methodological bases. In all there are about 50 
different definitions of the "multinational" or "transnational" 
corporation. They include the following components: activities 
in several countries (38); global perspective (24); industrial 
activity (19); minimum size (15); minimum percentage of foreign 
sales (1 5) ; quoted on several exchanges (1 1 ) ; regional spread 
( 10) ; international management (4) . (See Lietaer 1979) . 

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

The other popular definition was formulated by the US 



Fede ra l  Trade Commission and restr icts m u l t i n a t i o n a l  corpo- 
r a t i o n s  t o  t h o s e  hav ing  a  t o t a l  t u r n o v e r  o f  a t  l e a s t  100 
m i l l i o n  d o l l a r s ,  hav ing t h e i r  own s u b s i d i a r i e s  i n  a t  l e a s t  
s i x  c o u n t r i e s ,  and hav ing i n v e s t e d  a t  l e a s t  20 p e r c e n t  of  t h e i r  
c a p t i a l  abroad.  (See La11 and S t r e e t e n  1978) .  

The second d e f i n i t i o n  i s  o f  c o u r s e  more a p p l i c a b l e  f o r  
s t udy ing  t h e  i n f l u e n c e  of  MNCs on i n d u s t r i a l  development.  
Because s m a l l  companies, even t h o s e  h i g h l y  s p e c i a l i z e d  i n  one 
k ind  of  p roduc t i cn  o r  a n o t h e r ,  p l a y  .only a - l i m i k e d  r o l e  i n  
domest ic  o r  f o r e i g n  markets ,  and e x e r t  p r a c t i c a l l y  no i n f l u e n c e  
on t h e  wor ld  economy i n  g e n e r a l  and on t h e  economic development 
o f  i n d i v i d u a l  c o u n t r i e s .  So f o r  t h e  purpose o f  t h i s  s t u d y ,  it 
would be reasonab le  t o  c o n c e n t r a t e  on t h e  group of  l a r g e  MNC 
t h a t  have dominant p o s i t i o n s  i n  t h e  wor ld market .  

I t  i s  a l s o  reasonab le  t o  l i m i t  t h e  scope o f  t h i s  s tudy .  
I n  s c i e n t i f i c  l i t e r a t u r e  t h e  term " m u l t i n a t i o n a l  c o r p o r a t i o n s "  
i n c l u d e s  b u s i n e s s  e n t e r p r i s e s  t h a t  o p e r a t e  i n  manu fac tu r ing ,  
banking,  s e r v i c e s ,  i nsu rance ,  etc. I n  t h i s  s t u d y  it would be  
reasonab le  t o  c o n c e n t r a t e  a t t e n t i o n  s t r i c t l y  on manu fac tu r ing  
m u l t i n a t i o n a l  c o r p o r a t i o n s ,  because t h e s e  c o r p o r a t i o n s  e x e r t  
t h e  most i n f l u e n c e  on t h e  i n d u s t r i a l  development o f  d i f f e r e n t  
c o u n t r i e s .  

A s  a  r u l e  m u l t i n a t i o n a l  c o r p o r a t i o n s  i n c l u d e  p r i v a t e ,  
s tate-owned,  and mixed e n t e r p r i s e s  t h a t  c a r r y  o u t  v a r i o u s  eco- 
nomic f u n c t i o n s ,  such a s  p roduc t i on ,  market ing ,  and r e s e a r c h ,  
i n  d i f f e r e n t  c o u n t r i e s  s imu l t aneous l y ,  w i t h  r e s o u r c e s  be ing  
a l l o c a t e d  w i t hou t  r e g a r d  t o  n a t i o n a l  f r o n t i e r s .  They t a k e  
an  a c t i v e  p a r t  i n  i n t e r n a t i o n a l  t r a d e  and economic coope ra t i on .  
T h e i r  a f f i l i a t e s  (b ranches ,  s u b s i d i a r i e s ,  j o i n t  v e n t u r e s )  a r e  
j o i ned  t o g e t h e r  by t ies o f  common ownership,  a r e  s u b j e c t  t o  
v a r i o u s  means of  c o n t r o l ,  and a r e  respons i ve  t o  an o v e r a l l  common 
management s t r a t e g y .  

2.2. The Eevelopment of  NNCs and P o s s i b l e  D i r e c t i o n s  o f  T h e i r  
I n f l u e n c e  

I n s u f f i c i e n t  d a t a  make it d i f f i c u l t  t o  e s t i m a t e  a c c u r a t e l y  
a l l  t h e  ways i n  which m u l t i n a t i o n a l  c o r p o r a t i o n s  i n f l u e n c e  t h e  
wor ld economy, and p a r t i c u l a r l y ,  t o  gauge t hose  changes t h a t  
have t aken  p l a c e  d u r i n g  t h e  l a s t  13 y e a r s .  I Jeve r the less ,  us i ng  
t h e  a v a i l a b l e  sou rces  of  i n f o rma t i on ,  it i s  p o s s i b l e  t o  e v a l u a t e  
some g e n e r a l  d i r e c t i o n s  o f  t h i s  i n f l u e n c e .  

According t o  t h e  most r e c e n t  U.M. s t u d y , t h e r e  a r e  3,500 
p a r e n t  companies i n  14 European c o u n t r i e s ,  t h e  Uni ted S t a t e s ,  
Canada, Japan ,  A u s t r a l i a , e t c . ,  w i t h  a f f i l i a t e s  i n  Western and 
deve lop ing  c o u n t r i e s . *  

*U.N. e x p e r t s  u s e  t h e  broad d e f i n i t i o n  of  MNC. 



About one thousand of these MNCs have affiliates in Western 
countries only and 446 in both Western and developing countries. 
The majority of them (1 197) are U.S. corporations (Feld 1980) . 
See Table 1. 

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

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

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

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

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

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

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

I l n  mllllmnm 01 dollarm. For dollnlt lon 01"direct." set- l ~ u ~ ~ d ~ ~ o t c ,  t l r l~ le IW3. h l l l ~ u s  sign ( - )  d ~ - ~ ~ u t e s  tlucrouac. Ye13 also I l l r tor l ra l  Stnlhllcr. Cdonial Tlrncr I D  1870. nerlm U 41+1 

COUNTRT 

I bIIlECT IN\'liJTIIEST PIIJITI 

A l l  u e M  ........................ 
Dereloped m u n l r l u  ................ 

........................... Cnnndn 
Enropr 1 .......................... 

Euro. Econ. Colnmun. ( E L C )  6. 

I lolplum nnd I ,~~xe~nbourg  .... 
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Table 3. Importance of multinational enterprise with foreign participation in manufacturing 
14 host countries.* 

( 4 )  10.0% v a l u e  f o r  f i r e  i n s u r a n c e  o n l y .  10 .8% v a l u e  f o r  f i r e  i n s u r a n c e  + s t o c k s  a t  
3 1 s t  December 1974. 

(5 )  Exc lud ing  o i l  r e f i n i n g  and  c a r  a s s e m b l i n g .  
( 6 )  G ross  o u t p u t .  

SOURCE: The OECD Economic Ou t l ook .  N86. May 1977. PP. 7 , 8 .  



4,5,6, and 7). 

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

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

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

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

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

-- how MNCs influence technological innovation and 
technology transfer; -- how PmCs are involved in industrial cooperation 
between East and West. 

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

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



Table 4 .  The p a r t i c i p a t i o n  of f o r e i g n  f i rms  i n  French economy. 

SOURCE: Les Multinationales. Paris 1979.  Notice 2. 

Principales 

caracteristiques 

Nombre d'entreprises 
Effectifs (en milliers) 

Remunerations (a) 
Par personne employee (b) 

Ventes hors taxes (a) 
Par personne employee (b) 

Valeur ajoutee brute (a) 
Par personne employy (b) 

Excedent brut d'exploitation (a) 
Par personne employee (b) 

Investissements totaux (a) 
Par personne emplyee (b) 

(a) En millions de francs 
(b) En milliers de francs 

En pourcentage 
En nombre 

Entreprises 
a participation 

etrangere 

Majo- Mino- Maj. 
ritaire ritaire + 

Min. 

5 1 14 6 5  
137  37 174 

156  3 8 194 

2 18 36 254 

172 3 9 21  1 

204 37 24 1 

176 33 209 

I 

Ensemble Entre- 

prises 
a 

capitaux 

francais 

935  
8 2 6  

806  

7h6 

789 

759  

7 9  1 

Ensemble 

de l'in- 

dustrie . 

24,499 
4720 

35  

886,814 
1879 

280,348 
6 4 9  

68,776 
159  

50,926 
108 

Entreprises 
a participation 

etrangere 

Ma jo- Mino- a j . 
ritaire ritaire + 

Min . 
1257  342 1599  

648 1 7 5  823  

25,751 6221  31,972 
397 355 388 

193 ,551  31,469 225,020 
2988 1797 2 7 3 5  

48,193 11,055 59,248 
7 5 3  639 729  

14,027 2583  16,610 
2 19 149 204 

8981 1664 10,645 
139  9 5  129  

Indice Entre- 

prises 

a 

capi taux 

f rancais 

22,900 
3897  

165,032 
34 1 

661,794 
1698 

221,100 
6 3 1  

52,166 
1 49 

40,281 
1 0 3  

d e l ' i n ,  de 

dustrie pene- 

1 tration 

) etrangere 

100 
100  

100 

100  

100  

100  

100  

1396  

2 195  

1770 

1793 



T a b l e  5 .  West German d i r e c t  i n v e s t m e n t  a b r o a d  by  h o s t  c o u n t r y  1952-1977. 

1952- 1962- 1967- 1972- J a n .  - 1952- 1962- 1067- 1972- J a n .  - 
J u n e ,  6 6 t  7 1 t  7 6 t  J u n e ,  7 1 t  761. June  , June,  6 6 t  
1977* D.M. m i l l i o n  1977* 1977* 1977 

P e r c e n t a g e  d i s t r i b u t i o n  

T o t a l  49,620 1 ,177 2,757 4,654 2,572 

Europe n .a .  792 1,622 2,626 n .a .  n.a.  67.3 58.8 56.4 n .a .  
I n c l .  ECS n. a .  5  17 1,009 1,632 n.  a .  n . a .  43.9 36.6 35.1 n .a .  

o f  which Belgium 4,976 232 282 404 279 10.0 19.7 10.2 8.7 10.8 
F rance  4 ,813 135 32 1  438 138 9.7 11.6 11.6 9.4 5.4 

N e t h e r l a n d s  3,205 4  7  199 355 116 6.5 4  . O  7.2 7.6 4.5 
G.E. 2 ,103 36 9  6  250 138 4.2 3.1 3.5 5.4 5 .4  
I t a l y  1,680 5  3  9  4  156 n.  a .  3.4 4.5 3.4 3.4 n .a .  

EFTA 5 n . a .  196 
S w i t z e r l a n d  4,694 158 

A u s t r i a  1 ,635 18 
Spa in  2,880 5  8  

America n .a .  256 
Nor th  America 9,522 129 

US 6,114 4  8  
Canada 3,408 8  0  

L a t i n  America n .a .  127 
I n c l u d i n g  S. America n .a .  103 
o f  which B r a z i l  3 ,747 4  9  

A f r i c a  n.  a .  7  5  175 272 n .a .  n . a .  6.4 6 .3  5.8 n .a .  
As ia  n .  a .  4  0  6  8  255 n .a .  n .  a .  3.4 2.5 5.5 n .  a .  
I n c l .  I r a n  n. a .  n . a .  n.a.  n .a .  4  0  n .a .  n .a .  n . a .  n . a .  1.1 
A u s t r a l i a  n .a .  13  16 5  n.a.  n .a .  1.1 0.6 0.1 n. a .  
Not s p e c i f i e d  by c o u n t r y  10,023 0  0  0  442 20.2 0  0  0  17.0 

SOURCES: F e d e r a l  M i n i s t r y  o f  Economic A f f a i r s ,  Bonn; K lanner  1977; Kraegenau 1971; A u t h o r ' s  
c a l c u l a t i o n s .  

Notes 
*Data f o r  t o p  10 c o u n t r i e s  o n l y  a c c e s s i b l e  t o  t h e  a u t h o r .  
t5 -year  a v e r a g e s .  

F i g u r e s  may n o t  add p r e c i s e l y  because  o f  round ing .  
n .a .=da ta  n o t  a c c e s s i b l e  t o  t h e  a u t h o r ,  though no  such  i n d i v i d u a l  c o u n t r y  

among t o p  10 r e c i p i e n t s .  

I n c l u d i n g  Denmark, GB, and I r e l a n d .  
5 Exc lud ing  Denmark and GB. 



Table  6. P a t e n t s  i s s u e d  t o  n a t i o n a l  and f o r e i g n e r s  ( s e l e c t e d  
c o u n t r i e s  and y e a r s ) .  

I s s u i n g  coun t r y  1955 1965 1972 

Uni ted S t a t e s  
T o t a l  number 30,535 
Percen tage  

t o  U.S. n a t i o n a l  87.0% 
t o  EEC n a t i o n a l s *  8.9 
t o  o t h e r  f o r e i g n e r s  4.1 

Germany 
T o t a l  number 14,760 
Percen tage  

t o  German n a t i o n a l s  77.8% 
t o  U.S. n a t i o n a l s  6.0 
t o  o t h e r  f o r e i g n e r s  16.2 

France 
T o t a l  number 23,000 
Percen tage  

t o  French n a t i o n a l s  53.3% 
t o  U.S. n a t i o n a l s  12.0 
t o  o t h e r  f o r e i g n e r s  34.7 

Un i ted Kingdom 
T o t a l  number 37,551** 
Percen tage  

t o  U.K .  n a t i o n a l s  59.9% 
t o  U.S. n a t i o n a l s  18.3 
t o  o t h e r  f o r e i g n e r s  21.9 

Japan 
T o t a l  number 8,557 
Percen tage  

t o  Japanese  n a t i o n a l s  74.9% 
t o  U.S. n a t i o n a l s  13.6 
t o  o t h e r  f o r e i g n e r s  11.5 

*A l l  n i n e  c o u n t r i e s  p r e s e n t l y  members of  t h e  EEC. 
* *Pa ten ts  a p p l i e d  f o r ,  n o t  p a t e n t s  i s s u e d .  

SOURCE: For  1955, P.J .  F e d e r i c o ,  " H i s t o r i c a l  P a t e n t  S t a t i s t i c s , "  
P a t e n t  O f f i c e  S o c i e t y  J o u r n a l  46, no.2 (1964) .  For  
1965 and 1972, I n d u s t r i a l  P rope r t y ,  December 1966 and 
December 1973 i s s u e s ,  r e s p e c t i v e l y .  



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

Type and purpose United States United Kingdom Continental Europe Japan 

of innovations Number Percentage Number Percentage Number Percentage Number Percentage 

PROCESS INNOVATIONS 

Material-saving 

Labor-saving 

Capital-saving 

Multiple-factor- 
saving 

Total 

PRODUCT INNOVATIONS 

Material-saving 

Labor-saving 

Novel-function 

Other 

Total 

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

SOURCE: Harvard Multinational Enterprise Project. 



initiating and concluding the production-selling cycle. 

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

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

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

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

4. Extraction of raw materials by MNCs, mainly 
in the developing countries, and how this influences 
the development of the world-wide system for 
distribution of resources, formation of prices, etc. 

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

3 .  A QUALITATIVE ANALYSIS OF THE INFLUENCE OF MNCs 

3 . 1 .  The Influence of MNCs on the Development and Assimilation 
of Innovative Technology 

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

It is possible to evaluate (approximately) the distribution 
of new technology throughout the world by analyzing data about 
patents issued by various national governments. These data 
show a rapid growth of foreign-owned patents throughout the 
world. It must be stressed, of course, that the issuance of 
patents to foreigners is not a reliable indicator of the rate 
of interdependence, but that these data rsflect the inter- 
national expansion of technology transfer. In Table 6, figures 
about patents issued in different countries show this trend. 



I Industrial development of 
the world economy I 

Figure 1. A general scheme showing MNC influence on the industrial development of different 
groups of countries. 
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The l e v e l  of  technology exchange and t h e  use fu lness  of  
t h i s  p rocess  a r e  d i f f e r e n t ,  of couxse, f o r  d i f f e r e n t  c o u n t r i e s  
and groups of  c o u n t r i e s  and hence they  demand s p e c i a l  a n a l y s i s .  
For s o c i a l i s t  c o u n t r i e s ,  access  t o  contemporary Western 
technology i s  made d i f f i c u l t  by t h e  c r e a t i o n  of s p e c i a l  mech- 
anisms f o r  expor t  c o n t r o l .  

Mu l t ina t iona l  co rpo ra t i ons  a r e  involved i n  technology 
t r a n s f e r  because they have h igh ly  developed i n t e r n a t i o n a l  
systems f o r  product ion and market ing. So they have become 
important  channels  f o r  world wide t r a n s f e r  o f  new produc ts  and 
techno log ica l  p rocesses .  The a c c e l e r a t i o n  of technology t r a n s -  
f e r  through P4NC have made fo re ign  d i r e c t  i nves tmen t ' s  "p r imar i l y  
a  movement of  knowledge r a t h e r  than a  movement of funds".  
(See Barnet  and Ku l l e r  1975, Vernon 1977, and Sampson 1973.) 

Severa l  r e p o r t s  t h a t  appeared i n  t h e  l a s t  decade confirmed 
t h e  s t r o n g  c o r r e l a t i o n  between t h e  m u l t i n a t i o n a l i t y  of f i rms 
and t h e  i n t e n s i t y  of t h e i r  resea rch  and development. Th is  i s  
a l s o  shown i n  P a r t  3.2. (See Stobaugh 1974). 

I n  t h e  p a s t ,  many l a r g e  mu l t i na t i ona ls  have developed 
w i th  l i t t l e  regard  t o  i n d u s t r i a l  innovat ions.  During t h e  
1960s t h e  major petro leum companies r a r e l y  s p e n t  more then one 
percent  of  t h e i r  s a l e s  revenues on resea rch  and development. 
The same can be s a i d  about  t h e  l ead ing  automobile companies 
(Johnson 1975, Be r t i n  1975, and Buckley and Cosson 1976).  
I n  t h e  1970s, however, t h i s  t rend  began t o  change. MNCs 
began t o  work more a c t i v e l y  i n  t h e  a r e a  of  innovat ion  and 
development of new produc ts ,  p a r t l y  because t h a t  a c t i v i t y  tends  
t o  go hand i n  hand w i th  a  r a p i d  i n c r e a s e  i n  s a l e s  and p r o f i t s ,  
s o  t h a t  t i e s  between innovat ion  and inc reased p r o f i t s  s t reng thened 
dur ing  t h e  l a s t  10-15 yea rs  (Franko 1976, L i e t a e r  1979).  

Lack of r e c e n t  in format ion about MNC expend i tu res  on 
resea rch  and development make an a n a l y s i s  of t h e s e  expend i tu res  
very  d i f f i c u l t .  However, c e r t a i n  f a c t s  t e s t i f y  t o  t h e  f a c t  t h a t  
i n  t h e  1970s, MNC investment i n  innovat ing p roduc ts  and pro- 
c e s s e s  inc reased s i g n i f i c a n t l y .  I n  1971 and 1972 t h e  l ead ing  
U.S. MNCs, well-known f o r  t h e i r  product  innovat ions ,  i nves ted  
over one b i l l i o n  d o l l a r s  annual ly  i n  t h e i r  f o r e i g n  s u b s i d i a r i e s ,  
mostly i n  Europe, on a c t i v i t i e s  t h a t  a r e  c l a s s i f i e d  a s  resea rch  
and development (Vernon 1977) .  

There a r e  c e r t a i n  d i f f e r e n c e s  i n  t h e  r e s e a r c h  and develop- 
ment e f f o r t s  of European, American, and Japanese mu l t i na t i ona ls .  
I n  r e c e n t  yea rs ,  European MNCs have been very a c t i v e  i n  tech-  
no log i ca l  development. According t o  one r e p o r t ,  c o n t i n e n t a l  
European MNC a r e  q u i t e  conspicuous i n  t h e i r  R 6 D e f f o r t s .  
535 of t h e  85 c o n t i n e n t a l  MNCs t h a t  manufacture i n  seven o r  
more c o u n t r i e s  were among t h e  t h r e e  most R & D i n t e n s i v e  indus- 
t r i e s ,  compared t o  4 4 %  of t h e  187 American m u l t i n a t i o n a l s .  
Only 3-5% of t h e  2 1  c o n t i n e n t a l  MNC manufacturing i n  fewer 
than seven c o u n t r i e s  were n o t  based i n  h igh technology indus- 
t r i e s  (Severn and Lawrence 1974, Wolf 1975, and Vernon , .977) .  



This high level of R & D effort is especially remarkable 
in the largest European MNC, even when compared to the level 
of R & D conducted by U.S. MNC of similar size. There are 
also some differences among U.S., European, and Japanese MNC 
in the kind of technology in which these companies specialize. 
According to the results of one investigation during the last 
30 years, the attention of European MNC was oriented primarily 
toward developing new technologies for manufacturing products 
that were already being mass produced in the U.S., rather then 
toward the development of new products (Severn and Lawrence 
1974, Wolf 1975, and Vernon 1977). 

During the period 1945-1975, the innovation policies of 
the U.S. MNC were oriented toward labor-saving innovations 
(61$), compared to 18% and 16% in European and Japanese 14NC. 
The main objective of most European and Japanese innovation is 
the efficient use of raw materials. Only 18.8% of the U.S. 
WJC were directed toward material-saving innovations, compared 
to 53.7% and 48.1% in European and Japanese multinationals. 
See Table 7. 

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

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

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

*Although the presence of military troops in a country is 
a doubtful source of technology transfer. 

**For socialist countries technical assistance and exchange 
of technology and licenses play the most important roles. 



but most comprehensive studies shows that during the last 
two decades the majority of MICs have not only become impor- 
tant agents in the transfer of technology but that this 
structural form of company organization is "...one of the 
most important mechanisms, when transfer between nations is 
under scrutiny". (See Parker 1978) . 

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

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

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

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

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

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



Table 8 .  Involvement of  t h e  b i g g e s t  MNC i n  East-West economic coorpera t ion  1976.  

B u l g a r i a  Hungary Poland GDR Rumania Czechos lovak ia  USSR 

Exxon 
Gene ra l  Motors 
Royal  Dutch-Shel l  
Ford Motor 
Mobil O i l  
B r i t i s h  Pe t ro leum 
U n i l e v e r  
I BM 
Genera l  E l e c t r i c  
ITT 
P h i l i p s  
August Thyssen H u t t e  
Hoechs t 
EN1 
Daimler-Benz 
KruPP 
U.S. S t e e l  
BASF 
Renau l t  
S iemens 
Volkswagen 
Bayer 
Dupont 
Toyota 
IC I 

SOURCE: C h a r l e s  Lev inson.  Vodka Co la  S tock .  1977.  



a s s i s t a n c e  and l i c e n s e  c o n t r a c t s  t o  j o i n t  e q u i t y  ven tu res . *  
These t y p e s  o f  coope ra t i on  c o n t r a c t s  can be  d i v i d e d  i n t o  
groups : 

-- know-how o r  techno log ica- f  a s s i s t a n c e  c o n t r a c t s ;  
-- l i c e n s e s  w i t h  payment i n  cash ,  r o y a l t i e s ,  o r  

r e s u l t a n t  p roduc t s ;  -- s u b c o n t r a c t i n g  by t h e  MNC i n  t h e  h o s t  coun t r y ;  
t h i s  r e f e r s  t o  c o n t r a c t s  under which t h e  MNC 
p rov ides  t h e  h o s t  coun t r y  w i t h  t e c h n i c a l  
( c o n s t r u c t i o n )  know-how, and machinery,  equip-  
ment, and p a r t s ,  b u t  does n o t  have s i g n i f i c a n t  
o n - s i t e  i n s t a l l a t i o n  o r  s u p e r v i s o r y  respon- 
s i b i l i t i e s ;  -- t u rnkey  c o n t r a c t s ;  t h i s  i n c l u d e s  a l l  agreements 
i n  which t h e  MNC a s  s u p p l i e r s  have s i g n i f i c a n t  
o n - s i t e  i n s t a l l a t i o n  o r  s u p e r v i s i o r y  respon- 
s i b i l i t i e s  ; -- coope ra t i on  c o n t r a c t s ,  i n  which p a r t n e r  
s p e c i a l i z e s  e i t h e r  i n  t h e  p roduc t i on  o f  a  
p a r t  o f  a  p roduc t ,  which i s  assembled by 
one o r  b o t h  p a r t n e r s ,  o r  i n  t h e  p roduc t i on  
o f  a  l i m i t e d  number o f  f i n i s h e d  p r o d u c t s  
t h a t  a r e  exchanged t o  complete each 
p a r t n e r ' s  range  o f  p roduc t s ;  -- j o i n t  v e n t u r e s  p rov ide  f o r  t h e  co-owner- 
s h i p  o f  c a p i t a l ,  co-management, and t h e  
s h a r i n g  o f  r i s k  and p r o f i t .  (See Pa rke r  
1978) .  

I n  r e a l i t y ,  a  c o n t r a c t  can c o n t a i n  an e l a b o r a t e  combinat ion 
of  t h e  forms mentioned o r  have a  more complex form. 

Using a v a i l a b l e  d a t a  on t h e  development o f  East-West 
coope ra t i on ,  it i s  p o s s i b l e  t o  make a  g e n e r a l  a n a l y s i s  o f  t y p e s  
of c o n t r a c t s  i nvo l v i ng  MlJC p a r t i c i p a t i o n  i n  f o r c e  a t  t h e  end 
o f  t h e  1970s. 

A s  shown i n  Tab le  9 ,  t h e  S o v i e t  Union h a s  a  s t r o n g  p re -  
f e r e n c e  f o r  tu rnkey  c o n t r a c t s ,  i . e . ,  c o n t r a c t s  f b r  t h e  d e l i v e r y  
o f  e n t i r e  p l a n t s .  I n  a  sample o f  p redominant ly  West European 
MNCs, 67.696 o f  t h e  S o v i e t  c o n t r a c t s  w e r e  t u rnkey  c o n t r a c t s ;  
i n  a  U.S. MNC sample,  t h e  f i g u r e  was 66.1%. The co r respond ing  
pe rcen tages  f o r  Bu lga r i a  a r e  42.9% and 38.5XI r e s p e c t i v e l y .  
No o t h e r  t y p e  o f  c o n t r a c t  has  such st roncj  h o s t  c o u n t r y  pre-  
f e r e n c e s .  I n  second p l a c e  a r e  co-product ion and s p e c i a l i z a t i o n :  
47.3% o f  Hungary's p r o j e c t s  w i t h  West European MTJC a r e  o f  
t h e s e  t ypes .  

*Organ iza t ion  of  j o i n t  v e n t u r e s  w i t h  p a r t i c i p a t i o n  by 
Western f i r m s  a r e  now p o s s i b l e  i n  Yugoslav ia,  Rumania, Hungary, 
Po land,  and Bu lga r i a ,  due t o  s p e c i a l  laws. 


















