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!M ooapaat •hlob. open tee 1a a •••• of 

oountrlee 1e oa1le4 a traaaaatloaal (or aul.Uu.t1oaal} 

oorporat~oa. flUe ie a pbe.ooaeaon wbloh taae MOO. 

w14eeprea4 oalt 4uria& tne latter balt ot the 

tweat1etb oeatar,r. lateraatioaal tlDaDoial ioetl• 

t-.uoae ._.,.. ea1ete4 alaoe tiM "Yeateeath oeaturr, 

e •I•, the laall of Aaatel'daa. ao too bave 1a'enat1oaa1 

tra41Da oo.,aalee llke tbe laet India Ooapaalee ot 

Jio1laa4, BDglu4 aa4 SpaiD. Mant MAtltao,v1Jlg 

ooapaalee too, bad be• operatln& 1a aore tban oae 

oollll trt e1Doe tiM earlJ t too a. aoweYer, w1 tb tbe ead 

of World war II, ltegaa a per1o4 1a wblob toNlga 

41reot 1Dveetmeat1 1a ....... tremendoaalr. Durlag 

tble ••rt perlocl tb.en ••••• to bave ooourre4 a 

vert1oal 41etfttegn.t1on of prod•otloa prooe••••• lb\18, 

pro4aotioa ot a partloular oo .. odltt ••• brokea down 

into a auaber ot dleorete proeeeaee eaoh ot ~lob 

ooul4 be located eeparat•lr• fble 4evelopaea' ... , 

baYe b"D 1ape.rtut ln tbe poet world War II dlreot 

inveetment boom, wbioh r eeulte4 lD the prol1tera\1on 

ot transnational. oorporatione • ( TliOe) • 
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flOe an -•1ve 1a e1 .. , wutber aeaeure4 

1ll tenae ot aeaete, ealee, •Pl•pent1 pr04ao,loa or 

proflte. fbeJ eoat~l a tr .. eaao .. aaouat of ~•o.,.ee-

pbfe1eal1 f1Daaolal aD4 lm•a• Raa7 of tbeae lar•• 

oorporatloae an snwJ.aa at ratea ••••• tb.aa thoee 

aob1eYd bl _,. of a. 4eYelope4 ~~&net eooaoat.ea. 

1'1ll'tur1 1'10a aa a poup oonpJ aa uveaelJ illportaat 

poei t1oa· 1a nrlcl pre4uet1oa, world 1aveetMa t aact 

worl4 .,.... their aot1oae are ·alao ot creat ooaae

queaoe to iateroational ttaaaoe. 

Al tuuch !ICe •• a poap •••• t .o 1te 1aportaat 

to tbe 1aten.at1onal eooaoat• tbia :reoeat pllenoaeaoa 

baa aot bee adeq•telJ ualtae4 an4 fully uderatoot. 

H•••• 41tfer1ac op1a1oaa are bel4 recarcl1Dc the 

1apaot of !ICe on tbe vorlt eoonomt• ~ taot tbat 

TlfCa operate aonae aational trontlera aa4 ooatrol 

large poole ot reeouroee makea thea eatremelt 

1aportant to the wor14w14e allocation of reaoaro••• 

soae v1eua.Uae thea aa aaz1mieere ot wor14 welfare, 

while oibera view their e1ae ae an 1a41oat1on of tbelr 

ab111tt to ••reaathen monopoliet1o tea4eno1••• lhla 

belief ie a~pported b7 the faot that aoet !ICe are to 

be toUDA 1n 1a4uetr1ee wb1ob are ol1gopol1et1o 1D 

obaraoter. 
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81Doe flO aot1Yitlea tr&DeoeD4 national 

b~uo4ar1ee the •'3•otivea of tbeee oorporationa eoul4 

oontllot wlth •••• ot aauoa eta~• aa4 oreate waelou 

betweea tbeee two eat1t1••• It 1e felt b' a few tbat 

the r1ee aD4 povth of tbe UO elpale the bea11UlJ.ag 

of tne 4eo11ae of tlle aatioa etate ae a . eoYerelga, 

pol1,1oal -1Ulit. tiO operat1ona oo\llcl •• well lea4 

to ooatllot• \etveea oouatr1••• 

Oouatr1ee vhloh are "oiJ1eata ot tore118 

41not 1Dveataeot- nfene4 to •• boet oouatrlee

ofwa w4Jloo• uoe Moaue tber brlq vi th thea a 

paokage of reeouroea 11lolwU..ac oapltal, teolulolOQ 

all4 aaaaaenal ak11la. oa th• other baD4 hoat 

natloaa ••• 1Men kaova to Ol'i tlolae uca, ooaplallllaa 

about torelsa 4oa1aat1oa aa4 eoon .. le 1apertalt ... 

ooutr1ee vbioh aue 411'eot 1nYeetaeate 

a&trou- nfezen4 to aa hoae ooutriea- or1t1o1ae 

fHOa oa the poW14 tb.at ooat1Duou laYeatHat abroa4 

1aapUea a eteadl oattlov of oap1tal and uaoe baa u 

a4Yerae etfeot on tale balaaoe of ,.,. .. ,.. Aaothe• 

treqQeat objeot1oa to tiC operat1ona abroad 1e tbe 

ol.&lm 'hat •plo,.eat opportuait1ea 1a the hoae 

oountr.r dwindle due to t he •export of Job•'• 



fhaa •• t1D4 that tba !10 ia a aew 1Aatita

t1oaal fol'll wbioh baa \teo- w14eapNa4 OD17 1A ••rr 
reoeat ts..a. Ita aot1v-1t1ea, operatlona u4 praotioea 

u•• aa lllpaot aot oal7 • ezletlas iaatl tutioae ••••, 

aatioa ••••••• bat al.ao - aoolal.t eooaoai.o ... oaltval 
4eYelop .. a te the worl4 OYer. Ia the worda ot tbe u.s • 
tar1tt Coaalaaioa - "wbateYer oae'• vt .. a oa tile 

aalt1Datlonal oor.po .. tloa .. , be,lt le '-toad 41ep•t• 

tllat tbe apNat ot ll1l1 t1aat1oaal buaille •• raake wit.k 

t ne 4e.-elopaeat of the ateaa ea&J,.u, eleoVio power aD4 

~· •t-bUe aa •• ot the aa.jor evnta ot ao4en 

eooooaio biatort•"' 

Aa av.ob tbe BO 1a aa 1Dat1 tutloa wortbJ ot 

deep aftdl'. All uelentaa4lDa of the tuot10D1q u4 

t.eJaaviour ot uca aa4 ~· aouvat1ou MIWl4 'nna

u.Uoaal bulaeaa 1a eaaenUal to eDabl.e •ok1D4 to 

baaeaa th1a 1aat1ht1oa lD the oaue o.t eooaoa1o aa4 

aoolal 4eYelopaeat. 

t .2 l£obl•• t t ptt1D1 tlg 

Upto the polat •• baYO obaraote•1ae4 a !10 

aa an eGt erpr1ae, wbiob operate• 1A a nuaber ot oouatr1••• 

Tbia 1a a "rt baat 4etlll1 t1oa. ·rJe 1 there toN, turD 

t o tbe qaeatioo --- wbat ie a TUO? 



tbe vaat llMn.tan oa the ••-~eot •'OUIUla 

wl tb n.rlou 4et1a1 U••• !Ilia ate .. hoa the taot 

that UtteNat etu•U·•• ooao .. tnte OD. utt•••• aa,.ota 

ot !HOe aa4 aooor41ftll1 4lttereat 4et1D1t1oaa b&Ye 

been ••l•r••· 
One oaa olaealtt ,,.. 4lftonat peaaittle 

4ef1D1tloaa ot a tiC iato tll.ne oateaor1ea 1 

(a) thOH 'D&M4 oa etruotv.Nl. erlterla 

(') thoae baM4 • erlte•la ot tertonaa• 

{ o) tho• bue4 oa 'bebaYlounl. orl tena 

(1) O!p!Efhlp a A oorpo.atloa ooul4 be , • .._, 

traa-\S.ollal it •~• onerebip waa 41ttuae4 1ateraa-. 

t1oaa1lt, with pe..oaa of varioaa aat1oaal1t1ea owalag 

the ealatlas etoo& of the oor.poratiOD• the pro,lea 

with tiM ue of tb1e orlterlon 1e that one woul4 u•• 
to apeoifJ t he a1111111111 auhr ot aat1oaallt1ee that 

aut be repreeate4 aaoaa the onera ot a ·oorpontioa, 

tor 1 t ta to Ito ol&aeU1e4 •• traanat1onal • 

. , 11) l t\loylJ.U o( SOl MYD•tBS 1 It 

the •top maaaaeaon'' of a oorpora,ion or eaterpriae 

oonaiete4 ot people of varioua nat1onal1t1ee it would 

be t enecl tranena tlonal. . 

5 



!!le 41ft1oulV oaM agaJ.a wo\114 IHt tile 

epeolt1oat1oa of a alaleua aua-.r of eo~tr1••• whioh 

maet M repreeete4 aaeaaet the top •aaaemeat ot ·the 

fifth A turtber .PrOblem vo814 lte tbat of cleft.D1aa 

•top .... , .... , •• 

· (111) MIYH ppltt£ tf nMt£1tt of 

n•a''•• • 
ala ae•a a aore olt3eoUYe orlterioa tbaa . 

tbOae .. ot1oae4 preYlOualJ aa4 baa beea •ee4 q~te 

treqv.enUr• !ilant u1ten Jt.ave aa,ggeate4 tbat a UC 

eho\114 be 4ef1De4 u a ts.ra open.tl.q 1a two or mon 

eouvl•••~ 

the or1terla oaae4 oa pertol'llalloe MY! to 

4o with • 

(1) eUiliap (11) aalea (111) aaeeta 

(1v) ' eaplo,..at. 

It 1a eugseate4 tbat a oo.,.., aboul4 be 

olaae1f1e4 ae traneaat101l&l. depend :la g oa tile eateat 

ot ita tore1811 J.nvolv ... at. !hue, a tin with a 

oertain aialaua epeo1t1e4 peroeatage of ita eal'ftiDCa 

or ealee or1g1aati.Bs abroad voul.cl be tenecl : trana• 

national. The f oreip oODteat ot a tin, M&e\U"ed 
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1a tei'Jle of aeaeta or •plot .. at ootll4 elJIUarlt be 

uae4 •• orlterla tor 4ef1D1D& !HOe. 

Ia k"plag w1 til eQOh a new tbe u .a. tariff 

Oomalaain eqgeete4 that 'tbe • ttploal' !BC 1a oae 

· whO•• ealee rage troa I tOO 111111oa to bU110Da of 

4o1lan ud 41reot forel~ uveetaeD t 1a -•taoturi.Da 

tao111t1ee woa14 aooout tor at least 1,_20fl of the 

•••P&Dt'a total LDYeataeat.' 

( o) ltbt!i.tval. Or1teru 

!Ilia 1aoluee ~ oapao1 tt of the tin' a 

••••a•••t to 'tb1Dk 1atemaUoD&ll.J'' or oa a clo'bal 

aoale • Ot oovee • what oae •ana bt • th1Ak1a,; J.ater

u tloaallt • reroalae to be elattora Md. 

fhu, •• t1D4 Perl.anltter 41etiap1ehtac 

betwMa ttu-.. 4ltterent tnee ot !ROe oa the baele of 

thelzo or1eatat1oa. fhoae, wb1ob are hoM OOWltl7 

. or1ente4 he tel'lla •etbnooeatrio•, thue whilah are hoat 

ooaatr,r or1eate4 be ealle ~poltoeatr1o"• aa4 tboe• 

vbion are vorl4 or1eate4 ae •ceooentr1o•.6 

the problea ot clef1D1118 a 'fBC aooapaaaee the 

queet1on of the ttpe of tHO operat1oae vb1ob are to be 

1nolu4e4 and those to be esol~4e4 froa auob a 4et1ft1t10D. 

olaee1f1cat1on ef ~Oa aooordinc to ttpe of operatloaa 

7 



'aeuallt takee the tollowt.Dg torm a 

( 1) ae...-1oe seotor - whioh 1aolu4ee -.ue • 

1annaoe o•paaiee, e.Ulillee, aooouatante 

aa4 ooeaultaata, bowl•• 

(11) Bxtraot1Ye aeotor - 1nolu4ea a1D1a& 

... lttD& aad oil ooapaaiee. 

{ 1U) JlaD1llaotui.DC Beotor - 1Dolu4ee 

thoae ooapaalee pr111ar11t ensaae4 1A 

pwo4~ot1oa of aaD.taoture4 pro4uote. 

Haat etu1ee llal t tne1r eoope to tao.. 'l'JIOe wbla 
open te -lltao,v.rllla taoU1t1ee Olllt• Otllen 

ooaeeatnte oa aaautaoturlal &84- eatraet1Ye t.IOe, 

wb1le eo.. 1aolu4e !lOa from all tbree eeotore. 

the 11terat.re OD tiOe aleo poeee a problea 

ot 'en1Dolog. so.. wrl tare ue the tana, 

• 1ateaatloaal', •tftllena t1onal • all4 '•nal t1Dat1onal' 

•JDOilPOUlJ to 4eeor1n theee lara• eaterprieee 

wh1oh operate aoroae aat1ooal bo~ere. O~ere 

d1tterent1ate between tbeae term. ao4 tor thea aa 

'1ntemat1onal.' firm bae ooanotat1ou qlli te 41tfereat 

tro• thoae ot a trananat1onal tira. 

In our etu4,, a traaaaat1onal oorporat1oa 

wil l be a firm wh1oh owna , ooatrole and operates aeeeta 



1n more than one country. Further, we 4o not reatriot 

the aoope of tNOe to ~~&nufaotlll'ing firma only, but 

aleo 1nolu4e those engaged in the extractive and 

service aeotora. We aooept tbat tbia ia a very broad 

definition, but feel that it ia appropriate for a 

a~d1 of the trpe we are makin6• We wo~d aleo like 

cite the example of 'he United lat1ona, vh1oh bae 

used a e1a1lar definition in most of tbl work they 

have undertaken on the sabJeot.? 

With regard to nomenclature, we agree with 

the Jroup of Eminent Persona who in tneir report to 

the United Nation• recoaended. that the "word 

transnational would better convey the notion tbat 

these firma operate from their home eaaee aorosa 

national borders".8 Sinoe auoh firma need not 

neoeaaarilt be privately owned or incorporated, but 

could aa eaailt be atate owned we prefer to ue tae 

te~ eaterpriee rather than corporation. Therefore, 

henoe onwards we wi ll term these firma which own, 

control and operate aaaeta in more tban one oountrt, 

transnational enterprises (lNEa). 

We make a d1st1not1on between a TNB and 
an international enterprise. 



file VY••SJ.oaa& atep£1tt 1e priarU., a 

o1 t1aen of a parU.Olllar ooatrr, bllt baa tore1ca 

opentlona. !be tore1p ooateat ot ao f11'11 ooal.cl 

ranee troa a oou,J.e ot pe..oeatage poiate to a ma~oritr 

ebare ot ite total o,.nt1••• the eaterprlee wnl4 

hire looal eaeo1lt1vee aa4 local 41reotore. !be 

eeour1t1ee of the coapant are 1saue4 1a hoae oo.a•r1 

ourreo.or ODd. ant holausa ot . :onlsn ezobaac• an 

t1Nl¥ lletlgecl. 

!be 1a)!ratt)&oyl aterp£1•• bae ao ho• 

oowatrr w 1th1oh it ovee allea1aoe. It doee aot ••• 

anater loral tt to aar of the nat1•• in wllloh 1 t 

operatee. Oaeb helcU.qe ill arq OU'ftllOJ' are rtne4 

•• bela& ••-~eot to eaebaD1e rllk. aeturo. oa oap1tal 

1e equal1ee4 lD eYer,r oouatr1 of operat1oa. 

We vUl ue tbe oonoept ot u 11lternat1oaal. 

tU., pvelr •• a tuoret1oal ooaetruot, apinet wh1ob 

we oaa ooagart 8DJ partlol&lar DlB or Tile ae a sroup. 

flw.t 1e to ear, tbat all ene~ tUlle operatlDC 1a 

aore tban one oouatrt we olaae1tt ae traaeaatloaal. 

The oonoept of t he international enterprise will •• 

wae4 aa a aeaeuring rod. What ezaotl.y we uan will 

beooM clearer a e ve prooee4. 
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!hie wovl.cl l»e aa appropriate poiat w 

lat.-o4uoe aoae other tena, whiob •• viU ue .thi'Oq.._ 

o•t tbe oourae ot tibia •taar• 

rvm IOU'PJ' ntera to tbe eaterpr1•• ia 

the hOM oout17, vbt.oh Wlde:rtakea aa4 ooatrola 

torelgn 41reot lDveetaent. 

11 

6 tgn&a .UM•Il 1a pan ot tile panat .., .. , 

vhioh operate• abroad. Aa oppo .. 4 to th1a tbeft 

ed.at fo£1'A lflili&bl vbioa are eatie:rpriaea 1a 

tbelr on rtaht bu' an ooauollecl '' the parent 

ooapaay. A fore11a affiliate 18 ao .. ttaea reter.e4 
/ 

to •• a ••••141"1• 

Ve aov aak ovaelvea tbe quet1on -- vbf 4o 

firma iaYeat abroa4? Vbr 4on•t they produoe at ha.e 

aa4 eer.ioe foret.sn aarkete tbroulh ezporte? Vht 

4oa•t tbeJ enter iato lioeaatns asree .. nta with 

exiettns firma abroad? 

to aa ... r tuae q .. euoae we wUl cloaelt 

examine 'the theory' ot ro~e1gn 41reot 1nveataent. 

The argument ruae as t ollowa . Piraa vhioh operate 

abroad do eo a t a 41aa4vantage via-a-vie looal, 

4oaes ti1o f1l"llla. Thie 1e clue to the illberut 



Uttioultlea eaoouterecl t.a opentlq 1a a forei&a 

oouvr • OUl tual, aoolal eat poll tloal 41ttenaoee 

aat var1at1oaa 1n praot1oea 1a 4lttenat ooutl"lea 

... 3uat .... of the probleae taoe4 b,r forelsa t1~. 

81aoe areat tiataaoea oolllcl M iaYOlYet bani.en to 

etteotlve o....aloatlon ooulcl arlee. 

fllu, 1i f1na ar. ~o 1nveat ab&-oacl the' 

aut ••••••• ••• · a4YaaMc•• ooaparecl to lHal til'ma, 

wbioh ott .. t or aore tllall offM' the iat&eren.t 

41ff1ot.\lt1ea ot twlotlOaiDa uztoa4. If f1Na wbi.Gb 

ua4ertake torel,m 41reot lavea-..nt ... , »•••••• 
aoae 41at1aot a4Yaata&ea with reepeot to aatloaal 

12 

tina, there auat eaiat eo .. 111JHtrleot1oaa la eltber aoo4a 

or taotor aaraete or ia 'o\h.9 llraa whioh 1Dveat 

afnt0&4 auet po• ... •• eo• aonopo11at1o dnatagea. 

ln a wor14 ot peJifeot o•Jet1tlon 4lreot iavea-.at 

abroat -•' eecnar. 

!Mae aclY&Dta&ea vhlob a tJ.n auet poaaeae 

it 1t baa to 1Dveat abroad are te~4 ovaerabip -

apeoitlo a4Ya'*&•• lteoauae tbat are peo\lll.ar to a 

partioular, 1Ddlvldual :f.ira. OW.Oereblp epeo1t1o 

a4vsnta •• are a aeoeaaart ooa41t1oa tor tore1sa 

direot 1nveetaeat. • ·naa,ar ot auoh aclvan~ase• 
apri.Dg to at.rut. 



(a) gap1ta1 a fbe tonlgn 1aYeetor oo1114 

ban aooeae to a J.a•a•r aaoaat ot or obeaper oap1tal 

ae ooapu-e4 to Cloaeatio fil'lllle tble at•• fna the 

taot that t•B• ooatrol aa eaormou pool of reeovoee, 
\ 

1nolwt1D& oapi tal, wb.enaa 4oa~at1o tiNe are U&ell 

to own Yer, little. MoreOYer, tile ba'f'e aooea• to 

1ateraat10Dal oap1tal aarketa Whi~ ... 11••• 4oaaet1o 

til'lla are Wll1kel.T to poaaeea. l'iaallte aabaid.iarlea 

ot !R.Ba are llkelt to olttala oapital at lower 1Atenat 

rates eYen ill looal oapital markets clue to 811&l'aDteee 

al-vea bt pal'ent ooapazU.ea. 

(It) Z•No1ou a the til uaullJ 

poe•••••• .-perior teobnoloat •• ooapare4 to 4o .. et1o 

aa'Uonal ttraa. By teolmoloQ ie •ant the oapabU1t7 

of UiD.s enati.Dc kaovle4ge to 118Alltaotve aew pro4uote 

or 4ieoover aew prooe••••• S1ace !IBe are eaeeatiallf 

elllopo11at1o 1a aa~r• teobnolosr 1oclu4ee tbe 

abllitr to 41ttereat1ate pro4uota. 

It, ae 1a uuaU.r aeawaecl 1a tbe literatllre, 

a high degree of oorrela tlon · exie ta be tween 'be 
production of teobnology end reeearoh an4 deYelop .. at 

(a A D) expenditures, tban one oaa ooapnbencl the 

teobnologi.oal adftllta&e poeeeaee4 b.r TNBe. Uaaallr 

a minimum l evel ot a 6 D expen41t~ mua' be uaaer\a&en 



tor tbe aet ••nme to be poa1 tlYe. It ia aon Uulr 

tbat a larce UB ocna14 tlnaaoe tl:ala tbreabb.ol4 level. 

of a a il eapeD41 tvea tMa a Paller loOal. •terpl'l"• 

Further, taking o~t aD4 4etead1Dc pateate 

1ate~t1oaallJ 1a ••r.r ooatlt aD4 .., be betoa4 tbe 

oapaoitT of a ••all or •cU.wa a1ae4 flN, lnat woul4 

uuaUr be poaalb!A tor • HI. 

s.pirloal eY14eaoe too ahowa a 6 D eapeadi• 

tuna to be hi&hlt ooaoeatrate4 1a the deYelopet 

ooutrlea, eapee1al17 tbe USA, which are the baaea 

of moat uua.10 

A.l1ber baa at\empte4 

to explain the pattern of fore1aa 41reot inYea~t 

aa a ourenor ana phenoaenon, 1D wh1oh eaolaange rlak 

plara an eztre .. lt iapertaa t role • 1 ' In th• 1a ter

natloaal oapltal aarket a debt can be 4eaoa1Date4 1ft 

.., oae of a nwa••• of ourreno1••• Uillce \lle o\U"rellOJ' 

in wb1oh a partioul&r 4ebt •r H den0111Aate4, ia 

aubJ~ot to the r.\ek ot depreoiatlon the rate of 1Dtenet 

on ouch a 4ebt retleota the expeoted depreoiatloa of 

th1a particular ourrenOJ• Further, there 1a uaoerta1D1t.f 

about t he rato at wn1ch tb1a ourrenoy will aotuallJ 

depr0ciat e . Thus • 1nveatora vU1 also 4ellai1Cl a prelllwa 

14 



-
eaoJa&Dge ria& 1e teaet a •ovre~aot pnaiu• • O.,Yio~ 

t1w eurreaor pnai• 11111 41tte• tor cllffena' ovnno1ea, 

belaa aealler tor barder oarreaoiea aad lar,.r tor 

weaker ourreno1ea. 

tu aea·t atap 1a th4t arcaent 1a 'bat port

folio laveetora IMbave aa "bolaih t1J'IIl8 vi tbin a 

part1oular CNrrenot area lnveat 1D that part1oular 

ovrenor area OnlJ• therefol'e, •••n if a UB tlftl 

uveate in IncU.a porttol1o illveekra bebave ae 1t 

~·• aeaeia are 4enoa1Date4 ill 4ollara. fbua, tbe 

1aeoae ot the US fira or1g1aatin& in India ie not 

a•lt3eot to the bl&ber nnenoy pnai• a 'taobed to the 

rupee. Therefore, \JS tina oan 'borrow aore obeaplJ 

than In41an tirma 1n 1atercat1onal oapi,al aark•'•• 

Alao, us tina will oag1'-11ae 'the aame atreaa ot 

espeoted ••~• at a bigber rate tbaa In41an t1~. 

to aeaaraUae, f1Z'IU 1A the oowatr, wu• 
ourreno1 ia atrODaeat bave u aclftlltace over lecal 

aawrpr1eea ill tore1p ooantrJ.ea &Del oaa par aon 

tbaD .uoh enterprleea tor rea~ ••••'• in the boat 

ooatrJ• 

(d ) !!_DaS!IIttftJ. I 

TNEs poeaese auper1or managerial akilla aa ooapared to 

15 



looal tina. thla ootal4 be due to aQei'10r e4aoatioa, 

better tra1DiDC or ooul4 'e a reault ot the or.-ni• 

eatiou a4opte4 bt Ula whleh at.cht tao1Uate the 

ap .. a4 of 4eoiaioa aakiDae 

(e) ftarcet1ga a Tbia tuact1on iDolulea 

the Wl4er'lak1Dg of aarket aurTete to aaoertaill tu 

aature of demand patterns and coae.aer pretereao••• 

u efficient 41atribulion network ao tbat the 

eaterpriae\ pro4-.ta reaob wholeeale aa4 retail 

oatleta •• quloklJ aa poae1blo ia part of tbe aarketing 

funotion. Koat 1mpor•aat to a t1ra operatLD& UDder 

ol1gopol1et1o .. rket oon4it1ona are adYert1aiDI 

aetboda. It ie quite likelt that there ez1ate a 

oerid.a threellhol4 leYel M10n4 wllioh advertiaiac 

o•tlate prove euooeeefu. It thie 1a tn•• thea a 

fiB would be at an advaa~ ooapared to a 4oaeatio 

f1ra elaoe it ooult aore eaa11J undertake the alDiaua 

level ot a4Yert1aias. 

It baa be•u argued that Guperiority 1D .. rket

in& 1a ono of the moat important a~vantagea »••••••ad 
bJ UEa. 

!lila with 

t heir wideapread networks ot branches an4 .. ba14iar1ea 

lo 

are likely to bave eaaier aooeae to raw aateriala via-a-via 



looal flraa. !he aooeae to raw .ateriala ooald 

ariae dae . \o ooatrol OYer the pro4aot1oa, p.-ooeea181 

or traaeportatloa ot tbeee reaoaro••• !b1a ooatrol 

oo\&14 arlee Moauee of biator1oal, teotmologl.oal, 

financial or aarketiaa taotorG• 

( g l 19ta91111 of Salt a !Bia 4ue to 

their larae alae are likelt to baYe na}le4 eooaoalu of 

aoale which eaaller tina b&ve aot. !hie WOtll4 be 

aa iaportaat bar.rier to eatrt ancl ooul4 emphaslae tb.e 

doalaanoe ot TIBa iD ol1&opoliet1o 1n4aatr1ea. 

The poaaeeeioa ot ownerabip apeoif1o a4vaa

taa•• ia a aeoeeaarr but not a autf1o1eat o~d1t1oa 

17 

for foreign 41reot tDYeata•nt. !be fira ovatac taeae 

a4Yaatacea oo~4 eaaily hire thea out tbrougn 11oenatng. 

Therefore, bJ W&J of eaplaaation, it baa 'beea ••ggeated 

that aarkete in 1Dtenae41ate pro4uote oot114 be ·tapeJiteot. 

! hue, ua4ertattas tranaaot1one of oaerah1p - apeoifio 

a4YaD'&e•• throqh the •rltet aeot.aaiam oo\11.4 be ooatlt 

an4 1nett1o1eat. Heace, there eziata an 1aoeat1ve to 

bJpaae thea bJ creating internal aartete,· throu~h vb1ob 

t hese ezobansea ooul4 be oarried oat more ett1o1antlt• 

! he 1nteraattaaal1eatio~ of aarkete oo\114 aleo take 

plaoe aoroae national boun4ar1ea geaeratlDa fNBa 1a 

t he prooeae .1 2 



Other ezplaaat1oaa nlt Oil the eziateace ot 

looat1oa-ape01t1o aclvantac•• wh1ob. an pe0\111ar to 

hoat oouatrlea or reslona v1tbia oouatrlea. !beee 

1aolue a 

{a) ktttour fOISt a !Me. to 1atemat1oaal 

41ttereacea 1D vase ratea1 TIBa ooul4 be attrao\14 to 

thoae oountriee where la~our ie abuaclant aD4 oheap. 

thia ae .. a to ezplaia •lll tiBa iDYeet 1a labou 

abwadao• LlXJa. The va• to reduce laboar ooata 1a 

partlo~r ~ ooata ot produotioa ia seaeral eaplaiaa 

auh of the cl1reot inveauant b7 foreign tirae uader

talten 1a oo'tilDtriea llke ruwan, south Korea and BOAS Kona. 

(b) Ufvtmunt foUu 1 The ezlawnoe ot 

~riera to •~•• like tariffa and quaat1tat1Ye 

reatr1ot1ona coulcl 1n4~oe firma to tnv~at abroad. 

When export aarketa baYe b•en threatened bt tbe 

ereotion ot tariff barriera TNEa haYe been known to 

~uap over •~oh barriera b7 establ1ab1DS pro4Qot1on 

tao111t1ee in these oouatrlea an4 thua reta1n1Qg euob 

marketa. Bxletenee of or1ppl1Dg tranaport ooeta ooQ14 

be looked upon aa a barrier to trade and oould poaslblt 

be a reaaon tor inveatins abroad. 

Government poliot with reapeot to the geaeral 

investment climate in hoat oountriee 1a an iaportant 

taotor intl~enc1ng toraiga investment. Polioiee 



reaar41DI profit rea1ttaa"•• aatloaal1at1oa aD4 

looal part1o1pat1oe afteot tbe torel~ laYeataent 

4eolelOD of tlrae. 

(o) !arkttipc t raotore like tbe alae 

and arovth ot a aarket are 1mportaat aa far ae 

cllreot illveataeta abroa4 are ooaoerned.. ~peo1allt 

1n mark eta eompr181ng ot high lnoozae b1afera • wb.o 

prefer differeattate4 produots, firma are forced to 

pto4uoe looally eo ae to bo able 'o aatiaty aoaeuaer 

prefereaa••• ~ooal produot1oa beooaee ~perat1Ye 

tor firma operattns 1D 1e4uatriea oharaoter1se4 bJ 

rapid obaDgea in aodele aa4 deslsn•• 

The eziateaoe of a large bat uade~eve1ope4 

aar&et ooaala•ins aaiD.ly of low inooae puobaaera 

ooul4 attraot !SHe bt ita sheer size. 

( 4) l£!4uo! .U!lt a 111e pro4aot orole 

b1PO,aea1a a\reaaea .ae ~portaaoe ot tke »Oa1t1oa ot 

a pn4ut J.a tb.e OJole for tbe looatloa ot aaalltaotvi.rls 

tao111tiea.1' ~Aree •'-&•• 1n the pro4uot orole are 

41att.DcU1ahe4 -- ~ ••• pro4uot, tue aaturlai 

prociuot aa4 the etaaclu418!4 iJ'Oeluot. 

Hew products are moat 11kolt to '- 1nveate4 

1H 

an4 sold in b1gh income oountr1ee (like USA). Pro4uot1oa 



wUl be ua4eJia&ea 1a tbeae blab lDoOM eo• 'riee 

'heaaelvee, t»eoaa.. tile aew procluet 1a llkelT to be 

uaataa4ar41"4 aa tar •• ita lllputa an.4 prooeee1Da 

are ooaoene4. Tbe f1D&l apeoifieatloaa ot 'be pot 

will OOYer a w14e nace • 'ftleNfOH, pro4uoera w111 

aot geaerallt ... ooaoeme4 w1 th 1Bp11t ooe'\a n' would. 

'be aore 1atereete4 1n tr•e4oa to obaap iap•'•• Rri.oe 

elaa,J.olt1 ·ct deaan4 for output ot 1a41Yldual firaa 

1a likelt tc be low, aaklng ooat 4lttereaoe• relativelt 

unimportant. PinallJ, there is a aee4 tor ewltt 

ooaaun1cat1on with ouetoaere and ~ppllera. !beae 

oGGa1der.at1one lead to t ne ooaoea ... tlon of protaot10A 

of th$ new pro4llot in the hish lno ... , 1naon.t1DC 

oountr1 (USA) 1taelt. 

fbe eeoon4 atage in the pro4uot oyole, tbat 

ot t he aatur1ng pro4uot, ia oharaoter1ee4 bJ 1Doreaee4 

deaand aa4 greater etan4ar41aatioa. Foreign marketa 

will '- captured an4 will beooae 1aoreae1ns11 1aportaat. 

•rne MtvlDs ot 'the prot11ot 4eoreaHa ~· aeecl for 

tlex1bil1ty in operationa. laoreae1ng atan4ar41eat1oa 

opene up tbe poaalb111ty ot aaaa prod~otloA .. kiDS the 

esplo1tat1on ot aoale eooaomlea poaalble. aeaoe, 

coDoerft about pro4uot1tn ooeta inoreaee an4 tnoae aoo•t 

produot ollaraoteriatioa deoreaee • At t hle auge t the 

producer will take into ooneidera,ion the ooet ot 
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pro4aot1oa at ~1oua tao111t1ea• transport ooata, 

tariff• an4 aarket abaft. It le llk•lr that tbe 

pro4~o•r will 1aveat aa4 preduoe abroa4.14 

In tbe final etage, when the pi'Oduot 1a 

etaedar41ae4, produo,1on will take plaoe 1n·the LDOa. 

!hie woal4 -· beoauee market knowledge and 1ntormatlon 

would oe leea 1aportut at th1a atqe. kro4uota 

woul4· be h1Bbl1 epeolt1e4 aad oa.petitloa wou14 be 

pr1•r11J on priM poacla. Tberefon, low labour 

ooate 1A ~Oa would att~ot toreiga aapital. 

'l'bt&a• the 1Dteraot1on between OWI\tt~ahlp -

apeo1fio adYanta3ee aDd location - apeo1f1o adYaataa•• 

ia a4vanoe4 to explain the f'oreign dlreot inveataeat 

pbenoaenon. We repeat tba' illpe~eotione 1n &e04e 

and taotor .. rkete are aeoeaaarJ for ezplalaine 

foreian 41reot inveetm•nt. ~hue, 'tbe theory• 

empbaai .. a the ollgopoliatio nature of fiBe. that 

moe" :t~~Sa are OODoeatrate4 1a hiahlr ol1gopollatlo, 

high teohAolO&¥ 1n4uatr1ee obaraoterieed bJ a4vanoe4 

marketing and aanaaeaant technique~ aeeaa io len4 

oredib1l1tt to 'the theory'. 

Before conoludiDg thls aootion we woul4 like 

to note other reasons, advanced by ·rNE managera, tor 

invest ing abroad. Th$ most im»ortaat eeema to be aa 
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o11gopol1et1o reaet1oa or •-.ntwasoa efteet•.15 It 

oae of a aalter of fir• _1a aa ollcopo11et1o illdut., 

laYeete 1A a torelp oouatz7, the othere teanag a 

teo11ae 1ll their aarket aare, aaecliatelt toUowt.q 

the l.ea4er. tlale 'l»aal4wacoa etf .. t bae ••• ol tecl bt 
. t6 

•.at fi~• •• a reaeon tor 1aveetlaa abroad. 

fll'lle were aleo mot1vatecl bt auch aore 

acgreae1Ye strategies like the search for aore 

profitable ueta tor oag1tal ~d ~qu1paent.· Propoeale 

b7 fore1an go~ernaente or for.e1~n ccmpaftlea for tbe 

eett1ns up of production taoilttiea in their coumtr1ee 

are also o1ted. 11na117, pr.easur$ from one or .. ._ 

h11h raaking exeo.tivea within t he t1rm ooald aleo 

result 1a foreign 1aveataent. 

Jarlier on •• ba4 41et1agu1ehe4 betweea a 

t~anatlonal eaterpriae and an 1Bteraat1oaal eate.

pl'lae. ~• ia4 alao ot.eerve4 tbat the oonoept ot aa 

1n ~•rua tio.ual ea t&l'Priae volllcl U. taaecl puelr ae a 

tbeoretical oonatr~o~. 

0~ hypotheaia 1s t hat ae a TIE 1ncreaaee 

1n at~• aAd mpread 1t evolvee into an intornstioaal 

enterprise. !hie prooeee of evolut1on we term 

' 1nternat1on&lia&tion'. 
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tlma, •• belleYe tba t u a TO 11loreaaea 

1a alae aa4 apread 1t no lonser look• •poa a part1oular 

oountrt ae tbe boae aatloa, tn&t beooaee 1aorea~Ailf 

t.apaztUal t.ew .. n ooutrie• 1D whioll lt opentea. It 

develope a 8].obal perapeotive looktq upon the ent1N 

worl4 ae ita ho•• It opera\iona and pol1o1ee are 

.. ,eared tGwar4a t tl.e optlmiaatlon of aa objeotlYe t.aaotloa 

tor t ho entergrl•• ayatea ae a wbole, 17 eYen it tbie 

impliaa .not aobiev1D& eo .. ot the o~JeotlYee of the 

aa1ta ot the a7atea {aft111atee ) . fb1• 1e U&!.tal.lJ 

termed '•tatea opt1aiaat1on•. !be eat•rprtss heooaee 

aware ot the ria& ot holdlal oaeh 1ft ant oarrenor. 

l ate ot .PrOfit ia atteagted to u equalised 1n eYert 

oo lJltr.r 1n whioh the eaterpri.ae opera tee. 

To prove 'tnia bypotb.eeta, eepeoiallt .111 the 

oourao ot a at1.14t of thia natue, aeeu to be eo.ewbat 

ambitioua. therefore, the onua of provi41Dg a rigoroue 

proof will not be talten in thie partioul.ar atwlt• 

However, •• hope to a\loa·tu,.i.a'ie ow.• h;fpothea1a bJ 

est abli ehl.ug t~" a prooeae ol '1At4U'a&ti1onl1•ation• 

ot TNBs is t~iAg ilaae. 7h1a we attempt; to do bt 

cone~ntrat1ns on t ue transnational ooapaDJ ltaelt &D4 

by showing , 



- -..t the oraaa1aat1on ot tbe !II 'beoOMe 

1aoreaaia81T o•plez u ei•• aad apred 

taorea••• Tb••• oraaai .. tloaal obaa&•• 
tao111tate the pooeee of eeatrallei.Dc 

4e0ie1oa aaktas vithlD tbe !IB 

--- the strong pretereace tor whollJ owae4 

or ea3ori\J owned fore1&A .att~1atea oa tbe 

p&n of tliXe, which 1D41oa tee the pret••••• 

fo~ atrooa oentralia&G oon~ro~ witbin tbe 111. 

We Nlien that the cent:raUeatioll of 

4oo1e1on mak1Dg 1a the baa4e ot euov.t1Yee at tM 

apez of the 'XII eyatam :le au important 1aterae418J7 

et•p 1D the '111temational1eat1on • proo•••• oaoe tnia 

amall ooterie of ezecut1Yea, wbo aake the iaportaat 

aeo1a1ona in the &Jetem, 4aYelop 1D a-aational, &lobal 

perapeot1ve, enterprise pol1ot ancl bebaviour will. 

ia~e on an international Obaraoter. fhie aaall aroap 

ot exQo~'iYea at the apex o! the &Jatea are 1a a 
poe1t1on to Y1ew the opera,1ona of tbe eratea 1D it. 

entirety and hence are Tery liL(ely to doYelop ao 

international outlook w1tb resard to enterprise 

24 

operations and pursue ~ at~'~•CJ of 'system opt1aiaat1oa.• 

-- We alao examine ao• ot the tlnaao1al 

prac ·t100G of r.Nia • 



tbie, •• JteUeYe, wm 1te b18hll' dan1t1 ... t 

•• tu u tile 1aMnatleaall•t1oa ot Ule la ooaoenecl. 

tft41t1oaau.r, tinaDoe baa .... a a !U.~ o•tnlie .. 

tWlOtloA· ia aoat fii'Ut ee.PeOiallt ill Bl8e t.M 

trea4 ot f.t.aanoial p:notJ.oea l'oUowe4 -., fila oo.U 

prOY14e u w1• a olu t• tu evol·"ti.oa ot .... t1 .... 

We atart, however, with a ba'l1et loo• at 

the dimeD•l.one o:l vanaPtiooal. eateJr.triae aot1Yltt• 
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GJU.l~BI II 

!ke aost etrlkiD& Obaraoterietio ot tile 

1s tb.el.r siH• A vert I'O\l&b i4u of their a1se oaa 

lte aleaae4 troa tbe 4ata oa fore1p 41not iaYeet

uat. Ia 1975, tae worl4w14e atoo& of tonlp 

41reot 1aYeatlleat •• 1258.9 b1111oa. Of tbis the 

Ua1te4 states aooouate4 for 41.~ (1\24.2 b1111oa)f 

tbe Ua1te4 l.lac4oa tor t t .t~ (13().8 bllli.oa)f the 

federal aepublio of Genaaar, Japaa, 8witael'lao4, 

Jranoe and Oaaada aooouat1DC for 4 - 6.5 peroeat 

eaoh \110 bilUon - It 6 bilUon) • !be ae • then • an 

the maJor oouatriea ot origin of foreign direot 

1aYeatment between thea aeooati.D& tor 86.9~ ot tJle 

total atook ot toretan cl1not inveetmeat in 1915• 

We woal4, therefore. ezpeot the Mjorltt of Bla to 

be baaed 1ft tn••• ooaatriee. 

Aaoaget reolpieate of 1h1a atooa of 41reot 

iav.ataent abroa4 1a 1 91', tbe 4evelope4 •rket 

eoonoa1ee aooouate4 tor 74~ aDd tbe 4eYelop1aa 

ooutrioa tor 26~.1 Thu, the vert broad p1ohft 

oae get s of Tlfl operationa is that tllq are •1a)$ 

26 



Direot lDnataeat abna4 1e ooaoeatnte4 

UOJlBat a few tlne. Ia t97,, 250 - 300 tlraa 

aooouate4 tor .101- ot us total forei&D s.aveataentt 

t65 t1~ aoooaate4 tor •••r 80~ ot UX direot 

1aveataent abroa4J · 82 tine tor oYer 10~ ot oYerMaa 

41no' 1DYeataerat ot the raa.2 ve MU••• that 1t 

tbia patten baa obaa&e4 oYer tS.., 1 t all at laaYe beea 

toward• a areater 4epee ot ooaoeatntloa ow1ns to 

tbe ol1gopo11at1o obaraoter of Tlla. 

!be total aalea of for•iaa atfilia•e• 

(exolu41D& 11ltra-t1n aalea) ot all 1a4uav1al !IBa 

waa approxl• telt 1670 'biU10D iD 1916. Of tbia 

total, induatrial tu&a with oonaol1date4 aalea ot 

over It b1U1on eaoh aoooaM4 tor 1410 b11UO!Il 

(6t .2~ ) ·' 

International protuotlon, 4et1ae4 aa pro-

4uot1on aubJeot w toreip ooatrol or deo1a1oa aa&t 

measured by the aalea ot toreiga attiliatea ot tala 

wae eatiaa te4 to be I ':50 b1ll1on 1n t 971 • · Ia taw 

a au tear the Talue a44e4 bt all 'lH Ia waa nugblt 

1500 billion, vhiob vaa about ODe-fifth ot worl4 

aroaa national pro4uot ezolu41Dg the oentrallt 

planned eoonoaiea. Aaon~at THEa aa a pollp, procl'-lOt1oa 
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vaa OODMDtntK amoqat a ffnl larp tina, tbe Yal• 

a44e4 bt eaob ot Ule top teD ua. 1ft t 97t M 1DC I) b1111oa 

or ure, wbiob. na .,..ater tban the <HIP ot oY• 80 

oouu1ee.4 

t•aa a a a al'ftp are · iaportan t 1n ·world 

trate. tu us taritt co ... 1ae1on tou4 ~t 1D. t970, 

Us-baaecl ~»Ia aoooutetl for one-foUrth ot world 

exvo~te ot all aerobaa41ae and oae-tltth of world 

·~ort~ ot aaautaoture4 aoo4e.s 
I 

Ia t970, private 1nat1tut1one in tbe 1D.ter

aat1oeal t1aano1al t1tl4 (malnlt !IDe bea4quartere4 

1a the US) •• a grnp lael4 1268 bUlioa 1a allort teN 

~1qu14 aeMta. thia vae aor. tban tw1oe ae poeat ae 

the total ot 1ateraat1oD&l .reaerYea hel4 by oeatral 

b&Dke an4 1Dteenat1oaal aoaetar.J 1oat1tut1one all 

over the woru. 6 tbla c1Yee u aa 1Dkl1aa of tbe 

1aporUAoe ot the Ula in the field ot iDtenatloaal 

ti.aanoe. 

Table 2. t above the aise, aeaave4 1a tene 

ot ooneol14ate4 aalee, aa4 toreip ooateQ' of tile tea 
laraeat ~BBa in t 976. 

It 1a obvious that theJ are g1gant1o aD4 

larser than mant 4evelope4 oountriea, aeaeurecl bJ 



---------------------- iot.i ;~- io!•l~-.;.; -,;_;1;.-- -~~-
.aauU•> Coap..,. OoatJ7 JlaJ•r eoll4ate4 8141art aal•• u ••••'- u 

1a4uaV;r ll&lea { 1 1a •••tnea " ot total " ot total. 
· b1111•e) oouoU4ate4 aueta 

aal••· 

'· ann u.s. .Petrol.- 48·' 25 72 54 

2. GeMI'&l. Kotora u.s. .... t1.2 2t 24 12 
Vehlole• ,. ao,u Dutoh/ leth.er- Peuol- "·' ., '2 50 

SbeU lan48/U& 

•• l'ON Jlotora o.s. ••tor 28.8 ,, 40 
fe!llole• ,. teaoo u.s. P.-ele• 26.5 JO •• 54 

'· AoMl u.s. hV.le- 26.1 62 .... 49 

1· !laUoaal I rae' aa Ina Petrol•• t9.7 JU. 11.1. lA 
ou 

•• u.s • l'etnle• 19.4 26 59 43 

'· Br1U8h 
PeVOleua 

o.Jt. l'atrol.•• tt.t 52 83 .A 

QaltOU u.s. .I• VOle• ''·' 
,, 

" 
., 

to. 

·····-·-····-········ •••••••••••••••• •••••••• 

~ .. ,..,. -



(a} Aeaevecl bJ total oouoll4ate4 aalea 

(b) .iaake4 ill 4eacea41ag oi'Cler of total oonaol1date4 aal.ea 

(o) t97' lA a Bot applloaltle 

ao~ : ~li.P 11gvea ~or .. leotett OICl> couatl'iea 1D. bUUena o~ 

4oUara vue USA 1706.5; Japaa 552•11 PIG. 477 .o; Pnaola 

304•'1 UK 2t9.9J tRrite7 41.1 I A1l8Uia. . 3.9.6J 

Jl.S; Plalaad 27.6; ••rnr 2S.8J GNece 22.6; . hw 

iealaacl 12.7; Poriupl 12e0i: . lrelaD4 8.0; Lueabol'g 

2.01 Icelaa4 t.41 Data refer to 1176 ezeept for Italy, 

Lux• borg, iionat • Putaaal &114 S.e4ea tor whiob fiCV•• are for 

t915· 

( sovoe a Boo4 ant roua. t 979 ). 



alae of Gl.f. tat.le 2. t DOt oa1J etaowa u the •1•• 
ot Ule laqeat Drla ill the world ••t &lao eoatina 

our earlier ••••rnt1oa that aut UBa are baaecl 1D 

4eYelope4 oouatr.lea. 

·We wo1llcl l1ke to polnt out the.' the tift 

J.arc••t ballke 1.n the world rankecl bt· alae ot total 

aeeeta at tbe end ot 1976, were all ~•••4 1a 4eYelope4 

aountr1e~ &D4 ba4 aaaeta ~D& t~ 144 billion to 

112 b1111oa. TUJ" operate4 1rl a vert lara• au•••• ot 

oountrlea "* 4eYelope4 and 4enlop1ag. the uaaa
aat1onal1aat1oa ot 'b&Dke .. _ to baYe · lteea aa 

iaportaat deYelopaent 1D the pro11terat1oa ot 

aanutaotaring aa4 eztraative !IBa. 

Ve ban •-••rve4 that aoat !lie oriclnate 

ana operate in deYelope4 ooUAtrlee. A deta1le4 

breakdown of the aajor torelgD inveat1ng ooualr1ee 

in 1975 ia ahown 1n table 2.2. A &laaoe at the 

fable leada ua w the lD.ferenoe tbat aoat TRia 

would be ba .. 4 in tbe oouatriee aent1one4 the~lD, 

with U.s . 'r.REa pre4om1nat11lge fb1e ••••• to 0. aub

atantiatecl bf Table 2.1 which ahova tbat aaongat the 

ten large at ! I ~. 1n the wrl4, .. -.en are baae4 1A tb.e US. 



32 

' tABLa 2.2 a ltoek ot 41•eot 1avee ... at a'roa4 bt 

-~or •••tl7 ot UlaiDt 1915· 

-- ··-~-----------------------Oouav, ot lia , ........ 
orisSa b11Uou ---- --------------- ----.-- ---
u.s. 124.2 ., .• 
u.x. ~.e '' ·' 
l'&i t6.o 6.2 

.,.,.. ''·' '·' 
h1'••rlaa4 t6.9 '·' 
lftaoe t t ·' 

.,, 
au ... to., 4et 

letu•laat• a.s ,.2 ....... ••• t.T 

Belc1.._iaa .. borc ,.2 t.2 

I~lt ,., '·' 
-----·-----------

24J·• 

15.t 

-----------------
Gnacl total 258.9 too.o 

..... = ... ••••••••••••••••••••• 
( BoUl"oe • u•, t9781 taltle ill- )2). 



we ba.Ye al... ••• ~· aoat 1aportat b"' 

ooutr1•• an the ctevelopd -.raet eooaoMa, wbloll 

noelvecl '14" of the worl41flcle atook of tore1p 

4lreot J.DveatMnt ta 1 915• Ot *• tbe -~or 

reolpieat oo•triea were, aau4a vbioh reoet.vet 

1"' ot tibe •ohl atoek of ton1CD 41not iaveetuate 

ia· 197'1 tu u.s. noa1vecl t1~ 1 , .. u~ with ~ aD4 

tbe Ve4eral &epv.bllo ot Gei'IW1.1 vi th ~. AaOagat 

the 4evelop1Bc oouatr1ee, vhioh together reoe1ve4 

2~ ot the worl4v14e a1ook of 41reot 1avea-..at 1a 

t 975 the OPIO? oollll'triea reoeiveci '"' the tax 

ba.Yene8 ~ aDd t !1e rema1n4er t 7~9 • 

la~l• 2., •~ob ehowe the 41atr1but1on ot 

toitelp 4lnot lUeawat •o.as•t LDOe, nveala that 

the aore developed uoaaat tu• wen prefern4 •• 

hoat naUoaa. A1t._up iaveatua' 1ft LDCJa aa a 

proportioa of total 41reot 1Dvea-..at abroad 1e 

a-.11, til e operat1as 1D LDOe ooul4 control aiaea~e 

po.Uae ot particular eeoton or 11l4uatr1ea. !ble 

1e retleote4 in the ooaplainta of LDCe re&ardlQC 

tore1go 4oaiaatlon of cto .. etio iaduatr,r. 

Diveraitioatioa of !IBe aaoas- oountrlee 

variee quite a lot. !be ten laraeat incluatrial 

oorpora tioaa operatecl 1a t 973 in twentt oae to 

eiztJ two oouatr1ea eaOb. (Ta,le 2.1). 



tABLa 2.3 a Dlreet iaveataeat atook ta WKJa 1tr beat 

oouat17 or tern to17 ollaneterlatloa, t 97'• 

----------------------------Boat ooutrt, ten1 tort .. ,....., Jtllloaa ot ,_..... 
4ollara taa• 

----- --·----~----------------
total atook 

o•BC enatn.ea 
ot wnioh a 

, ....... la 

la4oaea1a 

11geria 

Ia& baveaa 

All otber LDOa A ••rr1tor1ea 
of whioh a 

Br .. 11 

Jllaxioo 

Intia 

68.2 

''•' 
•• o 
,., 
2.9 

t.a .. , 
4Je7 

'·' 
••• 
2e4 

2.,. 
2.0 

too.o 

22.9 

,., 

'·' .. , 
••• ,,.o 

64.t 

.,., 
?.o 
,., 
, .. 
2.9 

•••••••••••••••••••••••••••• 
( 30Voe I Ul1, 19'78, fable III • 4 7) 
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!ABLI 2.4 I Piaa witb oae os- aon tos-eip attiliatea,. 

bJ tale autter ot lloet ooaatriea, tt7'• 

-----------------------------Bo. ot ••t.•r ot tina llaae4 1a 
hoat aa<•> Otller lt·· oouata-1ea u.s. eouatr1•• lo.;.oea-.... 
---------·-------------------

1 1807 1 ,,, ,,,. 4255 44e9 

2 78J ,,. ,., 1500 ., .• 
' 454 206 197 857 t.o 
4 "' t40 ttl 544 '·1 
5 2,2 '' 12 409 4·' 

' t44 sa '' 28J ,.o 
7 til 75 '' 2J4 .. , 
8 12 45 '2 ,,, t.a 
9 78 '6 2t ,,, -'·' 

10 54 44 17 ''' t.2 
t1 45 '7 22 104 

t ·' 
t2 41 ,, 14 92 t.o ,, ,. 21 12 .. 0.1 
14 4J 26 t2 It o.t 

'' 29 25 1t ,, o.? ,, 
2' 17 ' 45 o., 

t7 20 14 8 42 0.4 

18 11 25 ' 4t 0.4 

19 26 t4 ' 45 o., 
20 22 18 ' 45 o., 

Kon than 20 17, ,,, ,. 324 '•4 
G r antt t o al. 45J2 2567 2,.2 9481 too.o 
.Percentage (47.8) ( 27.t) l25.t) { too.o) 
- -,~ - - - ~ - s ft - - T - T - , · c-l- n - - - w r ~ r sue·a It ! J Tab I! I t;;;s a J( noil 1 ~ u 8 • 



ta-le 2.4 above tu nahr ot !loet eoa.vlea 

lD wb.lob flftla witll •• or aore torelp affUia tea 

operate& 4vlas 197'• 

&lthougll t11e •3•ntr ot tn• open\e ill 

oDe or two boat oouatr1ee ODltt .. aheal4 •'••rve 

~t ov-er 2~ of tt. fiDe 1a fa'l• 2.4 ope .. te 1D 

aia or ••~ oouatr1••• for.U&-baaed lila the 

oor~apoa41aa t~ 1e approzt.atelt 26~ wbile it 

1e oalf t2~ tor TBB• b-oa 'other' oouat;r1ea. 

What we fln4 reaarkal)le 11 tllat '•411 of tu 

f1Na ( '24) operate 1a tweatJ' or aore ooutriea. tile" 
ue oltY1ouell tba ~la••• aaa, •• ov peneal or 
table 2 • t uowect. ~te wro1&lcl alao like to p•lDt oat 

tbat the aa.var4 Mult1Dati0Dal IBterprlae Pro3eot 

towa4 that ot a aaaple of J9t eAterpr1eea appron•t•l-7 

11" of thea operated iD eia or aon oowa'ir1••• til' 
ot tile 8&11lple tina operate4 1a aore than tventt 

' oo\Ultrl.ea. Por u .a.. tirae tu oorreapondi&a t16'1aft 

waa 22f,. file eampla 1Ulu4e4 tao Us-baee4 :rn:aa 
4raa troa the PORTOBB JOO list tor 19671 t35 .Bu.rope-

1taee4 and 61 Japan baaed fiDe aeleote4 troa the 

l'OR'lWIE 200 l i st t or non-us oor~paaie a tor 1970 u.4 

t 5 THEa baaed eleewhere than us , E~ope sn4 Ja .... to 
Thie sampl e , therefo~e, included aoae of t he laraeet 

THBa in the worl 4 aDd •• 'believe that the 41tfeNaoea 

36 



1a the ti&U'e• tor the _.ple aboft aa4 ••• ia 

table 2e4 are a18Difloaat. 

Aa tu ae the eeotorwlae •••••4 ot UKa 

ia ooaoeme4 w till4 tllat ot the ee._llaate4 atook ot 

lortt1p laYeetaent 1a t 966 ••• bt DAO eouatrlea, t t 

28.9i' vae 1n petrolea1 6.6" 1ll aJJd.agJ 40·'" lD 

aanutaotvilag a the reraalatac 24" bela& o1aaa1f1e4 

•• •other' 1aol1141q eanioe aeotor. fhe 41etllletloa 

between (eYalope4 aa4 4eYalopLD& areae waa 1wportaat 

tor the aaotoral ltre~clowa of torelp lavaetmaat _, 

010 oouatr1••• !hue, of the total DAO 41reot 1aYea-..at 

1e 4eYelope4 OOlDlUlee 2,.6~ vaa i.a petroleUf 5e~ 

1a rd.Dlaa aa4 47•'" 1a -ll.faoturuaa. ror LDOa the 

oorNepoa41q tJ.gvee •••• ''•1.;, 1a petroleuaa 9. '1(. 

ill al.aU.. aD4 26.9:' 1a maalltaotvJ.Da!2 ftua, LDOa 

were looke4 ·u,-. ~t.r D aa prlmarU, •• e(lur.oea of nv 

ma teriala ea,.oiallt petrolewa. 

A good 14ea ot the 1a4unr1ea 1a vhioh BBa, 
are to be to11D4 ou be o'taiaecl troa table 2.,, Wh.iah 

ahowa tne 1D4ueV,-w1H ooa10e1t1• ot UB torelp 

-.nutaotu1ac laYeetaeat 1a t970. 

fable 2.6 ahowa aore or leaa the aaae tafo~ 
aatlon, but taia t1ae from the hoat coua~riea poiat 

ot vlev. 
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fAILI lei I la4UUJw1M o•peat.Uoa of US ton1p 

llaaafaotviBC laYeataeat 1a t970e ............ ·-· .... --- --------' dtiltdlt .......... 
1a4 .. U7 ( 1 ldl.110A) 

-----------------------------
OUIDioa1e a all1e4 protuta -AS& 22.2 

trauport ••ul.-at ,,,, ''·' 
Noa-eleotrloal .. obiaert nH ta., 

lriaar, A Pab~oate4 .. tal• 16t9 .. , 
11eotr1oal .. oblaer.r 26t) .. , 
!taper a all1e4 pi'Odueta 2001 '·' 
•••• protuta ,,,, 6.0 

laati'Wieata ,,., 4·4 

Woo4 pro4uota 1296 4·2 

stoae, olq au ala•• 1046 , .• 
Bllbbel' 974 ,., 
teatllea 6 apparel 625 z.o 
Rl'latias aJ&4 Publ1Uiaa ,,. 0.4 

Other 602 '•' 
--------------IO!rAL I ~,,, ,oo.o 

•••••••••••••••••••••••••••• 
( sovoe 1 us tariff Oo-.laeloa, ttTJ). 
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tAILI 2.6 • ••"• et -w.taot1u'lq au1tal41el'lea ot 

Bla 1a ee1eote4 pro4uot liaea 1a 4 4eYelopias ooatz-1•••1970. 

-----·------------------------
BraeU llealoo Ool.Ula IDUa 

-------------------------------

Mlaoellaaeoua oa.-toal 
pro4uota . 

Dna• 

Plaet1o • tel'1&1e 6 . • ,. •• ,1 .. 
8peo1al ia4uatria1 

' ..• , .. ., 
· Geaenl 1a4uatr1al 

aaob1D817 

Ottt... OOQUtiBC 
· •ohlaea 

ran • D:rea4 lliU 

· aleotrio 4letr1bllt1Dc 
eq11J.paeat 

JU.eoeUaaeova eleotrloal 
. equtp•at 

Me'-1. oana 

,, 
tO 

14 

tS 

1 

7 

' 
6 

8 

2 

27 

1 

1 

28 

t9 

' 
tt 

6 

' 
' 
7 

2 

8 

4 

t4 

• 
t 

t 

2 

' 
2 

2 

2 

t2 

7 

' 
21 

'' 
• 
4 

2 

2 

• 
4 

................... ··-........ . 
{8ouroe a iernoa, 1977) 



we t1a4 f'll aotlYltr to " ooaoeatntet 1a 

obealoala, aaohlllery • eleotl'ioal protaota aa4 

truaport eqW.paent. a ... 1a4utrlee are a1d.l1 

1ateuive 1a ft1oll a. Dt lroclUt 41ttereaUatloa 

aa4 aarketias plat a ••r.r 1.,ortaat role. !b1a 1a 

vbat we eapee,ed owtas to the oll&opol1at1o na~ 

ot f!fBa. 

1JlcU.Y1411&l fila Hl4011 O .. ftM ill oae 
pro4uot l.1.ne oalr• taa. •3or Ula laav. aU 41Yere1f1e4 

aa4 otteD aaaataoture a whole raaa• of pro4uota. •• 

t1n4_ 1Dataaoea of foOd ooapanlee eatel'iq ohealoal 

pro4uot1oa, u4 Ollellioal ooapaaiea prod.•oia& toM 

pro4uota &D4 eaa1aeertDa aoota. Vertioal tGte,.at1GD 

of tina baa aU.astJt,eae4 tllla trea4 ot pro4llot 
41Ter;aitieat1oa. lie flll4 banka, 1aaunaee eoa,..U.ee 

and a4vertle1nl aaeaolea 41~~ralft1D& 1nto~el .. te4 

inclutr1ea. 'BMretore, the tracl1t1onal 41at1DoUoa 

utnen 1a4uv1ea baa l»eooae a-.ewbat 'blvncl. 

table 2.1 ahova that the averaae nua~N• ot protuet 

linea tor 180 US•baH4 B Ee open'U.ag 1D LlXJa waa 

1 .681 tor 1 '' UK ant Burope•baMd !JIIa t. 1 51 allCl 

tor 76 other U Ba it ••• t.,2. 
table 2.7 reveale t hat tho older t he 

att111ate the more 41Yera1f1e4 it 1e. We woul4 alao 

like ~o point out that 'he '-ble 4eala w1 til atfU1atee 
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fABLI 2.1 a Rro4aot llaea ot 2,841 ua\llae,viaa 

altUJ.atea ot ''' UBa 1a LDCa, 1915• 

----------------------------

41 

No. ot ••• of lro4uet llaea 
He.. ooaatrt aa4 4ate ot attllla- pro4aot pe~ attlllate 

eatr,r tea 11Dea 

----------------------------'''J.l&ISII d 112 01::1111!& 
oogonuou v ••u ot eaw 

Beton t9to 224 442 '·" 
1950 - 1959 306 ,,, 1 •• , 

t960 . - 1969 9l' 1448 '·'' ---------------toTAL a 146, . 2451 

---------------
'(t11Att!t qt ''' Ult.,.IJ i9£2P! )M!4 
' cmtnt1oae bt 4ate of atg 

Before 1950 

1950 - 1959 

1960 - 1969 
• 

148 ,,, 
6t7 

1eJ2 

1.07 

---------------!OfAL a '·'' ---------------
&ttJA1atea o1 76 •\b•£ oorporatlona bf 4aS• ot 19'£1• 

Bet ere t 950 

1150 - 1959 
1960 - 1969 

38 

47 
502 

--------------
TOTAL I 446 ' 587 

••••a•••••••••••••••• ••••••• 
(SOW"Ce ~ tllit 1971, Table III • 2,) 



ot file 1D LDOe oal¥• ala• moat !II aot1v1tt 1e 

ooao•tnteCl 1a 4evelope4 oouatriea •• eapeot 

pro4~ot 41vera1tloat1oa to be areate• aaoas att111atea 

ot tiBa opentlBC 1a thee• oouatriee. 

to noap1 tdate, ftla open'- •1alt ill 

clanlopa4 eo• trie •• wl til II8D1 baY1a• w14•epna4 M t

wor.te oo~1D8 a larp aulter of ooat•1••• BJa 

an ooaoeavatet 1a t!Loaa tadutrlee wb.loh rttctain 

lara• a A ·D axpell411vee, bi&bl1 aai11a4 lattov aa4 

aarketiDc eapert1... Moe1 !MBa produce a 41vara1t1e4 

ranae of pro4uo'•• 

!be total worlcl-w14e atook ot tore1p 41reot 

in·v•a·W&en' inorease4 froa 1105•' bU11on 1n 19671 to 

1158 billion 1n 1971 and· further to 1287.~ bil11oa 1a 

t976. ~e 1Dcreaee vae 172% tor the per1o4 t967•76 

and 82;& for 1971-76. W• t1nd that the direot laYaa-.at 

a took are• at approxlaa telt tl1 e e&JU ra • · aa the 

oomb1ne4 GIP ot D40 ooaDtr1ea. fbia can -· aeea la 

table a.a. 

A 4eta1le4 breakdown ot the increase la tbe 

total stoat of d1reot 1avestaent a bne.4 bf aajor 

eountr1ea ot ori&in 1s gi ven 1n Table 2.9 . 
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fABl& 2.8 a OOIQU'laoa ot iaUMH ill atook ot 

Unot laftataeat a4 oom-1ae4 GJII ot DAO 

oeatrlea. 

---------------------·-------1967 1971 1976 
B1111oa• ot ourrent 
u.s-. 4ollare 

t967•7t ,,,,_,, 

Avenp aaual 
rate ot SaoN&ae ., .. .,.;, ... 

-----------------------------· 
A • GNP ot DACJ 

ooua~riea 

B. D1reot iaveat
••n• atook 

,,,, 
tos 

22tJ 4t67 

158 217 tO.? t2.? 

··············-~·-····~······ 
(Souroe a uu, 1978) 

hoa ta..:Le 2.9, •• oan ·oleult ... tbat 
al thoup the us, ._. UX aad hlt.Qee iaorea .. 4 tbe 

aaouat th•J 1Dv••••4 abroad, tbe .-te of 1noreaae 
vae leas thaa that tor Japaa, Gezwan.r aa4 aw1uerla114. 

!benton, wb.U• tb.e allarea of ua, UX aa4 ll'alloe 1a 

the total atook ot toreip clil'eot 1Dv•etmeDt teU lteweea 

t 961 e.ad t 976, those ot Japan, Sw1 tserlanel an4 ~n&D.J 

illonaeecl. We voulcl •&»•ot Japa&$•• an4 Qeraan !lila 

to bave grown at faater ratea ~ us aD4 UK ,.... tlla. 



TA.BL 2.9 a Stoo o~ di.reo't illveataen't a bzooa4 'b~ 

ma jor oount %7 C'd orig lrl, 19 · 7-76. 

---~---~---~--~~-----------~~ 
Counu-7 o f 
origin 

u.s . 
U. K. 

• " • :.fermany 

Japan 

Svi. tzarl. d 

Prance 

Canada 

etherl.ande 

woden 

Bel.c i um -
uxe berg 

I tal.y 

All. other 
(es't1mate4 ) 

B 1llio.na o~ dol.l.ara 

1967 

2 . 2 

2 . 0 

2.1 

197t 1976 

82.8 1,7. 2 

23.7 )2 .1 

7., 
4.4 

9.5 

1., 
6.5 

4.0 

2.4 

2.4 

,.o 

19. 9 

19 e4 

18 . 6 

1t.9 

1' ·' 
9.7 

5. 0 

,.6 

16.8 

1967 

, ,.a 
1 6 . 5 

2.8 

1·4 

4.8 

5.7 ,., 
2.1 

1.6 

1·9 

2. 0 

-,.a 

Peroeatap 
clia'tribution 

1971 t976 ... - .......... 

2.8 

6 . 0 

47.6 

11.2 

6.9 

6.7 

6 .5 

4et 

,.g 
,.4 
t.7 

1.2 

1.0 

s.s 

----~--~-~---~-~ ~ ~----

r and To ta1 10 . o too.o 

{ O\lroe s ~ , 1978, Tabl.e I I I - ,2) 
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11&\&H 2. t e!ana tbat 1a the earl' 70a 

Euopeaa UBa wes-e cnwiag aon npl.U., tbaa ua 

•••e4 eaterpn•••• Bowe'f'er, Japuaeae DBa wen 

POViDa leaa l'at1.U.,. • 

!he nlat1ve eapaneloa .Paths ahon ill 

.Pipre 2.1 aat be taken ae Ul41oat1ve oal.tt alaoe tile 

eaaplee ot firma are not etrtotlt ooaparable aa4 the 

p•S.Oda oovere4 by tb.e data are 41!terent. the 

tuuabe• ot · aew MautaotviaC aubeid1art.ea toJW4 bJ 
' ' 

tM aaaple of us. baaa4 t•B• peate4 1a 1 t68 wl!wta eaoh 

·uJ oa 8D avena• eatabl1abacl tb.fte new alll»e141ar1ea 

pe• aaau. Br t975 tn1a t1pre ba4 taUen to neul, 

·••• Til• Uke-ott per10Cl tor. non-us tREe vae laur 
thaD tbat tor us tlf.sa. the •ia a•owth perioel tor 

UK and eoatiaeatal. Junpean TNia waa ~~· earlt U4 

a14 60a, U&a t tor Japau ae TN .Ia vaa the 1a te 60a. 

Row let u ••• 1f, .and bow • the 41atr1b\1t1• 
of the atook ot ton18.11 41not iaveauent aaoaca' 

hoet nat1oaa hae ohaap4 over time. fhia 1a ab0111l 

in Table 2.10. 

Tbe •1&nificant point ea.arail\8 troa tae 

fable 2e10 ia t nat, the abare ot tn ~ total atook ot 

foreign d1reot 1nvaetment of the ~evelope4 oo~tr1ea 

haa inoreased during tb5 period 1967-t 975, and tbat 

ot t he 4evelopina oountrlea baa 4eoreaae4. The 
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lAlLI 2•t 0 a &took of 41net 18.-• .-rat at.I'Oat of 

4eftlop" •*•' eooaoaJ.••• bt boat ooutrr,t967•t915• 

----------------------------.iloe" OOD'tl7 .Peroea tace ot total, eat t•u 
... .,.,., pnp 

t967 t97t t915 

------------~---·-----------

Canada 

u.s.A. 

u~. 

Veat CieftlaDJ 

Other 

»evelvgiaa oouatr1ee 
of vhi~!l • 
OPBO 

fax ilavpa 

Othel' 

t8 

9 

8 

' 
JO 

'' 
' 
2 

20 

72 74 

t1 ,, 

9 '' 

' ' 
' ' 

'2 '' 
28 26 

7 6 

' ' 
tl t7 

------------------
!O!AL t 

total Yalu of a~ook 
(I 1»1ll1oa) 

tOO· tOO tOO 

158 2S9 

•••••••••••••••••••••o•••••• 
(aouroea • 01, t978. fat.le IIl- ''>• 
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iaterenoe oae ooult 4rav 1e that •• 4eYelopiac boat 

na,lone applf 1Doreae1na preaa..e oa !lie to re4uoe 

thelr eq1l1V hold1qe 1a tozaeiaa attUiatee ltaae4 1a 

etaoh ooaatrlea aA4 atteapt to ooatrol the aot1rit1ee 

ot 'll&e, 'beee firu pnter to looate t heir plante 

1a t he deYelope4 natloDa. 

A hi'U.r latereetillg olt .. rYatlon 1e that 

al tlloup the eban of t..DOa ae a poUI) 1a the vul4v14e 

etook of ton1p 41ren 1aYeataent baa 4eoreaae4 

4.rtas the per1o4 -.4er ooaa14erat1oa, the 41atr1• 

ntion of the 41reot laYeataeat atook aaoaaet tile 

4eYeloplq oout .. 1ee l taelt baa ebJ.f.te4. !hua, troa 

tabl.e 2.tt, we f1a4 that the ebare, 1a tlle 41reet 

iaYeataeat atoOk 1n .LDOe, of tba aore 4eYelope4 of 
the 4evelop1Qs aationa like Io4oaea1a, Brasil, 

M.ala,a1a, Si.Dppore and Uoag Xoag laaYe 11lorean4 at 

the e_,eaee of t ne poorer 4eveloptDa natioaa. 

taltle 2. t 2 ehove tbe ohaap ia tae proportioa 

ot aalea ot toreisa att111atee 1D the total ooaeol14ate4 

aalee of 'he worl4'a 4~2 largeat 1D4uetr1al corpora

tiona durtaa t97t-76. 



4H 

tABLa 2ett I Dlreot iaYeetaeat .took 1D 4eYeloptQa 

ooatr1ee, '' host ooaav, or territo17 obano,er1etioe 

(1967- 1975) 

-----------------------------1961 '''' t97S 
Hoet oouts-1ee 

I bllliOD " 1 bLllion ~ I b1111oa ~ 

-----------------------------
total etoOk J2e8 too.o 4,., too.o 68.2 too.o 
OPIO Ooutriee 9.t 21-1 tt ·' 

26.8 ''·' 22.9 
ot vb.ieh • 
Ynesuela . ,., 10.6 3·1 e., 4.0 '·' Irl4oaea1a 0.2 o.6 t .o 2., ,., '·' Htceria 

t ·' 
,., t.1 ,., 2.9 4·3 

INa 0.1 2.t o.g 2.t t.2 ••• 
tu b&Yeae 2., 1.0 ,.., 9.0 .. , ,,.o 
All other LDOe 21.4 65e3 21·· 64.2 4,.7 64.t 
ot vt11oh • 
araail ,.1 ,,., '·' tt.a '·' ,,., 
f!ezioo , .• ,., 2.4 '·' 4·8 1.0 

la41a '·' 4.0 '·' ,.1 2e4 ,., 
Mal.&J"aia Oe7 2.t o.g 2.t 2., , .• 
useatlna ••• ,., 2.2 ,.1 2.0 . 2.9 

Sinaapore o.2 o.o 0,4 o.g '·' 2., 
Pen o.a 2.4 o.g 2.1 t .7 2.5 
BOlli Kons o., 0.9 0.6 1.4 1., '·' Pllillipinee Oe7 2.1 o.g 2.1 t.2 t.e 

Tr1n1dacl • ~oba&o o.? 2.t t.o 2., t.2 t.a 

i8tal o\ !bcwe 00\ID ••• 12.0 ,6.5 16.0 ,7.0 27.7 40.6 
• • • • • - •• = ..................... . 

{Souroe a us, 1978, Table III - 47) 



fABLI 2. t 2 I O!uuace 1a the JNpOrt1oa ot eale .• of 

ton1p aftt1Ua'he 1a total oouoll4ate4 eale• ot 

vorl4'• 422 larseat 1D4uet•1al oorporatloaa b7 

eouatrr of or1a1a; 1971•16. (lo. ot f1na) 

---.. ---------------------· ----
Obaep Ul 

·---------~-------------------
. "'"''' 

OYer t~ p•iata 22 - 1 t t - '' 
. 2 - .t~ J)Olata ' ' . tl . 21 9 t2 - ,,, .•... ., 49 

R!Anut 

2 - '~ poiAtet a 

tl 

-I 
· OYer ·tO" poiat• t • 

4 

2 

-

' 

-
-

9 

6 

t 

t 80 

- 20 

- 2 

46 25 t t2 ., 9 ,,, 
----------------------

tOTAL. a 4t 21 72 tO 422 

--~--- ········ ·············· ··· 
(souroe 1 Ul, 1978). 

AaOD& ti~ tor vhiob t he ohaaae 1D t ne 

proportion ot •al•• wae knova oD17 ~ reg1etere4 a 

4eonaH, vbile 64• ahove4 aa lllorea•• ot ~ age 

pointe Ol' 11ore. 1 11' ot the t irme ehove4 in iaoreaee 
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of tO;' po1Dta cw aore. the Ua1te4 Bat1one baa ob .. ne4 

tba t av.oll eY14eaoe "1D41oa tea the aveaath of .. 

treat towarda greater taternatloaalleatloa of lar .. 

aoale fl.na•.'' 

8al.ee of tore1ga atfiliaha, ot oorporationa 

wltn ooneol14ate• .alee ot aore -baa It ~1111on eaoa, 

1noreaeecl 2- faeter than the tJ.na' total oonaoliclate4 

ealea 4ur11l8 1911•?6. While oouo114ate4 ealea grew 

at aa aaaual ooapouad ·ra•• ot 6.2~, ealea of tore1ca 

atf111atea crew at 11.1~.14 

Ula are lteooat.q t.acreaaiD&Jr 1aportaDt ill 

international tra4e. Vbile worl4 exporta of all 

aeroball41ae 1aoreaae4 bJ 53- batwe.a 1966•70, tl& 

rela te4 eapona arev 1»1 691' and non•t!IB exporta bJ 

oAlf 52~. limilarlt vbile vorl4 esporta of man~ 

taotun4 aoo4e J.Aoreaaecl bf 6$%, ~us relat•4 ezporta 

ot •~oh aoo4a roae bt 1'~·'' 

fh••• we flD4 tha t 'fREe are srovJ.ac 

atea4U1, v1 th the laa-geat of 'Ulea grov1Dc at •oh 

taeter rat••• 
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ORA.PfiR III 

O&GABISATIOI, OWRJRSHIR AID CONTROL 

'.1 orrumiaatioa 

In the first obapter we aav Yarioaa taotora 

vhioh intluenoe a t1ra1 e deoieion to iaveat abroa4. 

We might have lett the reader with a teeltQs that 

'he 4eo1aion to tnveat abroad is an overni~ht one. 

A national tim beoomea transnational due to a enap 

deo1a1on bt 1te direotora. fhie ie not true. A 

nuaber of etss•• in the forei~ aotivitt ot a tira 

oan be 41ettnsuiahe4. 

A firm uauallt begine by expor'iDg to a 

particular oountry vbere a market tor ita produot 

eziate. As thla foreign ll&rket inoreaeee 1a alae

and as ezporte r1ee atea4ily, the parent OOIIP&DI . 
will ~nerallt eatablieh a foreign branoh in •~ch a 

oountr~. !he branch would aot ae a aervioe &lenot 

and vo\114 alao undertake market aur•eya to determine 

whether the 4emand for the product ie 1noreaa1Dg. 

Ae demand 1noreasea, the firm will decide to begin 

assembly operations in the foreign country. fhue, 

components will be shipped to thia oountry and tbe 

product will be aseembled there. At thie etas• the 

quality ot the product ie extremely important tor 
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bU1141Dg up cootv111 ea4 tor Jer8G&41aa eon.aaera 

to parabaae thie partloular produot. Aa tbe 

foreJ.p •r~t•t ern• atUl lara••• the t1ra t1Dallt 

4eol4ea to beaiD ... utaot.r1ns iD· the to~1SD oouatr.r 

1taelt. oaoe a uw a11baltiarr baa '••n eet 1lP lt 

beoo•• t•t aaotMr alt ill the 1'.11 •t•••• aD4 wUl 

lteelf beata to jrow. 

Aa a tRB grove, lte ••saaleatioaal atruet~ 

alao u4eraoea a ohalac•• !be orpa1aatloaal avuot1lN 

whlch ia adopted ia aa laportaat faotor 1a cleplotiac 

the aa are ot nlatloaahipa wl thla the eaterpriH • ill 

part1oular the relatloaabip ••tweea the pareat 

••Pant ancl the auaicll.arlea. !bla 1e cl\le to tu 

aeoeaalv ot obancuac tile loO\la of 4eo1a1oa llaklae 

v1tb1a the !lfl a• it •apanda. The eYolu.t1on ot tbe 

orsan1eat1onal atrQo~e of TIBa 1a oloaelt ltake4 

to tbe atratealea ot espaaalon a4opte4 bt 1D41Yl4ual 

!I~• aa4 ooul4 411ter tor !IBe ot 41tterent natiODalltlea. 

It hae been reoosatae4 tbat the eYolatloa 

of the oraan1eat1oD&l patter.ne atop'-4 bJ f MBe baa 

taken plaoe tD ta1rlt 41aorete 8\asea. Aa a TBB 

taoreaeea 1n else, apr9a4 an4 41vere1ty ita orsaa1aat1onal 

atnotu.Jte beo011ea iaoreaa1aelt coaplex. We ooaoeatrate 

on t he ae .. up in the parent ooapanJ, since eu.ba141ar1ea 

tea4 t o mirror the organi sational patt ern at tbe heat 



ott1oe. 1 hu 41tfereat etruttana oaa be 418t1qa1abe4. 

n ... are -

( t ) Orplllea tloa baaed oa oea tnl. tuaoUoae 

(2) Orpaiaat1oa baM4 oa 6•0C••»h1oal area 

(') Orgaaiaat1oa ~eed oa pro4uot I~'O~P• 

( 4) Orpniaa tion baaed on a autve of 

geograpb1oal area aa4 proC~ot are_,•~ 

!lut oeatral tuao.t1oaa or aenioea ill a t ln 

are - pro4uot1on, aarketinc, tillaaoe, peraoarael eto. 

!he Dl wbitb ia oraaa1ae4 oa the taaa1e of tbeae 

oeatral eerYioea 1a u.-.111 eaall 1n a1se an4 eprea4. 

7orei8D operat1ooa aa a proportion ot total operat1oaa 

are low. A BB orpaiae4 Oil tneae linea 1a U1J11allf 

. a eingle pro4uot tt.n. !Ilia aort of orcaat.eatioaal 

aet up le 4ep1ote4 ~ rlaure , ••• 

Ua4el' eaob. aa orpa1eat1oaal. et:ruoure 1 t ia 

the aaaacer 1D obarge ot a oertaln tuaotloa ••&•• 
ttD&aoe, who 1a reepoaalble tor tbe proper 41aohars• 

of tJaat tuaot1oa 1D ti'le pannt ooapaDJ •• well aa 1a 

the eube141ar1••• tbua, the line ot r8JOrt1DI tlowa 

troa the fiaaaoe .aaaser 1n tbe •~ba141ar1 who reports 
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to the ohlet euouUYe of the aa1ta141Ut aa4 the 

tiDaaoe •user at the ua4 ottioe • !be tiBaaoe 

Dl&D88er at ua4q-.rtera,t..D tva, nporta to the 

ohlet enoat1ve of tale !IB, whO alao oontere with 

the obiet ezeaatlYea of the. au,e141ar1ee. 

!bie eort ot orcaa1eat1oa tboagh ooaveaieat 

tor eaall, alacl• pro4\lct · !i &a vhloh opente s.a Ye17 

tev o.er .. ae oouat.r1ea beooaea iacreaataslt 1aetf1o1eat 
. 

•• the Tli~ anva 1a alae aD4 apna4. tu••~on, thia 

.Ort ot oraaa1eat1oaal pattea uuall1 ,;1vea vat to 

the otber ttpea 4eaori-.d below. 

He~ the par&at o~aQI 1a orsan1ae4 bt 

produot groupe while the ~be141ar1ee are ora-n1ae4 

aoooN.tnc to pepapllloal area. Tllie organlaatlonal 

etruoture ie a nat~ outoo.. tor a ooapant wbioh 

bea1aa bt export1ac abroad, thea etarta aeeemblr 
operat1oAa oYereea• aD4 tiaallt be1taa to aaautaoture 

in the toreisa ooun trt 1 teelf • lfbea exports ot tbe 

ooapant ~crease and it deo14ee to aaeeable ita 

pr0dt&01Ja abroad these operat1one remaiA UD4er the 

oontrol of the export department 1a the parent ooapaQJ• 

sut when man\ltaoturiD& 1a oommenoe4 abroa4 t.h1a lea4a 

to t he creation or an 1nterna,1onal 41v1a1oa vhioh 1a 
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1D ollar•• ot aU opera~1one abroad. !Ma ia ahowa 

ia fi~UJ~e 3.2. la ~ia orgaa1aaU.ODal aet up tu 

iaternational 41Yia1oa ie ooaoer.De4 eolelt with 'h• 
~ 

opera,ione of tue toreian •~ba14lar1ea. The 1nter-

aat1ooal 41Y1a1oa aaaaaer 1a tberetore likelt to 

esero1ae oonai4erable control ov.r tbe operatloaa 

of the toroip att111atea. Thia 1a d\4e to the 

taot that hie worth to t ue orcanieat1on would -· 

evaluated on tne M.aia ot '\be pertonaanoe ot the 

eubsidiariee. so ~oo with the otber exeo•t1vea 1a 

-the 1ntenat1onal ciirtaioa 1a the .tanat oo•PaDI'• 

thus, deoiaioA aakiag ia 11kel.y to be aore oea.tnliaet 

aa4er aaoh &A oraaa1eat1onal atruetare than uader aa 

ercaa1eat10D '-••4 OD central funot1ona. 

fhe cU.tt10\&ltJ' taee4 in euen u or&&Jlieatloa 

ie t uat treua4oue ooaRaioat10A probleaa &eaeraU, 

arlee at bea4tu.arteaae. !hie 1a beoauee the inter

aat1oaal 41Y1alon ie oonoe~•4 aolelt about overeeaa 

opwatiODa, while · the pro4uo• grcnap 41 v1a1ou in tlae 

parent compaAJ are botbencl onlt with aot1v1tiee 1D 

tbe hoae couat17. neaeia likelt to be auoh . pre~u41oe 

aga1net the ~ternat1onal 41v1e1on aad 1D41tterenoe 

towarde probleaa faoed abroa4. 



tble eort ot eaterpr1ae 1a orsaD1ae4 

aooor41ag to protuot aroupa not oalr at b.oae but 

abroad too. VbeD the tin, wnlob 1a organ1ae4 alODC 

pro4uot sro•P•• begiaa the aaa.taoture ot a puU.alar 

produot abroad 1t r-1a• tbe l'eepeaall»1Utr ot t• 

prod~ct group. tbie aort ot organ1eat1oD ia ••u•llr 
••~ ooaplea tbaD oae -.ae4 oA ~eOgrapbioal area. 

Dere oo1&14. exiat s\llt-pro4uot 41Yia1ona whioh 

41reo~7 ooatrol toi'81BD operationa. 

the line ot reporting ooul4 be qu1te ooaplea 

ae P1gure '•' reveala. A pro4uetloa aaaager in a 

foreign auba141ary wou14 have to report to the 

ob1ef executive of t he national .uba141ary, who SA 

tum vou.lct report to tbe •nagar ill obara• ot the 

eub-profluot poup at the lleacl offioe and eo on up 

the hienrohf• 1'tle ed.ateace of oeYeral level• ot 

aanagaeat euoatlf'ea between local opera tore and the 

top maaas•••t of the U E ie likely to lead to gnater 

oentral1eation in 4eo1eion aak1Q&. 

The problema taoed uder auoh a eet llP are 

t he d1ttioult1e& 1D oo•aunicatien bet•eea tbe forel,a 

sube141art and the parent oompaD;J. fbu.a, then are 

likely to be etanctard polloiea aa4 prooedurea 
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( Source : Brooke and Remmers, 1 g 7 0 ) 

--



tonalatecl '1t7 the par•t -.,anr wllloll tne aua1cllar1ea 

woul4 ba ve to follow. 

ADot!aer 41tf10llltf la tbat lt tbere mat 

opera,1oaa 1a a part1oul.ar foreign ooat17, wllldl 

bave to to w1 th wo or aore prod1aot sro•P• then 

woul4 be a waate of r•aow-oee inYOl•ecl 4ue w -he 

aeoeeaitt of aettiD& up more then oae orcan1eatloa 

1D t;ae tore1p oout~. 

Orgapisatij9 '''!4 oa e1xtpre o' seog£npb\otl 

!£!1 ,!!l4 I£9QO) &Eo.IU. 

we ba ve aMP that organiza tiona 'Daee4 oa 

eitber aeograpbioal area or prod•ot gro~p• eaeh -. •• 

problema aaique to theaaelvea. fhe effort to overooae 

tbeae 41ff1oult1ea baa led to the evol~t1oa ot a 

atru.ctUJI'e whioh OOBbiaea tbe two. 

ben -

(a) nere the ge08l'nPh1oal N'Baaieatt.oa 

hae pr1or1• 

(b) where the procluot aroap orpllieatloa 

bae pneri tr 

(a) Under euoh an organieation the al&be141ai'J' 
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( Source: Brooke and Remmers,t970 ) 



w1 tb tile pro4\lot •roa.p aaaagera. All report1q ie 

4oae to the 1Dhraat1enal 41Yie1oa aaaacer, whl~ 

the p~Odaot croup d1Y1e1one are hel4 reapoae1b.le 

tor the teobn1oal aepeote of tore1ga operat1oae. !be 

interaaUonal 41Y1•1oa woucl oonetaatl7 pro4 the 

p~o4uot group .. aase•eat DOt to aegleot forelsa 

eube141ar1ea. 

(at) UDder nob u orgqieatioaal patten 

oaoe the 1ateraat1oaal 41Yie1oa baa aet ttp tile 

torei.p eu.ba141&JT the procluot aro11p aaaaseaent takea 

oYe~ etteot1Ye ooati'Ol. Here, tbe •rketiq aaaaaer 

ia tne tonip oouatrt nporte tbe oblet eunt1Ye ot 

tne uuonal eu~taidiart oa aattera n garcl111c peraoaael, 

ba~ to the proclaot 61'0\lP aaoager at llea4quartera oa 

-ttera ooaoenUD& the baa411D& of pro4•ota. 

!hie polnta to the faot tbat tbe dearee ot 

oeotralleatioa ot 4eo1a1oD aak1D& within ~· !HB 

Yar1ea fro• tuaotioa to tuaot1on. Por iaetaaoe, •• far 

ae peraoDD.el were oonoeraetl auba141ariea were aatODoaou 

to a oOAaidenble degree. Thie f\lllction too "ta alowll 

oentral1ee4 aa 1D41catecl bf the laoreaetas uee vorl4• 

wite of aptitude teate and att1tu41nal eurYeye vbioh 

are augseated by headquarters. Produetlon and a a D 
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have trad1t1ouallt b .. a looked upon ae tuaotioaa, 

whioll aeed to . be hi~ oeatraU••• Jllanetlal lag 

ooae14ere4 to be uaa .. aa,le to oeatra11ee4 ooatrol 

1e l.Donaeia&lT 1teoold.q aon oeatn.l1ae4. tllie oan 

be eaplaiaed '1a tne light of the taot that oae ot 

the •3or a4Yaatqee poeeeaee4 b1 THBa onr looal 

firma ia 'be1r a4Yaaoe4 aarketing t•ohD1quee. It 

1e \be •~ploitatioa ot tbeae a4vaaoe4 te~quee, 

whioh enable foreign aube141aries of tRia to ooapete 

with 4oaee,io t1naa. fbu, aa.rketiac espertiae le 

traDaterred froa tbe pareat ooapaDt to t~• euba141ar1ee 

aD4 .. , tberefon, lte oeatrall.t ooatrollet. 

!be oraaaiaatioaal etruoture ot the U6 

vbare the product aroup organisation baa prioritl ie 

ehown tD Piggre ,.;. 

fheH, tbea, ••rt broa41.f an the orgaa1aa

t101l&l etnotvea tbat THEa bave MeA known to atopt. 

We 4o aot aean to •uaa••t tbat wbeD a flra tlrat 

inveate altroacl 1 t baa an orauaiaa tioa '*•" oa 

oen tral tuaotiona aD4 that a a 1 t grows larcer 1 t 

ehifta to an or&anisatlon baae4 OD geosrapll1oal area 

and eo on down tne line. What we want to point out 

1a that the tour atructvea we haV'e vert roUShlt 

outl1De4 above •••• to be oorrelate4 with alae. !be 
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aaalleat ~~~• uaually are organiae4 aooord1Dg to 

oentral aervloea. Larser t8&a are ..uallt organ1 .. 4 

aooordiDa to aeo&rapbioal area or product groupe. tbe 

larceet !De eab11tlt b~hly ooaplea ora&DieaUonal 

pa tterae wh10b OOQriee of a miature ot geo~phS.oa1 

u• aa4 pJI04uot IJ'OUP•• 

thu the po1at •• are maklDc ia that aa flEa 

grow larser 1a else aa4 apread t~elr or~1aational 

etrv.ot•r·ea •D4eztgo a ohaaae and beeou laoreaala817 

ooaplea. 

soae of the larpat flfl'le baYe alao d.enlope4 

rec1onal oeatrea whoae objeotive ia to ooordiaate 

t he aot1vit1ea ot ~ba141ar1ee 1a a groap of oouatriea. 

!he regional oeatre 1a a unit ot the head ottioe wbloh 

1e phye1oally oloeer to the toreiSQ operation• ot 

the enterprl••• It 1a rua by exeo~tiveo troa the 

parent ooapaJlt who bave a ,oocl uovle4ae ot tbe 

tore1ca aot1v1t1ea of tbe eaterpr1ae. !be1 are 1D 

oloae eoataot vlth tbe eubeidlar1ee and oaa take over 

41reot control ot aubel41ar1ea 1t and wben Deoeae&r1• 

fbeee developaeata .. I've to emphaaiae tbe 

1aoreae1ng ooaplesitJ ot organisational p~tterna ot 

T Ja. We believe t aa t 1aoreaalftg ooapleX1t/ ot 

organisational pa'terne are aooo.paDie4 by a areater 
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oeritralleation of ooatrol within the !liE u4 the 

orsaaleatlonal obaacea fao111tate tnia prooeaa. Ve 

olt .. rve that orgaa1aat1oaal obaaa•• br1Dg altO\lt aa 

1aoreaM lD -· auHr of atagea •••••· local 
OJentiona ancl tbe top maaaaeeeat ot the eatsrpl'iae. 

thia cleYelopaeat b7 lteelt ia likelt to ~eacl to 

oentraliaat1oa ot deo1a1on makins. ot oouree the 

iaoreaeiG6 iaportanoe of foreiSD operation• tor the 

•1•t•m as a whole, lea4a to the 4evelopaeat of a 

alobal J)erageotive by Jareat ooapany aanaa .. ent, 1dl1oh 

a44a to tbe pree&Ar& tor oeatral1aation. lurtber, 

taotore auon •• teohaolosioal ohaqe, l"at• ot 

teobDlcal presreaa aa4 the developcent ot &lobal 

teobJ11quea aDd atl"ategiee regartlq aoageaent, 

tiDaaoe and aarketiAI are also t.,ortaDt to tbe prooeaa 

of oeatral1e1Da 4 .. 1a1oa aakiDc• 

'lllere ••••• to lae a little eviclenoe oa O\ll" 

belief taa• aa a !Ill J.ao:reaaea iD e1s• aac:l aprea4 u.4 

adopta an tao:r.aelaclt ooaplez oraanlaational atruoture 

the l.vel ot oeotraliaatioa w1~1D tne e1etea iaoreaaee. 

arooke an4 Reaaera to~a4 •~on _ a pattern of 1Doreaalal1t 

ooaplex orsaaiaatloaal pattern. tor larser liB•• 

lurtber, tor a aample of 115 ton1&a OWDed or oon,roUe4 

euba1cl1ar1ea baeecl 1D the UK, they toUQ4 60J' ebOWlltB 

a tendenot of taoreaaing oentral1aat1on d uring t~ 
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perioel 1959 - 67. !bet alao fo11D4 thia proportion 

to " are·-· for larser f1raa.
2 

the Un1tecl BaU.ou ·atudt ea !lila NMfta 

that the ~or88ft1eatlon ot a !NS ie •aoooapaale4 '' 

oou14enble obangee J.a the att1tu4ea of top ~~aa-

aente 1 aaaupt1ou that buaiaeae abroa4 1e tan4a• 

mentally d1tfanat troa lAlalMae at lloM baYe Mea 

replaced by a slobal perapeot1ve an4 reoogn1t1oa ot 

· the aee4 to iatograte oloeelt related 4o•set1o an4 

torelgD ~ita•. ' 

thu, aa fl Ea grow larger 1D elsa aa4 apna4 

•tbe teacleDOJ• if we aa1 seaerallee a ... wbat free~, 

i• for f i Ca to knot the atruoture of oraaa1eat1oaal 

power into tlghter h1erarch1ea wit~ the aoat 1_,ortaDt 

deoislone taken at the oentre and the more roati.De Ollee 

left to t he suba1diariea•.4 

»u w t ne oUgopoliatio nature of ttlla 

an4 tne poaa1b111t1 of optlm1ains returns to tbe 

a1awm aa a whole 1 t aeema "1nev1 table tba t auoh 

atr11otural ohangea ehoul.4 ooollr, an4 t nat thet aho11lcl 

be aoooapan1e4 bt oorreapondtDa obaa8ea ia corporate 

philoaopny, att1tu4ea of executives, sroup lotaltlt 

an4 so on, wh iob are petoholOg1aall1 naoeaa~r1 to• their 

implemeatation"•' 
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t.a Qwa•r•b1R 

Aa •• baYe aea t1ae4 pz-eY101la11e aa eami• 

aat1on of the pattera of owao•abip of forelsa att111atea 
ot Ula oou141 st•• u a ctlue to tne que a tioa of the 

loou at deoielon aula& w1th11l the !II e7etea. We 

realise tnat the pattera ot cnmereh1p per ••• woult 

aot t.e ot aucll 11ltereet to u, but eould lM aa 

1aportant variable aa tar •• control v1tllill tie tD 

atatea ie ooaoei'U4. tbe pattera ot ovaere!Up oouU 

help ue 1n dee141DS aa to vbere 1a the •tetem tbe 

reallJ ~oial deo1a1one are takea. 

fbree separate ttpea ot ownerabip pattera 

are generallt cl1atill&lliahe4 - the whollt owe4 

aff1Uate J tlle aaJori ty ovne4 affil1a ts and tho 

minority owned a~t111ate. Tb~re 1a no har4 BD4 faat 

rule aa to what peroentaso of a ttra•e eq~itJ abould 

be owae4 bt the pareAt oo•,ant ·for it to be olaea1f1e4 

aa whollr owae4, majority ovne4 or a1nor1t1 oawae4. 

The uaual ooe•eation 1a that if 951'£ or aore of tM 

equit1 1e owae4 bJ the pareat ooap&aJ t ne att111ate 

1e olaae1fie4 •• whoUt ovaecll 5~ or aore aakea it 

ajor1t1 ovae4J 5-49~ aa a1norit1 owae41 oftea ter.e4 

a jo1nt vea'ture. Table ).t 8bowe the pattei'Oot 

ovnerah1p ot '91 fRBe. 
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!ABLI 3.1 a Poreiga aaDufao\ur1Dg au-a141ar1ea ot ''' !KBa olaea1t1e4 bt 

owaerabip pat\erD. 

CouVy aft4 oner
ahip pat\em 

180 US-baaed 1 '' UJ: aa4 
eaterpriaee .. rope-baaed 

eatarpr1 .. • 
l o. of " io. ot j " 
aube141ar1ea &!.lba141ar1ea 

6t Japaa--uecl All 391 eater-
eaterpr1 .. a pri .. a 1n 

sample 

' J o. ot " 
aut»ai4iar1ea 

JJo. of l 
••'•141ar1ea 

------------.---------------------------------•• 2. ,. •• 5. 6 • a. g • 

--------------------------~---- - -------------
1a A.LL OOUiif.ai&S 

~o'-1 ~41ar1ea 5727 too.o 4661 too.o 562 too.o 9601 100.0 

Vholl.7 oae4 :5730 65.t 2278 48·9 ,. 6.0 4907 ' ,, .. 
AaJoritt cnrae4 1223 2t.4 1320 28., 74 1).2 2171 22.7 

iU.aori\1 0111le4 72, 12.6 712 ,,., 4,1 76.7 15l7 16.0 

u~o• St o.g ,,, 7.5 2' .. , 980 10.2 · 

IB IIIIMJSDULISID OOUI!&UI 

total. nH14lar1ea 360, too.o :5201 too.o 46 too.o 6060 too.o 

Vllol.ls owu4 26t2 72.5 1788 55·7 ' ,,.o ")4 60.0 
-...1 --·--



------------------------------------------·-'· 2. ,. •• ,. '· '· a. t. 
-------------------------~------~-----------
Ra~orS.ty oaK '" .• 8.2 802 2, .. 0 • 0 ,, •• 1260 20.8 

JUaorlv -·• 
]02 ..... 404 12.6 JO 0 ,,.2 626 to., 

u-.wa · o.t o "' '·' 2 .. , 540 •. , 
IJI JlBffiGIDG CO~DID 

-
total aHltiarl•• 2tZ4 too.o 1454 too.o ,,, too.o JS4t too.o 

non,--. 1118 52.6 490 ,,., 21 , •• 0 127, ,,.o 
lla3eltr oae4 0566 26.6 , .. ,;.6 . " 12-.8 9t7 25.9 

•taorl'ty .... 421 19.8 :508 2t.2 -4ot 11·1 91f 0 25 .• 1 

u.-- '' oo.t ,,. t.s 2t 0 •• , 440 t2.4, 

-.... -.... -. ----. --... -. --.. -.... -·-· . -.. -... -... -
(SO... I .,~. 1971) 



the data, •• 1a41oatecl ill the table, ia 

tbat ot the RarY&rA Kult1aat1onal Jatorprlae Pro~eet 

aa4 repreeeate eo.. ot tbe larceet !lie ia tne world. 

We h&Ye elaborated upon thia ... ple ot eaterpr1eea 

elaewhere. Tile 4at• for US-b&ae4 eaterpriae.a an 

prortaioaal aa of 1975, other• are tiDal ae of 1970. 

!b8 pattern of ownerabip eaerstDc t.oa a peruaal ot 

!al»le 3.1 1• qW. te clear. lor all 391 eaterpriaea 1a 

the sam»l• 51·1~ ot the toreiCD affiliates ve~e vh011t 

owae4 and 22.7~ .. re aajoritt owae4. !beretore, 7,.~ 

72 

of tbe auba141ariee of the 391 eaterprlaea were 4ef181talr 

f~~ con trolled bJ the parent ooapalii.ea. 

fbe ditfereaoea amongst !Brle based in 

different countri~e ae8me to be eztremelt 1atereattac. 

Por the 180 US..ltaeecl !~Be, we fiad tbat 86.,,i ot the 

atf111atea were whollt or aajor1tt-ovne4J for U~ aa4 

lurope-baee4 'ElBa the oorreapon41Da figure vaa 11·~• 

vbile tor Japaa-baaed !Nia 1t was a m.re 19.2~. 

the diattaotion between 4evelope4 and 

developing countries eeema to be laportant to the it»• 

of ownership of the foreign atfU1ate. !hu1· 1a the 

1n4~atriallee4 oountrles 6~~ ot tbe toreica atfil1atea 

were wholl.J•ovnecl and 20 •• were majorltt owned, together 

aocount1na tor eo.a~ ot t ne aftiliatea. Ia the 



4eve~opiag oouulea oalt "" ot tbe au'a141arlea weN 

wholl1-ovae4, a fvttler 25eW. beiD& ~~aJor1tt-one4, 

tosetbe• aoeouatlac tor 6t.~. 

!Ae atroq pretereaoe ahon 'bt tile eaaple 

. ·ae a ~o~e tor majoritt and· whollt one4 tore1p 

alf111atee oan be eaallt underatoo4 in the li&ht of 

our earlier ar,uaent qoaoeraiag the ownership speo1f1o 

advantagee poeaeaee4 bJ fl!e. A TBX poaaeeatng .. 

advantage, ,.,, 1D technologJ would want to reap tbe 

monopoly rente obtained ·trom exploiting thia 

advanta«e tor 1taelt and would be unw1111a& ~o abare 

theee protlta with local shareholders. fhe eziatenoe 
• 

of a large nuaber ot looal ebareholdera, even it 

widelt dispersed, oo~d lead to tne lose of tbe 

ownereh1p-apec1f1o adYantages ~oaseeaed bf a fiB 

through the eeepage of knowledge. fo proteot a,ainat 

the lose ot euch adv&Dtaaea TNEa mat be pretering 

aajori~ ant whollt owned auoaidiariea. Pur,her, 

local eharehol4era mat prevent the tiE troa puraUial 

the financial polloiee e.g., profit remittanoe, it 

desires. Local abarehol4era uauallt force the 

eube141art to 41aoloee information whioh it would not 

have done it t he affiliate bad lMen wholly omed. 
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We have aeea tnat Japsa-baae4 THBa· preterre4 

miaorltJ ovae4 toreisn att111atee. tbla pattena ot 

bebav1our oa11 lte espla1ne4 -1 o-.enlns that the 

Japaaeae eooDomt ia vbollt reliaat oa 1aporte4 raw 

materials. Foreign att111atee ot Japaaeee TRBa •••• 

to be baee4 mainlt in extractive aDd priaart 

1A4ustr1ea, where teobnologr of a aot vert a4vanoe4 

na~e ia requir.d, whereae produota ._qu1rias bilblr 

a4vanoed teOhololost are produoed ill Japaa iteelt. 

~hu.a, cheap· reaouroea ot raw aateriale -.ing vital 

to support the strong Japaaeae exportiDI oapaoitJ 

of manufactured goode, tbe neoeeeitt of not betna 

tle4 to a apeolfio source ot aupply and at tbe aame 

time gain11la local aooeptanoe aeeaa to have de'termine4 

the ovaerabip polioiea of JapaA-baae4 fNBa via-a-vie 

toreign att111atea. 

the 4ifferenoe ia owaerehip patterna '-tw•ea 

develope4 and 4eve~op1ag oountriea oan be esplalae4 

in terms of preaaaree on TRBa '' hoat sovernment•• 

Developed oountriea ueually being bota hoet aa well 

aa hoae oouatriee are unlikely to preaa fNEe to 

ua4ertake ~oillt ventures. L.UOe are host oountriee 

onlJ'• Thua, they are likely to ooullteraot T1IB 

activity 01 preeaing them to aooept looal shareholder. 

vi tbia t ile ranka of ' he ownare ot foreign lltf111a tea. 
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Tile are aore villlD& to abare owaerebip of au'

a14lar1ea wh1oh ue -11 aD4 aot eri tioal to the 

eaterprlee atatea aa a Whole u thet uauall.r an 

in LDOa. Aaotller reaaoa tor thla w1111rlp.eaa to 

abare owaerabip ot au~a1d1ar1ea looate4 ia LDOa aaT 

be that the a4vaataaea poaaeaae4 DJ tiBa mat ~· 

be1Dg eroded. Take tbe eaample of a teobnoles1oal 

adY<&Dtage 4ue to wnloh a fiB inYeeta iD a part1~ 

LDO. Aa t!lia teobnologt Beta 41ttueed t prot1 ta ot 

the foreign affiliate ooul4 4eorea••• the Ill .., 

want to re4uoe ita equity holding of thla toreisD 

eubaidlart and use tbe tWlde to t1naaoe ll a D eapeati

turea. The faot tb.a t moat 'rBB J.aveatMata iA LI>Ca 

are 1a relat1velr low teobnolQII 1a4uatriea ooall 

explaiD the 41tfereaoe in tne pattera of ovaerabip 

of aft111atea baae4 ia 4evelope4 oouatr1ea aa4 thoae 

baae4 la developtac oountriea. tNBa aleo aotlvelt 

eearob tor 3o1Dt venture partaera where kaowle4&8 of 

looal praot1oee an4 ooa41t1ona 1e oritloal to the 

nooeaa of tonip operation•• Suoh knowle4ae la 

likely to be neoeeaary in LDCe where oon41 t1oaa are 

quite different froa t hoee o-taining ia developed 

oowa triee when most Ule are baaecl. 

Purther data oa ownership pattern& 1e 

preeen1Je4 1n Tabl.e ,.2. l.t ahowa the 41ebi.but1oa 
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of ownership pattena ot toreip att1Uatea, ot '9t 

ua., 1D LJ)Ca by periocl ot eatablS..hlleat. the DWI,er 

ot vhollt-aa4 aajor1t1 owae4 toretaa att111atea 

4eo11Dea, the later the ped04 S.a vhioh tbel wen 

eatabliabe4. au, •• .t1D4 that S.a the perlo4 

before 195t, 70.~ ot the att111atea ot the t80 us

H.ae4 tRia wen either vhollt or aa.joritT OWDe4 the 

oorreapOD.cliDC tipre tor b perio4 t 966-10 be1q 64"• 

lor UK &ad Burope-baae4 !Ria the tiprea were 54·51' 

an4 55·'~ reapeot1Yelt• For the rema1D1QS 16 !I•• 
1a the sample ( M11ll1 Japaaeae) tbe oo.rreapOD41DC 

fiprea wen ,;.61t and t4.~ reepect1velt• 

fhe reaeon tor tne emergeaoe ot av.oh a 

pattern obY1oualy 11 the inoreaetaa avareaeaa ot hoat 

government• of their power via-a-vie !II•• Roat 

4eYelop1ng nations obY1ouely want to abare in tbe 

prosperity ot toreip attil1atee ot !riBa. Haoe, u.., 
preaa tiBa to aeoept jo1Dt venturea. Th1a ia eapeoi&llJ 

true 1n tae oaae ot extraotive aDd priu.r, 1D4uatrJ8 •• 

Aa the relatlonahip between Tl~a aD4 boat 

goverDUnta obaagee, new torma ot ownership are oolliaa 

into exiatenoe. Thu, ve tiad •taCle-out' arra.DCeaeata 

1a which the ~B graduallJ reducea ita equity hol4iaga 

in the toreip aft ilia te, a a the euba1d1art beooMa 

inoreaeingly eelt reliant, tinallt reliqui.aiag all 1ta 

ita equitJ holdinga to looala. 
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tABLB Je2 a D1atr1but1oa of owae•ah1p pat,erDe ot 

t ,276 -utaotvi.DC attiliatea of 391 Bla 

eata~1ebe4 1D LJ)Oa, bt penOCl ot eatabliebllent, 

t951•197t. 

77 

-----~-~-~-~-----~-~-~--~--~~ aoae OOWlVJ 6 Nua'Mr eatabllelle4 •• peneataae ot total 

tt»• of OVDerabip Before 1951 1951-60 t96t-65 1966-70 1971•75 

---~~~~-----~--~--~--~-~-------
Att111a1et ot 180 us-••••4 ooraottt1!Qt 

total too.o too.o too.o 1oo.o too.o 

WhoU, on.e4 58·4 44·5 ,7.4 46.2 4J·1 

Ma3orit1 one4 t2.2 21.4 t9.2 17.8 t7., 

Oo-cnme4(a) '·' 7.9 11·4 11 .a 10.4 

M1noritt owned. 11.2 te.a 21.7 21., 28.1 

U'akDOVD 12.6 7.4 to., ,., 0.4 

Aff111ate, of 1 ,, U& MS1 aurue=b••d 22£20£!!&9• 

total too.o 1oo.o too.o too.o -
Wholly owned ,9.1 ''·' 20.9 . 18.9 -
Kajoritt ownecl 15.4 20.1 15.6 16.4 -
oo-owne4 ,., 6.6 

1 '·' 
6.6 -

MiDOri ty O'Wiled g.e 27.9 ,, .. 42.t -
Unknown ,o., ,,.g 16.6 16.0 -



---~~-~-~----~~--~-~------~~-~ Bou oouatrt II B\lllMr eatablialle4 aa peroea-.se of total 
ttpe ot 
ovaeraiUp Before t95t t95t-60 t96t-6' 1966-70 1971•75 

----·--------------------------
Affiliate• of 76-~Sb!r . Dlt 

Total 1oo.o too.o too.o too.o -
Vhollt 01flle4 27.4 16.7 10.7 6.t -
.Majoritt ovaK 1.2 26.2 12.6 8.2 -. 
Oo-one4 12., 7.t '·' 7.s -
K1Dor1v OVDecl 16.4 42·9 66.7 74.2 -
UD.lcnowa ,,.6 7.1 ,.a ,., -
·········= ......... •••••••••••• 
(a) A 50•50 distribution of equity ia termed at 

oo-onecl 

(8ouroe • Ul, t978. table III•25). 

Alao existent are management oontraota, 1D 

which She TK£ e1J..PpUea only maaa.ser1al a~Ula ia 

return for a •peoit1e4 payment. !hie 1• an eaaaple 

of b.ov t he traditional dirooS illveatment 'gaokap' 

ot reeouroet oan be '4e-paQkase4'. t NEa are alao 

involved in the eatabl1ahment of tumket proJeota 1a 

aoo1a11aS oountriea and LDOe. 



ID ooaol11a1oa, •• vCM&l4 like to etreee the 

aarke4 pntenaoe ot MBa tor wnollt u4 •joritr

owae4 tore1aa atf111at••• We realiae tbat 1a aode .. 

clay oorporatio~aa amor1tt OWDerahip ooul4 M ooapatJ.l»le 

with ooatrol aD4 llarlf a tina ia ooatro1le4 b7 groupe 

hol41Dg a 8Dall peroeatase of \be ttr.a•a total aqui'.f• 

!hia 1a tn.e, but tor 01r purposea the taot .aat tliBa 

aeurallt on a -~ori.tt ahara ot tbeir nba141ariea 

au.at be atrenecl. Jlajority ownerehlp iapliea control 

ot auba1cl1ar1ee an4 the pa ttem of ovaerehip pretene4 

_, tiBa lea4e ue to i.ater tba t tnet prefer to aa1nta1a 

t1gnt ooatrol over ~eir tore1sn aft111at••• 

'•' ooatro~ 

ln thie aao-.1oD we ezaaiae tale aeua thJI'OU&b. 

vhiob. the aot1 vi tie a ot the !NJ.S at a tea are ooord1nate4 
and convoUed _,, the parent ooapany. Broa4lt, one 

oan 41et1nsuish between ta&-mal methocta of oontrol, 

wh1oh are maialt f1naao1al in nature and 1aol~de plana, 

toreoaata, report• aftd budgets and intormatt•• aetko4a 

auoh aa peraoaal ooataota aa4 ooaaultationa batvaaa 

ezaout1vea at .41fterellt levela 1D ~· f NJ aratea. Bot 

auoh information 1e avaUable about the natW"e an4 

tapo:rtanoe of Wol'lld aetb.ode aa a aaana ot coatnU1q 

operation a of to :reign attU1a tea and here we aball 

oonoentrate on tlbe for•l obanaele. 



the eYaluation of eab8141a~t perforaanoe i8 

aa integral part of the oontroUiag aot1Yit1ea ot 

hea4quart•~•• Depea41ag upoa tbe •at auba141ariea are 

gertoralag, the top anageMnt of the !BE oaD tau 

etepe toward• oonttauiaa oertain pol1o1ee, 41eooatin.tag 

othera an4 1D.tro4uo1q now ones. !hue auoh e'laluatloa 

aer~•• two purpoaea, first it detera1nea the tutu~ 

allocation ot reaovoea .within the ,yotem, . and aeooacl 

it taoiliaatee tba oo-or41nat1on and aohedultag ot a 

sroup ot tnterdepeadent aotivitiee. !he eaaeotlal 

aature ot ttla oontrol prooeea, thentore• haa to 4o 

with the evaluation ot whether planned targete ~. 

beiaB aobieYed an4 1t not, to reaohe4ule aot1Yit1ea 

•• that 8\lOh urcete ue tu.lfille4. 

Baeioallf, there are two ways of meaaartDc the 

performance of a auba141ary ---

( t ) rate of z-etva 

(2) auba141art'e performance relative to 

ita budget. 

When oal~at1ng the £!)e ot r••YlB toz- a 

particular auba1d1art vitbia t ne ~E &Tatem the tirat 

question taoed is, return on what? Many :Ni8 oalo\&la te 

t he r eturn on salea, but primarUy coaputationa ot 

return on J.aveetment are employed. Ant oalo\&laU.on 
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ot return OD iDYeatment relate• lltooM to u 1D.Yeataeat 

~.... Usually net 1noo .. before \axea ie emploted 

1a auoh oal.caalat1oaa, bat the ue ot net 1nooae :attar 

tazee ancl aroaa opentiraa laoome 1a not tmkaowa. 

:ru iDYeetaeat ... 1a aaully total aeaeta after 
4epree1at1on~ ~ut alteraat1Yelt 'otal aaaete ., ... 

before 4epreo1at1on or the e~q1tJ ot the eu.\a141ar,t 

are ••••• 

A tra4it1ooal aeau of e•aluatinc tu pe:r

tol'llaDoe ot a auai41ary and exaerc1e1og control oYer 

1te operations baa been thg jpdget. A 81lbs141ar.r 

which tult1la buclgetary targets is thoqht ot ae 

JaaYiD& perfonaecl well. !he annual bWlget ot a au.lt

a1d1ar,r bas two main oomponenta --- tbe operat1DC 

budget, whioh oon taS.na the 1noome etatemeGt, bal.anoe 

eheet and oash flow pro~eotiona, and tbe capital 

budget vhioh ~ista 1Dd1Y14ual proJacta to be UD.clel"taker& 

in ibe ooa1Dg t1Dano1al fear and their prot1tab111tt• 

fhe operattnc budaet ot a eubaid1ar.y 1a 

uauallt drawn up by the top moat manageasnt ot the 

sube1<1iart, keepin& vi thin tba tram•work and ouideliaea 

forwarded by the .PBrGnt oompant• Partlo1pat1on 1n thla 

prooese by m&Dagore at varioua level& in the hea4 

office baa a l s o been known. Thze trend, hare, •••aa 

to be towards oloser huad otfiae part1oipat1oa.6 

81 



Oau ltwtseta •••• to be of apeo1al iaporknce at the 

bisheat maaagement leYele, cnrtac to the iaportanoe 

ot t1Daoo1al tlove vi thin the etat ... 

usuallt mad• botveen .. jor investment pro3eots, like 

expaneion ot an exietia& aubeidiart, entering a new 

market or launching a new prod~ot, and ro~tine 

req~ate f~r capital lunda. fta3or proJeota entail a 

detailed 1nveat1sat1oa prior to a dec1a1on bJ the 

parent oompao.s. Aa tar ae the capital bud&et 18 

concerned •ery tl&ht ooatrol ia exarcleed b1 tbe 

parent ooap&nf• fb.le ia 4one bt 11a1 t1DC the uout 

ot oapital expeD4it~e that aube141ar,y aaaageaent 

oan aake vitbout referenoe to bl&her aut4or1t1• 

fhua, oontrol over the operat1oee ot 

foreign aft111atee 1e exerc1•e4 mainlt thro~ the 

formulation and soratifty of their budgets. Control 

further requires the tee4baok ot information oa a 

regular baeia to tn.e head office. 8uba1d1ar1e a &h, 

therefore, required to report to bea4quartere at the 

aame time, vi th atandar4 intorma tion, in aoM 

preeoribed format. Suah reports makes it poasi•l• 

tor the top management ot the TNB to ooapare the 

9otual performance of an att111ate with ita planned 
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perforaaaoe ae ret.leote4 in the bulcet, aD4 take 

oor~otive aotton wblnever neoe .. art• 

At thia peillt it .0\114 be appropriate ~o 

mention, tbat tB~a ooul4 uae prioea on 1ot,.•eaterpr1ae 

tranaaot1ona aa a .. ana for traneferriag tunde witb1a the 

atstem. In th1e vay protiia could be allocated w1tbin 

t he etatem eo as to min1m1ae the globLl tax 11ab111tt 

of tle enterpriee. More ot thie later, the imporlaaoe 

here being that the reoord•d profitability ot a 

p3rtlcular eube141ary could undermine or enhance the 

actual pertormanoe ot the subsidiary. fhe ~ater 

t he uee ot such wean a to reallocate pro:fi ta aaoaaat 

the nr1oua uni ta of the fBI etstem, the le •• retreaen

tati~e would be compuW.t1one like the rate ot l'eturn 

vith regard to tbe aotual performance ot a aube141ary. 

Therefore, fliEs bave been kDovn w a4juat Uleir 

financial aooo~t• eo aa to &•' a clearer ploture ot 

the aotual pertoraanoe of affiliatea. However, 

aerioua 41tticult1ee caa ie eneo~tere4 in aeaaurias an4 

aaaiCDiDC t he bunefita ot iDtra-ooapanJ iranaaot1one 

amongst various units. further abatruotiona to the 

proper meaaureaent of aotual auba1d1arr performanoe 

oould be differences 1n r~ee, regulations aD4 

aooount1Dg prinoiplea. 
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I' baa beea oNene4 1 tl:aat Mall\lrea ot 

eY&lutiac allbaid1ar.r pertormanoe are J.ato--.1 ill 

tll.la whi.oh are amaU 1D. aiae. Wben iitle.r •ke nte 

ot retum ealoul&t1ona theJ cl·o not take into aoooat 

the ooata ud benetite to other UDita 1Jt. ae •1•••• 
Aa 'llfEe illareaee· 1n alae, parent ooapaa1ee UTe ltoea 

notioe4 to keep ~ iDoreaaiA817 oloaer watOb oa 

auoaidiary aoti~itiea. At first ba4&eter1 pollolee 

are relat1Yelt relaze4 bat ae tne alae ot TBEa 

lur .. sea at1U further the budget beooaea u 

estremely 1aport&Dt method ot controllind the tlaaooial 

activities of att111aiea. Methode ot evaluation beooae 

torul and rigi_d. Aa !BRa grow lar0er in .o1ae tbet are 

likely to Ju4~e tho performance ot subaidiariee vl 'h a 

&lObal perspective taking intu aooount "the 1noo .. 

and aaaeta of t ne entire ~/Stem on an integrated 

baale rather than on ' ne basis of only the ouba141ary'a 
8 reoorda aa an ladepende~t entity~. 

Bence, thel'e seems io be qUite a lot ot 

evidence to eupport t ne hypothea1e that ae fila 

1ncroaee L~ aize and spread thero ia 1noreaatnc 

oentral1eat1on ot control accompanied by the •ub-
. tte 

ord1na t1on of "the intereata otAeUbe1d1ary to t ho .. 

of the corporation aa a whole ".9 It baa also been 
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to~ that aoae ot the lai'S••' !BBe 1D the vor14 

toclaJ, t1a4 that the aya tem oan be • oYel'1181la&e4' u4 

to tea4 to looaea ooatl'ol alightlt• We iater,pre' 

thia ae a relat1Yalt reoeat etas• 1a the •utena

tioaal.ieatioa• ot the til in wh10h the top maaacera 

of the aube141aries ot THBe are theaeelvea 4evelOfiD8 

a global perapeotiva. therefore aube141art aaaage• 

ment 1teelt la gearing aube1d1&rt opera,ioaa tovarta 

the optimisation ot the objeet1Ye tuaotlon of tbe 

en,er»riee •• a whole. Tbey operate aube141ar.r 

aotiYltiee eo ae to aoh1eve 'ayatem o.ptla1eat10D. 1 

eve• lf ~ble eatalla aot aoh1ev1ag oertain objeotivea 

of the euba141ary 1teelt. Thus, the poea1b1litf of 

1oYenaaaag1ag• the ayatem makoe 1 t neoesaary au4 the 

4eYelopaeat ot a global perepeotive by subsidiary 

management makee 1 t laoreaeingly poss.ible, tor the 

pareat ooapany to loosen ooatrol. We repeat taat 

theee are relatively reoaat development& and thla 

stage iA the '1nternatiooaliaation' prooese ia Just 

beinc raaoud by a few ot tile largea11 !lila ia the 

world todaJ• 



GBQtB& If 

lDMOI 

lraU tioaalltt f1Daaoe hae lteen oae of the 

aoat oentnl1ee4 fwaot1ou in a tift, either national 

Ol' tranaatioaal. It hae &lao lMen po1ate4 ou.t that 

•in a global ooaten, tue free moveaent ot fade 1a 

~e bloo4et~eaa of the oorporation"•' We '-lieYe 

'U&at an e:a:a•1aat1oa of the t1Aano1al pol1o1ea ancl 

pnotioee ot Dlla, eapeo1allt the ohaaa•• ill tb.eae 

aa the fl.l 1noreaaee in eise aDd spread, will 'be 

eiSDifioant in ia41oatill& tua tread tD the evolution 

of the tiB ae aa 1natit~t1on. 

one taotor 41ettDg~eb1ng traaaaational 

troa 4 ... et1o buaiDeaa 1e the neoeae1tr ot operatillg 

1D clifferent ourNDoiea. therefore, eaobange r1ak 

1a oae of the 1aportant faotore atfeot1ac the f1nano1a1 

4eo1a1oaa of TIEa. Uneapeotecl obaQsea 1D e:a:obaDCe 

rates ooul4 lea4 to ezobange loaaea tor tne Dl 

ayetem. We would like to point out here, that the 

exietiDa l1tentv.re on exoban&e rate tlutuatione 1a 

our1oualy b1aae4. B1aae4 beoa~s• it ooaoentratee 

heavily on the poae1o1lltt ot the une:a:peote4 •baDe•• 
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1D eaob&Dae ratea 1ea41D& to eaobanse loa•••• Bow

ever, 1 t 1e 3ut aa poaelble that esolaaDC• rate 

obans•• oo\114 leat to eaohance aas.aa. tbua, •• 

aut bear 1a lliacl tnat uezpeote4 Obans•• 1D 

ezohaaa• ratea ooa14 lea4 to either ezobanse loaaea 

or eaob&Dce catoa. two tJpea of ezohaage loaeee 

or aa1Da oaa be 41atinau1ehe4 ---

(1) ooaveraion loesea or galae 

( 11) tranela tioa loeaea or galaa 

llaohense loa••• tbat nnlt ••• ovftaoiea 

b&Ye to be ao,uall.r ooaverte4 1Dto other ovnaoiea 

are tenae4 OOilYenioa .1•••••• Sup ~to••, the. ID41aa 

aua141&rJ ot an ua-aae4 Uli borrow 1100 troa tbe 

parent ooap.., aa4 eaobans•• 1 t for lit oo. 2 It, 

while the loaa 18 ••t8tan41oa, the In41aD rapee 18 

4eY&lue4 eo tbat wbea repqiDC the pr1no1pal tbe 

ID41an aub8141art baa to eoav.rt ~oo into ltoo,' 
then a oonYeraion loaa ot • tOO baa been eutfere4. 

zraa•l&SLon lote•• 4o not tDvolve the 

aotual esobaDge of ourreaoiee, b~t re~lt troa the 

reetatement ot ~· aubeicllar, 1 
• worth in tenaa ot tbe 

parent's o~renoJ, aoaaequent apon a devaluation. 

to elaborate, auppoae the Indian aubeidiart of tbe 

us-baaed H r.. holcle aa too in oaah. Tb••• holdlDge are 
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ahown 1D the parent ooapaat'• books ae a oaeh holdiDa 

ot 1100.4 OODaequ.ent u.pon tne 4eYaluatioa, althouch 

the aubaidlart atlll hol4a b 100 in oaah, the parent 

ooapant'• books will ahow asaiaat the au.ba141ar,'a 

aame a oaah hol41Dg of 150.' th~a a tranalation loaa 

of SSO haa beea au.tferecl. 

Another 1aportant oona14eratlon tor t1raa 

operat1nc ia a nuaber of ooutriee la that interest 

rates would usually 41tter amongst nat1one. Thie 

enablea the fiB to borrow wbere 1ntereet ratee are 

low aD4 eaplf tbeee tunde where the return on iaYeat• 

aeo.t 1a hisheet. Tb1a enables the !I.E to e1nill1H 

1DMreet PatMnta on borrowed oap1 tal. ot oourae, 

aometiaea a 4eo1a10D to borrow in local capital 

aarkete 1e aade, even it interest rate 1a hiab, due 

to the weakneee of the local ovrenor or due to other 

buaineas reaaoaa. 

Ditferen~• in tax ratee, tax atru.otu.ree a1ul 

taxation policies b•'-••n oountrlea 1a iaportant 1D 

1ntl~eno1ns the t1D&nc1al pol1o1ea of TRia. !hue, tbe 

4ealre to aiaimiae the global taa 11ab111t1 of the 

eratem perawadee fNE manasement to reallocate protita 

amoagat the •ar1oue units of the enterpriae aratea. 

suoh d1t ferencee bave a bearine on ·the atruoture ot 

oap1tal1aat1on oreated tor a foreign .ube141art and 

aleo determine the form and extent of remittance• 
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froa aube1d1ar1ee to the parent. 

the ver~ faot ot opeatlac 1D d1ffer•t 

ooUDtriea aaoqat vbioll lave, p:raoUoee, ooaYentiou • 

eaatoaa ud oodee differ, obvlouel.J illfluenoea the 

tillaaoial pol1o1ea of !JIJa. Thua, boat ooantr1 lawa 

reprdllla reaittaaoea intluenoe the repatriation of 

profits to the ha.e oouatry. 

fhu, ve find tnat eaoball&e nek, 11lter

oountrt dittereAoea 1a ~aatlon pol1o1ee an4 latereet 

ratea are iaportut ooaeicleatlona for the flnanolal. 

polioiee of UBa. BoweYer, oDe aut no~ loae a1gllt 

of tbe faot that a fiB like a oatioual eaterpr1 .. la 

baaioally a buataeaa tirm, wboae moat important 

objeotivea are prod~otioo, aDd the geaerat1oa ot 

profita, Bovever, beoauee the tNB operate• 1a a 

nwaber of oouauiee it .haa to take 1ato ooaa14en'i.cm 

tbe faotora aera.t10ae4 above, vhioh 4o not atfeot tne 

aoti~1t1ea of a national firm. Tbua, a ~~~ like ant 

fira attem,p•• to opt1&1ae eo• o83eoU.ve faouoo, 

but Dl virtae of be1zac truaDa t1oDal 1 t au exploit 

national ditferencee in interest ratea and taz ratea 

in the prooees. What we are emphasieing 1a tbat 

a~thoagh factors like exchan~e riak, difterenoee 1a 

tax and interest ratee are peculiar- to transnational 
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buaiaeaa u4 oertalnlJ' do affect BB policy, theJ' 

nee4 ao~ be the moa• tapor~~ eona1derat1ona 

goveraing the tNE tinanoial policy. !o illustrate, 

aaauae a us-oa .. d TN~ operating under oandi•loaa 

where the US dollar ia expected to depreciate. 

Altbou~b ~he fNB reco&Piees the risk involved in 

holding dollars it may be foroed ~o 4o eo since 1~ 

baa to make, say, wage payaents in ~hie cu.rrenoy 1a 

the near fv.tuz·e. Thus the conveni.enoe of holding 

dollars for affecting payments o~tweiens the poaaible 

exchange leas which could result i! the dollar doea 

depreciate. so, the TNE continues to hold dollars 

90 

even though an exchange loss is ex»eoted since there are 

other taotore whUsh muet be taken into account ietore 

arriving at the deo1a1on of whether to hold dollara. 

~h'lret\u-e, ~ ~oasa excha.o.ae riak, ditterenoea 

8JilOngst cou.ntries in tax and interest rates are feature• 

pecul.iar to transnational buainees and do affect DB 

financial policy, other factors which are common to 

both na~1onal and ~rananat1onal business are alao 

involved and only after a complex 4eo1a1on makiD& 
prooeaa involving all these factors is an optimal 

t1Dano1a~ policJ arrived at. 

It baa been found t .. at the financial pol1o1ea 

of t he TNE ara evolutionary in nature.6 Three 
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distinct phases have been distinguished, WLliOh 

oorreapond quite cloeel1 to the size or t~le enterprise • 

~hen the TM J 1a small in aiae and wheDa its foreign content 

ia low, there does not exiet any olooa re.3ulation 

and management of the financial operations ot t~e 

subsidiaries by hoadq~rters. lxecutivea 1n the 

parent oompaft1 have vert little knowledge and 

experience of trananational business. Therefore, 

foreign affiliates tend to operate independently and 

atteapt to improve t neir own performances even if it 

implies the non-achievement of objectives of tne 

syete~ as a whole. At t a la particular stage in the 

evolution or the financial function in ~NEe, vert 

little us• ia made ot intra-enterprise financial 

links, especially from the poi~t of minimising 

exchange losses or maximising profits of t he entire 

eyetem. 

Aa THaa 6TOW larger in size and as financial 

managers in t ne parent oompant acquire experience of 

international financial management, closer and tighter 

control over the financial activitie s of the sub

sidiaries ia exJrcised. It bas been recognised that 

usually a traumatic event, like a devaluation or the 

write of f of a capital project, preoede a t he ti~lltening 



up of · financial control'. In t.:li& phase ot the 

financial evolution ot r~lSs the importance of intra

company traneaotiona ~· realised and extensive use 

of these means are made to attain Qnterpriae objec

tives. The aost important obaracteris'iic of t nis 

l)hase, ie the 'system optimiea·tion' approach of 

executives at the head office. In other words, 

parent company aana~era develop what we have been callins 

a ~lobal perspective and attempt to optimise the 

objective function of the enterprise system as a 
. . 

whole. For example, financial operations within the 

syat~m are scheduled so aa to maximise the profits 
o! the entire e1atem or minimise the total tax 

liability. We bad pointed out that the development 

of a 5lobal perspective by t he top executives of tbe 

Tl:i~ is extremely i.mportant in the 'internatioualiaation' 

process. There clearly seems to be much evidence 

that tho centralisation of control and the develop

ment of such a global perspective by parent company 

managQr& is closely and positively correlated to 

the size of t ae TN~ , at l east as tar as thB financial 

function is concerned. 

The third phase in the evolution of t ne 

tinanoia l operations of TN~ a is where these enterprioee 

drow s o lar~e in siae t :1a t headquarters is fac ed with 

a dilemma. On t .1e one hand the importance of foreign 
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operations and the expertise with respect to inter

national financial mana5ement at head office 

encourages further centralisation and on the other 

the increaain& n~mber o£ aubsidiariee and the 

increasing amount of intra-enterprise transactions 

males it impossible tor headquarters to give ita 

decision on every trans.action. Thus, al. thoush the 

parent companr w1snss to keep tidht control over 

financial activities of the system it becomes nearlf 

impossible ~o do so. Tho dile~ ia usually met by 

looaenin6 financial control to a certain extent and 

allowins a little wore independence to local finance 

managers. Of course, headq:artera issue a ares.t 

deal ot 6Uidel1nas ~d rulea within whio~.L aubaidiart 

management baa to operate. FiAance executives in 

the par~nt company concentrate on chan6ing and 

renewing suct1 rul·es aa a means of con trollin& 

aubaidiarJ activities. "~ovever, make ao mistake 

about it -- even though these large enterprises 

seemingly are decentraliaed, t~o1r worldwide net work 

of units and intercompany links are in fact controlled 

indirectly bf their rule books or "bibles" from 

headquarters". 7 Thus, these gigantic l 'tm a · tbol.lgh 

slightly decentralieed activel] p~raao a policy of 

•system optimisation• through the ieeue of rules 

within wnioh aubsidiarf managers have eoae degree of 
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autonomt• This laet ~haae is relatively new to t Hus 

and only a handf~ of firms bave reached thia stage. 

As we hav• pointed out elsewhere, we believo that 

such developments indicate that a global perapeotive 

seems to be filtering down to the mana~era lower 

down in the TNZ hierarchy. Tnua, the top subsidiary 

management seem to be developing such a global 

attitude, onablin6 the paren~ company to loosen 

control to a •mall extent. ~he issue of rule books 

indicates tpat top management is not very a~ro if 

such a global attitude bas truly taken root amongst 

aubeidiary aanagere. It aiGnitiee caution on the 

part of top ·rNE management. ·.\e also emphasise the 

fact that the slihht decentralisation of financial 

control amon~st a few or' t li.a largeot l'.NE s does not 

mean that 'system optimisation' ie no lonear puraued. 

lt ia very much the major obJective of such Tr'L~ a, 

with subaid1&r7 management also making a contribution 

through subordinating subsidiary ob j ectives to thoee 

of the el).tire ayatem. Ot course since thie is a 

relativelt nev sta~e in the evolution ot TNBa, tbey 

have not tat adapted completelJ to such obangee. 

4. 2 Financing ~ubaidAarieg 

J ubsidiariua ot ~N ~ s r equ ire finance not onl1 

a t t ' e time t hey are eet up b~t aleo a t other points 



in their livea. We now turn ~ the .. thoda of 

finanoiDg foreign atfilia,ea wnioh !REa baYe been 

known to emplo1• 

there are a ·auber of aovoea of tiDaDoe 

whion aulta141arie a oollld tap whenever neoeaaa17. 

These oan, very broa41T be olaaaUied •• 

(a) aouroea of fillaaoe internal to the 

!KB atattla 

(b) eovcee of t1Dance asternal to the 

HI etatea 

Internal J'ip.wt 1 ~ t the tiae of eatablieh

iag the aew aubeidiary, the parent company obviouelf 

haa to a ink 1n aoae fund a. Moat flEa a tart bJ 

investing vert eaall auma on nev attiliatea hoping, 

of ooQrae, tor a large p&J off later on. So invest- , 

ment bt the parent compant i• the new affiliate ia 

abaolutelJ ea .. nt1al during ita gestation Jer1o4. 

The parent baa a ohoioe so tar as the division of 
th1e initial taveataent between debt and equity la 

oonoerned. lor ownership, the parent muet aeoeeear11J 

iuveat in the equity of t he new eubaid~ar1, but the 

head office retaina t he oho1oe of tne aethod of 

ovnerahip, in different oases holdinl differing 

amounts of tbe aff~ate•a stock ot equity. TNEe 

have been known to provide newly set up affiliates 
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with machinery, technical knov-hov or patented 

prooeaeea in exchange tor part ot tho atook o! the 

affiliate. The ratio between'debt and equitt is 

extremely 1aportant and tnare are a number of 

faotora inflaeno1D6 the division between the two 

when the parent company initiallT invests 1n a new 

a~bsidiary. Dividend patments and profit remittance• 

are usually Tery closely and strictly controlled bf 

government regulations, whereas policies re£&rding 
' 

interest pa1ments are not so severe. thua, many 

TNEa prefer to make loans to now subsidiaries rather 

tnan invest 1n ita etuity. This ia done primarily ae 

a means of enabling the parent to conveniently withdraw 

funds from the aubaidiary at later datee. TN~ e are 

especially cautio~s of thei~ equit/ commitments 1n 

subsidiariaa based in countries wr.ose currency ia 

weak and is liable to be devalued. The relative ease 

of converting a loan into equity acta as a opur to 

s L.tch boha'tiowr. 

Another reaeon for financing subsidiaries 

by meana of loans rather than eq~ity is the possibility 

ot reducing the olobal tax burden of the •••• entire 

enterprise. Usuallt dividend payments made by the 

subsidiary are not tax deductible, whereas interest 

payments are. Thuo the greater th e debt and the lower 

the equit/ of t u subsidiary, the lesser the tax 
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liability ot the eabaidiary. Of oourae, thia does 

not a an tba t the subsidiary can have ant arbi trart 

debt equitJ ratio. Usually ~overnments specify 

certain limite for tne debt equit; ratio of registered 

companies. Purthar the reoei~t b$ the parent companJ 

of the principal amount of a loan is not subject 

to tax whereas retirement o! subsidiary stock is. 

It ahould be real.isecl tba t the parent can provide 

the subsidiary with credit not onlf by making loans 

but also b~ aeans of trade credit, that la .by 

extending credit .tor goode and eervicea provided 

·o1 the parent to the subsidiary. The uae of su.oh 

intra-ent8rpr1ae accounts have certain advantages 

over loans. They make tor ?,reater flexibility in 

the provision of credit, since the amount of credit 

can be increased or decreased merely b1 lengthening 

or. shortening the term of credit. Loans do not 

possess such flexibility. When the time for repayment 

of the debtt arioes, governments are lese likelt 

to interfere if 't he debt ia in the form o! intra

enterprise accounts than if t hey are in the form 

of loans. 

Thus tar, we have concentrated on the 

trans!er of funde from the parent company to a euo-

sidiart. rt io also possible for one subsidiary in 
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the statem to borrow from the other aubaidiariee 

tuerein. This co~d possibly be a considerable 

source o! finance if tapped. let, it aeema, that 

this aouroe has been used ver1 eparinglf by most 

T~~s. One reason could be that looal financial 

institutions are rel~ctant to accept sue• practices. 

Another could oe that when tnere are a large number 

of subsidiaries in tne •1stem it ia possible for 

inter-subsidi&r/ financial linka to become eo 

intricate ~hat headquarters is in danger of losing 

track ot these. Instead parents prefer not to use 

euch links at all, or use them sparingly. 

The aim of moat parent coa~aniea aeema to 

be to get subsidiaries to 'stand on their own feet•. 

Tnua, once the initial period ot establiahing the 

subsidiary baa been passe4, most TMBa do not wish to 

extend much financial help. uenoe, aubsidiariea 

have to use undistributed profits and depreciation 

allowances as their maJor sources ot finance. Ae 

we aha~ aee later this ie a quite considerable aource 

ot finance to moat subsidiaries. 

~xternal ~1nanoe s One can distinguish 

three categories here . Finance obtained locally in 

the host country, finance obtained from institutions 

in t he home · oount ry and finallJ , finance raised in 

oth9r countries. 



~ocal borrowing is generallt an important 

eoaroe of finance to the foreign attiliatea of T~6a. 

Tbere are two important reasons for such a preference. 

Firat, local borrowing ie an automatic method of 

protecting against the devaluation of the local 

C\U'rencr. :3 ince the aaeets or t :1e subsidiary are 
' 

denominated in local currency it is preferable that 

the liabilities of the aubsidia.r.t also bo denomina tecl 

in local currency. In t ne event of a deva.l\latiOJ;l of 

the local currency both the asaete and the liabilities 

ot the subsidiary will be affected symetrioally. 

Thus, the greater the proportion of t r1e liabili tiee 

of the subsidiary which& are denominated in local 

currency the greater the protection against exchange 

risk. 

-
Secondly, fande in the hoat country oould be 

available at lower coat than elsewhere. In such a 

circumatance it vo'-lld only be rational tor the 

aubaidi&ry to borrow aubatantial.ly in t he local 

market. lunda borrowed locally could be used in other 

. · 9 H 

unite of t :1e system. At times parent company management 

believes t~at local debt is assential to impress upon 

subsidiary managers t lle coat ot oapi tal and ia, t :utretore, 

important to subsidiary performance. \·then t he debt ot 

the subsidiary dous not a9p dar in the consolida ted 



statement of tne rNE, local borrowing b7 the aubsidiar1 

does not affect the overall borrowing capacity. of 

the ~NE. In eu.c.1 oaeea, hEtaclquartere encourage 

subsidiaries to borrow locally. ~oae countries like 

Japan, limit the amount of !~do which forei~era 

can bring into t he countr7. Thus, to~re may be no 

alternative to local borrowing. 

Debt contracted by subsidiaries could be 

either long term or short term. rt aeeme that foreign 

affiliates ·or TNEa have ver1 limited resort to long 

term credit from looal financial institutions. They 

seem to be discriminated against by local financial 

1netit~tione who fear the export of cagital by sub

sidiaries, which cou.ld load iO 9roble~s for tne 

country's balance of paJlllenta. i'urther, u.out av.'b

aidiaries are unknown to local a~thorit1ea, who 

t~refore demand t~e parent oom~an1 to guarantee 

repayment of suoh loans. ~~oat parents are unwilling 

to make euoh gu.arantees. In many countries, eapeciallf 

1DCe, there ie a paucit/ of long term f~da. In 

develo.Pin6 countries most lo~; term fu.nds are 

corralled by ~overnment a~onciee for deYelopment 

purpoeea. This oo~d ex~lain the observation that 

subsidiaries of rNEe do not obtain much long term 

finanoe locally. 
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Local short torm borrowing ia very 

exte.naive for almoat all foreign at:tiliatea. Aa •• 

haTe seen 'hie ia because T~&a view auoh means aa 

crucial in hedging again exchange riak. It has been 

noted that where ahort term debt ia concerned 

subsidiaries are not discriminated against. As lOD5 

as they provide collateral short term loans are 

extended to them. 

Trade credit from local companies i8 a 

a further aourae of finance. Aa the subsidiary's 

production increases, trade credit is li~el1 to 

increase more or leas proportionally. 

The parent could !1nanoe ita auosidiariea 

by rais1ng loans in the home oountr1. The uae of 

such souroea depends upon the coat and availability 

ot local debt and also u~on the parent'• perception 

of exobanc,e r1ak. Capital markets in other countries 

could also be tapped. fhue we find us-based TN~a 

:tinanoing many aubeidiar1ee b7 borrowing in the 

i!:urodollar market. Floa tins of shares by t iuJ parent 

oom,Pany, either in t .te home oou.ntrJ or in other 

countries, could be an additional means ot financing 

subsidiary operatio~a, although very unlikely. such 

methods nave been employed ae signified by the 

development of the Eurobond mark~t. 
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t.uLI 4• t • &ouro•• ot 111114•• &Oij; • • of 51 ' US 

Poniga JU.I'eot IaYeatora prbar111' •~iaac•4 1B MaDu--

:taotlaftac 1969. 

Peroeauce 

j 02 

~~~-~---~--~-----~~-~--~-~--

rroa v1 th1a tile tD 60 

Iateraally geaeratet by attilia•• 46 

Retained earninse 17 

J'rom pareD~ 14 

lqllit7 9 

Loane 5 

Prom OGta14e !II 40 

----
TO~Au I 100 

·············-·············· 
(Soaree a &obbiaa aDd atobaugb, 1974). 



Table 4.t gives a broad idea of the propor

tion• in which thaee different aouroee are combined 

to finance aabaid1ary operations. 

·~'~·e find from t h e table t hat 60/J of tha 

funds are raised within the TN:~ SJstem of which 46,~ 

being accounted for by depreciation allowances and 

retained earnings, and only 14;-" accounted for by 

finances from t n e parent company. 40," of financea 

were raised from sources external to the l~N E mainly 

!rom loans~ 

4.3 ~ithdraving Punds from subsidiaries 

In this section we examine the methods 
• 

employed by TiL·; a to vi thuraw funds from au bsid1ar1ee 

located abroad. In part1c~lar, we shail concentrate 

on policies re~ardin~ (1) Dividends (2) rtoyaltiea 

and :-'ianagem.ent fees ( 3) Trw:iafer pricing. 

A fourth method usEd by tN !·:a for transferrina 

funds tro~ a euba1diarr to t he parent is interest 

paymen t s on loans made to the s~bs1diary. Since, 

we have already observe~ thft working c! int.ereat 

payment& as a means of withdrawing funds in the 

previous seotion we shall not go into it again here. 
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Div-iclendt a One would expect that when 

& a~baidiarr baa juat been set up di•idend payments 

would be minimal a1noe the affiliate would be 
'getting on its own teet•. During thia ~eotation 

period • lbai.diariee ba•e a phenomenal need for 

finance and th1a neoeeeit~ · would dictate dividend 

policies in t he earl/ years ot t~e subeicliar1ea 

existence. Onoe the a~baidiary beoomee reasonably 

grot·i table, dividend patments would increase. tiuoh 

a pattern h~a been obaerved with respeot to the 

eubsidiaries o! manr 'rNEa. 

Other subsidiaries, however, have boen 

noticed to pay out a stable dividend year after tear. 

The reason for thie is host country pressure against 

the withdrawal of funds from local aubaidiaries. As 

a means of countering such pressure TrH~s make 

dividend pa.,ymente right from t~1 a start or the sub

sidiary's operations, the payment usually bearing a 

staole rela tionshi.j) to expected lon!~ term profi ta. 

Dividend policies are affected by a host 

ot other :taotora. The fact t~w.t tax rates and 

taxation policies differ amons et countries attecte 

dividend policiss of subaidiariee. Thus, TN ~e which 

aim at m1nimiein6 t l-.u to t al t a% bu.rden on t h atatem 
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ae a whole are led to adopting different dividend 

po~oiea tor subaidiariea baaed in different 

countriea. to illustrate, in soae countries 

dividenda are taxed at higher rates than Other typea 

ot vaiaent. There exiata an incentive to substitute 

dividends b1 royalties or management !eea, which are 

us~ally tax deductible locally. Differences in tax 

rates between host and home countries affect 

dividend payments. In horae oo·.mtriea e. g ., USA, TllEe 

get a tax credit on income earned abroad and which 
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haa alreadt been taxed by t he host. government. rotany 

rsga manipulate their dividend pafmanta in such a vat 

t aat t be total tax liability of the system ia miniaiaed. 

T~ge have alao been known to route their 

dividend payments through tax-haven oountrioe where 

foreign dividend income is either totally or partially 

exempted from domastic taxati on, or is subject to 

reduced rates. 

Attitudes of management towards exchange 

risk and the economic condition qf t . e host oountry 

a re important considerations as far as divi~end 

policy is conat«eDeu. It has been observed ·that firme 

of different ei~e have different attitudes towards 

n wchan~e riak.8 ll T . t ~- o 0ma e r NBs ind it leas necessary 

to protect against exchange risK t ·· an l a rger r. i;; a. 



Tnia is beoauae tne scope and content of torei&n 

operationa is amall in smaller TNBs. As firma 

increase in aiae and as the proportion of foreign 

activities in the total operations increases, they 

become more concerned in protecting a .. ;ainst exchange 

riaka and actively pursue policies to attain this 

objective. Medium sized TN ·B commonlr use the 

forward market tor fultillin~ such aims, while the 

bigt$eat TNEa control their subsid1ar1e.s bJ aubmi tt1Dg 

to them rulee of thumb in protecting againat exchange 

riok. Tnua, we find t hat when man&&ement is averse 

to taking riak, tbey do not allow aubaid1ar1ea to 

accumulate aurplua oaab and d1roct them to pay out 

most of t aeir earnings •~ch year. Other wats of 

proteotins qaia.st ezchan~e risk are tlle ma tcbing ot 

aaaeta and liabilities denominated in local .currenot, 

proviaion ot intra-enterprise loana instead of equitJ 

and not ca9italieing reinvested earn146a. We shall 

see later hov the tranafer price mechanism can alao 

be used to sood atlect for thia purpose. 

The subs1d1ary'a requirements for funds 

and the parent's necessity for these have to be kept. 

in mind voen deciding dividend policy for tbe 

auba1d1arJ• If t 'l e e~bsidiarJ'e need ia urgent than 

no d1~1dend wi ght be paid at a~ and most ot ita 
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eara1Jlaa oould be nlaYeatecl. It tbe J*JI'ent ooapaaJ' a 

reqaire•at tor fUD4a are cnat ... qui•• a lar&t 

41Y14en4 paraent would lte •4•• 

lillallJ, the ezlateaoe ot looal ehareh0l4en 

aeons the aube141art'• ovaera ana their exteat baYe 

an illportant &tearmg on 41v1dencl polloi••• fte 

laraer the eq\&1 tJ 1&0141DC• of local abanl&ol4tra the 

the sreater the preaaure on the aulta141art to pq out 

a larp aD4 ._..le 41vt.4eacl fear after 1•u• Moat 
. 

atDoritt ovae4 fore1SD att111atea ot !BEe baYe '-•• 

&nowa to follow eucn a polioy. 

fhua, the uae of 41Y14en4a aa a aeane of 

w1th4raw1q fUIIda troa a au'Da1c11art 1a aubjeot to a 

auaber of 1ntlueao1ag faotora. !be aotual poliat 

followed ~1 a fiB ia the oaae ot particular aub

t141ar1ea depends oa the weights attaohe4 b1 the til 

to .. oh of these faotors. 

Bol!ltits &94 H!D&I!!!nS ltts I Rotaltiea 

an pal4 tor ~· ue of tracle ••• aacl pateata. aua, 
t he parent ooapany aUowe 1 te sub1Jid1ar1ea to uae 

tra4e namee or aoae patented prooeasee whioh ·it ovna 

1a re~n tor waioh it •lsht aet soae ,., .. nt. tbaae 

payments are teme4 rOJ'al.11ea. 
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KaaapMnt tee a are· »&14 tfW Mll&&eMat 

aei'Yioee provldecl '-1 tbe pueat ooapanr. 

1lhn the aulta14.lal'r ia rouag 1 ta P&~~~eat 

ot l'o.ral tlea aD4 Mugeaent teea uauallf exoe•4• 1 ta 

41V14eD4 p&Jaenta. Oftoe the affiliate baa beoo.e 

reaaoaably profitable 41Y14end pa,.eata iDorea .. 

aDd ue~allT eaoeed royaltiea and maaaseaeat teea. 

However, ~1• 1a a relat1velt r1114 tool 

tor t he vi tb4rawal of tUDd a einoe euoh patmeata are 

•4• in aooordanoe v11ib ocmtncta drawn tap at an 

earlier eta&•• Aa we bave •••• earlier, thia tool 

ooul4 be used vert trequeatlt as a aubatitute tor 

41Vi4en4a eapeo1allt where clifterencee 1B tax ~tea 

&D4 taxat1oa polioiea aaonaet natiooa eaablea the 

fa~ to miniai .. ita &lobal tax liability. Vert ottea 

hoet goveruente 11111t the amount ot parmeate tbat 

oan be ea4e bJ torel&D atfiliatee in euch aaaner. 

Often the financial condition ot t he aubaidiary 

it•elt 1a auh as to prevent the pafment of royalt1ea 

an4 ......... , te••· 

k&J1tftr ~£119Hkl 1 We h&Ye, throQ&hout 

t hia atudy, been v1ev1na a tiE ae a ayatom ooapriaiDC 

a number of unite which are spread aoroea tbe globe. 

we uve al.eo obaenect that· there exiet a large 

zumber ·ot tranaaotlone vl11ob take plaoe between 
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'•tv•ea cllttereat 1Ul1 ta 1a tbe •r•••• the prle .. 

betweea 4lttereat Wllta ill the •P"-• the prloea 

at w!Uoh •ch 1Dtn.-eate~r1ae Ve.Ju~ao,iou aN 

ean1e4 out are aeurallt referred w .. 'tl'allates

prioea. The TN~ baa a oertain degree ot tree4oa 

1n aett.iq thaae traraater prioea alnoe the ~ranaaotlou 

are "'•••n unite of one atstem. 'fo taeilitak 

ooapariaon reference 1e ueuallt .made to•arm•e leacth' 

prices, which are the pr1oea at vuioh tranaaotiona 

be twee uaHla te4 and 1D.clepel1dent tina are or woalcl 

be oarrie4 eat. The treecloa ~11on !&Be poaaeaa 1D 

aetttng traneter prioea resulte 1D their -•inc cr .. ter 

thaD or leea than the oorreapondiai •arm•a leastn• 

prioe". fhu., traaater prioiD& 1a an extre .. lT \lMtul 

aa well as flexible tool tor traaaterriag tuada vitbia 

t hs !RB Jyetem. fila aeem to ~•• thia tool q~1te 

liberally 1n aohieYiag objeotivea like the aax1m1eatloa 

ot global protita or the a1nim1eatt.oa ot ezobange riak~ 

ot 1~~me41ate oonoera to u, bere, 1a the uae 

ot traaater-prlotnc tor vithdravtag taDJe tro• torelsa 

att111aMa. l 
Thus, it t he host OOWltry sovei'IUieat baa 

laid down quantitative reatr1ot1ona on the remittaaoe 

of profita, the tH cl oould overpr1ee the sale of ge04a 

and serv1oee 'o this part1oular subaic11art, troa wbioh 

it wants to w1tbdrav tunde, from the parent and troa 

1 OH 



otner a~ba141arlee aad UD4erp7loe tbe eal•• ot seo4a 

al\4 aenloea bf tbla aul»a141ary to other wuta 1D the 

atatea. Suoh ue of the trazaefer pr1oe •onalll• 

ooal4 alao be a4e to t.ao.reaae the p&Ha' ooapaa.J''a 

abare ot prot1ta at the eapaoee ot looal n.aehol4era. 

Use ot traneter pr1o1na by TU!!le haa beea 

aa4e to reallocate profits withia the atatea .. 10 •• 

to lllinlmiee the tax bur4en and maz1a1ee protita. 

!has, if tbere wae a loae in •• .. atre ot operat1oa, 

the heacl oftioe ooul.d •• tranater pr1o1aa to realt 

protita to the "a'n where t he loea ba4 lteea au.ttent 

eo aa to m1D1m1ee the tax -burden of the •tete• aa a 

wnole. We have alrea4y no1ed that the exie~oe ot 

iaterDa tional 41tfenno-ae in tu rate a, taritta u4 

taxation polioiea haa le4 !~Be to uae traneter priotD& 

to reallooate profits, aao~at varioua ai\a all4 

aaxtaiae global protita. th1a ia an example ot tbe 

1 .,eua opt1m1aation• approaoa we have epoken of 

earlier. 

~hen a partlo~lar ourreno1 ia under the 

threat of da·\faluation tba ! lfl '-'&uall.7 orders. ita Wl1ta 

in suoh a country to apeed ~P parmeDta to other ualta 

ot tbe eyatea, whioh are based in other oouatrl••• aa4 

orders t beee other units to alow down »&J•enia to 
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·, . 

aubel.diarlea ill the oouatl'1 faoiq 1•1oeat cleYalua• 

tio1a. 81l0h aot1oa 1a oarrie4 out ill ordel' to recluoe 

ezobaaae r111k, aid looate oaeh holtirlp ot tb.e 

etatea ia etronser ourreaoi••• 

~ther, we auat note 1hat politioal 

preaaure troa boat &O'hmment apinat w1thdranl of 

proftta troa auba14iariea aod the ~eat ot aatioaa• 

l1aat1on have le4 ~Be to make taoreaa1D& uae ot tbia 
taol. 

aowever, there •r• oertaia liaite tO tbe 

~• ot t~fer gr1o1ag. fbeee 11m1ta are both 

iateraal. all4 eateraal to the fll.i!i. Faotora intel"'l&t 

Jl-1 

to the HE are the eounaaloatiOD ot requisite Jmarletce 

to the pareat ooapanJ Ed tbe oapaoitt ot the panat 

to prooeaa auan 1Dforaat1on aDd arrive at a deterataate 

aet of transfer prioea. RTen it auba141ar1ea ·oaa 

provide headquarter• vlth the neoeaeary lntoraattoa, 

the ~&4 office mat aot have •~ffioient reaouroee to 

bandle t nia intomat1on gr.operly. 'lhus, in the 
' 

gigantic Tille, vhioh bave a lllrae number ot euba141ar1ea 

ia a lara• nual»er of oountries tbe prooeaaiq ot 

euon information ia -oand to beooae extremelt 

cl1tf1oult. 

A t\lrther 11m1tati.on on the Wte vf traufu 



pr1o1fta aeeaa to be whollJ patobOloaioal - 1•••• 

ot pereua41Jaa al.llua141&17 -.-at to ehow loa•• 

or low ·protlta. HoweYer,. ov belief 1a that aa 

UBa ooa tiaue to 1noreaae 1a a1se aD4 aprea4, auba1-

41art aaaagemeat ••• will 4ew.lop a global perapeot1Ye 

aD4 will be willing to ue trauter pr1o1Da OD aa 

1noreae1a& aoale. 

illet lillitationa on 'the uee of tl'lUleter 

prloinS whictl are estenal to TNBa are the preaaurea 

of boat government• and 11lternat1onal ageno1ea. 'lbeft 

ia a trend towards inoreaeing detection and m6n1tor-

1D& of transfer prioing bJ national aovernmant aa 

well aa by 1n\erna~lonal inetit.l~iolla. Hoet soYern

menta are aot1vatecl priarJ.lt b.r the loaa o:t tax 

revenue implied by the uae ot tranafer prioiag to 

reallocate profits amongst ditfereat coantriea. 

fhe eztent to. wh1oh ~afer priolag haa 

been ueect ••••• to be q u1 te snat. Lall9 ahowa 

tbat in t 970, one-th1r4 of total us 1181llltaotve4 

trade waa 14tra-enterpr1ae. ~he treD4 eee .. to be 

on~ ot increaaing m&£D1tu4e of intra-firm tranaaotloaa. 

More intereatin& to ua ia the finding t hat intra

oompany transactions seem to be hishly oonoentra,e4 

amongst a few large enterprises. In 1970, e16hteea 
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tiNa ... oatet for ,,_ et la...,. •• .,.u. eQOri•• 

lt le likel.J tbat tlw 4 .... • ot ...... abatl• .... 

u•re~-•· Boltltlae ... Ito••-folldt ttaat .-1~• 

t••• a.e aet 1a a peeitloa to ... ...._, •• t•l•taa 
., •• , ritel.,. .l.a ... u ..... ~ 1D .,.. , •• , .u. 
1aorea•lae ... ., tla1a tool tor aoiWtYiac tlleil' 

olt3en1•••• 

lllUt tnutel' ,..1e1ac ..... to M v14e~ 

..... ., •• 1.Ut .., .. '1U•z- ... . . . 
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QOBQLYII91 

Je1 U!•tpc M 

We '-saa bJ 41at1nsuiab1ag between a 

traaana tioll&l and an in teraa tional eaterpr1•. All. 

exiatJ.Ag firma waioll on, aontrol u4 operate aaaeta 

1D aore tnaa one oountrt •• termed ·•traaanational'• 

!he ooaoep' ot aa 1Dteraat1onal enterprise we uae4 
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aa a 4ia~t objective, 1D tbe direction ot which a 

tranana\1onal proareaaea ae it inoreaeea ia aiae &D4 

aJreact.. thia evolutionart prooeaa we termed 11nter

national1aat1oa•. It 1a .obaraater1aed b7 the inoreaain&lt 

&lobal oa~ook adopted by the enterprlee, whoae 

obJeotive gradu.allt MOOMa one of 'ayatea 

opt~iaation• i.e., the optimiaation of aa o-jeot1Ye 

function psrtain1ug to the enterpriae atatea aa a 

whole. We bad also etate4 our belief tbat the 

oentralieation of 4eo1a1on aaking 1a the banda of 

exeoutivee at th.e apex ot ib.e U.S •1•te• 1a aa 

important 1nterme41arJ atep in the 11nteraat1onal1eat1on• 

proeesa.1 

Gotng on ~ examine some ot the 41aena1ona 

ot ~NEa wa found their major obaracter1at1o to be 



their lara• aise.2 fery broadlf• •• toua4 a poeitive 

oorrelation l:Hatveea· the eiae ot the !li'B ucl 11ia 

aprea4, Maelll'84 bt the nwaber ot oouatriea and 

pro4\lot 111lea in wbioh tbe '51 opera tea. '!hu • the 

laraer !IBa ba4 greater toreisa ooateat aea8Qre4 

either in teras ot aalee or aasete. · Our belief 1a 

that as the T.ttE increasea in aiae an4 apread, an4 

in ita foreign oontent, overaeaa operation• beoo .. 

1aoreaa1agly important to tbe enterpriee eyatem aa 

a whole. Ezeout1 vee in tile parent• oompuy • who are 

in a poa1t1on to view tbe enterprise~ &111¥111 fa 
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ita ent1rett1 oan no loncer afford to take a partiaaa 

view and 1aatea4 develop a alobal o•tlook with reepeot 

to the tHE's operationa an4 aim at 'ayetem opt1m1ea

t1oa•. At thie atace the oeatralieat1on of ooatrol 

in the banda of parent coapaftl ezeoutlvea 1a iaportaat 

for entoroin& deo1s1one on eube1d1ar1ea whioh mat 

oontlict with aube1d1ary 1ntereata but are neceaearJ 

tor 'eystea opt1aieat1on•. 

~o eubatantiate ou.r htpothea1e ve oonoava11e4 

on the TRB 1taelt. We o-aerved that aa ~4e TNB 

J.nor••••• in aiae and aprea4 ita organieatioD&l 

etruoture beoo .. a 1noreaa1nglt complex.' ~h~e, ve 

noticed a eh1ft from an organisation baaed on 

oen tral !uno tiona to one baeecl e1 tbe r on .geographioal 

area or on prodllot t.<;roupa, aa the TN.& expanded and 



41vere1f1e4. A• the TIB grew still ~laser it 

a4opte4 an oraanieational aet up wlioh was eaaentlallt 

a autve of thoae ~taaecl 011 ceosnp!U.oal area aa4 

pro4uot groapa. fbe.. Obangea 1a orsaaiaatioaal 

•"ru.otve are auoh aa to faoUitate the ceatraliu

tion o! decision making. The tact that ae tNBa 

expand in aiae and spread they feel presauree whiob 

lead thea to adopt organisational atruoturea vbioh 

faoUitate the centraliaation of oonuol, leacla u 

to be1ieve t hat parent ooap8DJ ezeo•tivea are 

4evelop1ng ·a slooal perepeot1vea. 

Aa· tar as pattern• of ovn~rahip of forelgn 

affiliates is concerned we saw the atroa& preference 

which ~~s exhibited tor vholly or majorit¥-ovned 

aubaidiaries.' ~a reason for suCh a preferenoe ia 

obviousl7 to capture ae large a portion of tbe monopolJ 

profits accumulated by foreign affiliates arising troa 

t he ownership apeci!io a4v.aatagea poaseaaed DJ !Mia. 

Hovev~r, the pGint iaportant to us is that a major1tt 

ownership of the equitJ ot a aubeidiary enables the 

parent compaQJ to exercise full control over ~he 

affiliate's activities. fhua ~E'e preference tor 

wholly and maJority-owned forei~ affiliates 1nd1oatea 

a desire to closely moni~or and oon•rol the operation• 

ot eubeid1ariea. We have marahalled a eatiafaotor.r 
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amouat of eY14eaoe ~o a up port the hypothe ala that •• 

TlfBa lnoreaae ill alae and aprea4 ther~ ie a tea4eaq 

ot Lnoreaeiaa oeatrallaation ot 4eo1e1on llaklq • 

. . 
It appear• that aom.e ot the laraeat Ula 

t1a4 tile •Tatem to be 1ovenanage4 • and hence looaea 

oontrol al1ghtlr. Thie ·•• have 1a'Cerp-rete4 aa a 

turthe~ step in the 11nternationaliaatioa• prooeae. 

We haYe notGd prevl~ualt that one iaportaat 1nter

me41ar1 step ia aucn a proceaa ia the oeat~liaatiOD 

of control in the handa ot parent ooapaDJ exeoutivee • 
. 

Such oentral1aat1oa ie aeoeesart beoauae the parent 

company managers develop a global pere»eot1Ye . wh•~••• 

au.,eldiary JDU&gere have not. Thus, "the pareat 

ooapany manipulates the aotivitiea of •~beld1ar1ee 

eo as to optimise the objeet1ve tunotion ot tae entire 

aye~••• As 'lila grow larger et1ll, we belieYe that, 

eubeidiar,r ..nagere theaaelv~s develop a global 

perapeot1ve and willingly subordinate the objeot1vee 

of the auba141ary to those of the enterpriee ., .... 

as a w!lole. · This maltea 1 t possible tor the parent 

oomp~ to decentralise decision mak~ to a amall 

extent. 

linally, we turneG to tn. financial pol1o1ea 

and graoti oe a of 'lNEs4 hop in~ that these would proTide 

turtner evidenoe of ~LQ '1nternatioaaliaat1on• proo•••· 

Pinanoial practice• of ~Be diaplat aa evolutionary 
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aa tu:•. As a DB 1Doreaaea 1n aiae .~4 eprea4 th.e 

pa~at ooap&DJ eaeroiaea iaoreaatDa ooatrol over ~ 

tlDaAoee ot the entire •1•t• aDd aaaipulatel theae 

to attain tbe o•~•otive ot 'aJatea optimiaatioa•. 

Agai&, we obeerved tbat a few of ~e largest r:NBa 

were forced b.f their eh9er else to decentralise 
ali&htl1• We repeat that ebeer ai~• 1a a neoeaaar, 

oon41t1on tor decentralieatlon of oontrol --- the 

development of a global perapeot1ve by auba141ar,r 

aanagement makea it poaalble to do ao withoui ooapro

m1e1ng the objective of 'at~tem optimisation•. 

An •~1nat1on of the methode of tinanotna 
aubaidiart operations revealed t~at the TNB'a aware• 

neaa of exohaage r1ak increases with the ais• ot the 

firm, leading to greater reliance on tunda generate4 

11~ 

within affiliates theaaelv~a. The poeitive correlatioa 

between tAe aize and spread ot TNBM on t ne one h&D4, 

aAd tb.~ awareness of exchange riek an4 meaauree taken 

to protect against them on t ::le other, points to the 

tact that the larger the !NE tho leas willing it 1e to 

aooept exohanse loasea and tbe non-opt1miaat1on ot the 

statem•a obJeot1ve function. 

A& TB Es ino.reaoe in size "hey are aore likelt 

to exploit national differences in tax ratee and intereet 

ratae to minimise t he tax l1ab1l1tr and aaxiRtiae 

profi ta of the entire atst•• Tl'fEa aleo a.b.ow an 



awareness ot traaater-prieiftc tor attainlaa the ataa 

an4 ob3eot1vea of the sret ... 

taua, we firalJ believe tnat tile are 

4evelop1q a slobal .perepeotive and tbeir eseout1'1es 

are -•g1an1ag to 'think 1nternat1oDallt'• ~1• ia 

retleote4 o.r the cear1ac ot TNB operatlofls tovarda 

•a.ratem optimisation•. A prooeae of '1nternat1ona-

11aa tlon' of DEe 4etln1 tely aeeaa to be takias plaoe. 

5.2 D• hSU£! 

We have eeea that a traeaat1oaal ater
pr1ae, w.nioh la prlaarUt a o1t1aea of a ~t1oular 

coutJT, eYOlfte illto an iaterna'U.onal. oae ae 1t 

expand• 1a alae aa4 eprea4, poaaeaainc no home 

oouatrt to vll1oh 1 t one a lotal tJ. In the ooti&e 

of th1e evolutionar,r prooeae the enterprise teveleJ• 

4evelope an a-aational, &lobal outlook with reapeot 

to ita operat1one. It looke upon the world ae a 
• whole ae 1te ephere of operation, ezplo1t1Qs 

national 41tterenoee 1D t~e purs~it of the opt1a1eatloa 

of the etatea'a ob3eot1ve function. 

As !NBs evolve in, t his manner the; will 

1noreaa1nc11 oome into oontliot with nation atatee. 

Tbie ie evident, even today, in the pol1o1ea beinc 

adopted b7 both hoae and boat oouatriea, via-a-vie 
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!Baa. ·W• f1n4 maDt hoet oowotriea, eapeo1ally ~ •• 

barrtDa entr, of ~Be 1ato oertain atrategio aeotora 

ot tbe eooaomt ••••• 4efenoe, o011111Ulioationa eto. 
further, takeovera b.r UBa ill oertain key 1n4uatrja a 

like iron aa4 ~eel, oement are reatrio~ed. tae 

4eaire tor aatlon&l. owaerellip on the part of develop• 

lag hoet natioaa baa le4 to their 1na1etence tor 

Joillt ventures oalJ• l\laJl1 host oountriea have aet 

up goverament agenciea to aoreea foreign direct 

investment an4 to apeoifT the conditione ot entr,r. 

Home oountriea are ua~a111 hoat oouatr1ea 

too and their polloiea regarding fBBa are 1Af1ueaoe4 

bT thla dual role. Koat ho .. nationa enoouraa• tlla 

but &lao aafegaard againat takeover of 4o .. at1o tir.a 

bt forelgnbaaed !MBa. A large amount of legialation 

haa been paaee4 regardine the outflow ot capital an4 

technology troa hoae countries. Inoentlvea to tnveat 

in LDCe have been provided 1n the fora of inaurance 

to tnveatora against non-oommero1al riake, riek of 

expropriation without ooapenaat1on eto. Home 

aatiou attempt to reaove the uneerta1Dit1 of' 

investment climate in LDOa through bilateral 1nveat
ment agreements. 

International action to monitor and control 

t he activities of ~Ea ia being under\aken on an 
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enr-11loreaa1DB aoale. 'ftau • ve t1114 tba t tM Ulli te4 

BaUou baa aet up a centre tor fDa vbiob. oolleote 

aa4 41aaea1Datea informa~1oa resar41aa ~eee 1aet1ta

t1oaa. It alao 1D1111atea ancl pullliehea tne nnlt 
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ot variou.a reaearoh pl'Ogramaea \ladertakea. It 

ooam1ea1oa tor DEs haa aleo beea eatalll1alle4 vhieh 

inveatisa~ea confl1ata between a fiB and any partloular 

nation state. '1'1P1oal ot euch a international aotioa . 

ie the aearon tor a code of conduct tor !Ria. 

Atl attempt at llanoniaiDg tbe polioiea ot 

Yar1ou.a oouatriea recar41ag THEa haa been atteapte4, 

but the 41tterenoee aaoncet aatioaa ••••• to be 

too great to be br14ce4. Thu the haraoniaatioa ot 

»Ol1o1ee ot varioua oountriea ae an atteapt to reau!ate 

TM.K acti vi tJ aeeaa to be an idea1 wbioh 1e uarl1 

iapoaaible to reach. 

The point whioh ia important here ia tllat 

tne future will be obaraoteriaed by inoreaains ooDtl1ot 

betveea fiBa and host countries. CoDtliota between the 

two will lead 1D barsaini.Ds between tnem and tinall.r 

to aome oompromise. The outcome of 1be barga1aias 

prooeaa 4ependa on the relative bar~a1nina powers ot 

the oppoaing parties. ~he host oountrt v1U bave 

greater bargaiaing power when ita market ia large &A4 

1a growing taet, when 1 t owne aoaroe and highly 



valuabl.e reao~oea &114 it a larse:r nu.alter of optiona 

are open to the ~oat aatLon oo.,ared to tbo .. open 

to the fB&. Oo~verael.r, tu UB will be at an 

advantage vle-a-vta the hoat nation, in the barcaia• 

lne prooeae, it the value of 1lle paokage ot reaoueea 

1 t otfera ia great and it th a options opan to the 

ooapany-are large while those open tG tne beat 

0011Jltry are few • 

thU, tbe tllture. develop•n t of -.he !IB 

..,_ oa tile rel.atiYe atnagtu of the 2.11 on the 

one baiUl au the aatioa state em the other. Aa tile 

rel.ative streagtha ot •• wo entitles obaage, the 

~alanoe of power between them ah1fta an4 will lea4 

to new 4eYelopaents of the Tlfil:. Tbua, ill tile tu ture 

Tile wUl have to 4iaplay great :tlenb111t1 1D 

a4apttna their operation• to changing conditione 

wn1ch reaulta from national and lateraatioaal 

aotion. 
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£bapHr ' 

1. A diat1notion ia uauallr aa4e between 41reot 
inveatment and portfolio laveataent. !houch 
both are eeeentiallt a lona term aovement of 
oapital between oountriee, portfolio 1nveat
aent ie motivated bt intereat rate 41tferent1ale 
and tne 1nveator 4oea not retain control over 
the 1Dvea'blent. l>ireot inveetMat enta1le 
the reteation ot oontrol bt the investor. 
Henoe, 4ireot 1nveatment le aoooapan1e4 by. 
vartin« amouta of ••s••n t ancl teohnolog. 

2. We would like to point o~t that all torelgn 
4ireot lnveatment nee4 not be undertaken by 
TNGe. Oonveraely, all Till 1nveataaent abroad 
doee not iaply a aoveaent ot oapital between 
oountriea. 

3• us Tariff Ooamieaion, 197'• P• 78. 

4• see Brooke and Reuere, 1970. Alao Dwming, 
1971, Ch. I. 

5· us tariff Ooamieaion, 1973• Althougn it 
aakea euoh a eu~eetion the us Tariff Oommieaion 
def1De4 a tranenational oor»oration aa being 
a man1lfaotur1ng fi:ra whioh engaae4 1n foreign 
direot inveatment. 

7• See UN, 1973 and us, 1978. 

e. UN, 1974, P• 25. 

g. Kindleberger, 1969. 

to. For example, see UB, 1973, Table }9, P• 189. 



11. Aliber, 1970. 

12. Buoklet aa4 Oaaaon, 1976. 

1,. Vernon, 1966. 

14. Abroad. aeut Weatern Bt.trope. At 'the tt. the 
produot .,ole hrpotheaie vae t1rat a4vanoe4 
Veatem IU'ope, althoqti relat1velr well · 
4evelope4, ba4 labour ooata whloh were 
a1&n1tioantlr lower ~hu .thoee in .the USA. 

15. see Kmoker.boOker, 197' and Aharoni, 1966• 

16. In later vereiona ot the groduot oyole aodll 
1t waa exaotlt tll1a type ot oli&opol1et1e 
bebaY1our that ••• etreeee4. See Vernon, 1974• 

17. We 4o not epeolty aDI part1oular ob~eotive 
tunotion. ror a review ot poealble objeot~ve 
tunot1oae ••• Horst, 1974• 
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