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‘The best hope for developing countries to attain economic growth is through integration into the world economy. And their tool, if only they are willing to use it is the multinational company’. Discuss.

International Political Economy

The best hope for developing countries to attain economic growth is through integration into the world economy. And their tool, if only they are willing to use it is…the multinational company’. Discuss

The presence and activities of multinationals (MNCs) in developing countries has been a subject of controversy in discussions on development, politics and economics. Renewed confidence in the positive benefits of MNCs has led many countries previously resisting MNCs in the 60s, 70s and 80s to be more open in the 90s
.  “Governments are liberalising MNCs regimes as they have come to associate MNCs with positive effects for economic development and poverty reduction in their countries.”
 Of course, in practice, objectives to attract MNCs differ by country and the impact of MNCs is not always desirable. However, economic growth and industrialisation combined with an increasingly globalized world enable MNCs to become a useful tool for economic growth.
This essay will assert that within a state planned strategy of growth, integration into the world economy through collaboration with MNCs can help developing countries grow economically. This essay will dispute the claims of dependency theorists who claim that integration into the world market must lead to underdevelopment and instead suggest a modern mercantilist perspective where development benefits from a mix of state and market is the best strategy for achieving economic growth. The question is not so much whether or not to use MNCs; the case for, is overwhelming. Rather, I suggest the more pertinent question is how to use MNCs as part of a focused strategy of growth. 
A broad interpretation of multinationals (MNCs) will be used; a large company that operates in more than one country, usually entailing foreign direct investment (FDI) by a corporation. This is opposed to a purely domestic business which has no operations abroad. There are estimated to be 63,000 multinational corporations in the world. Nike, IBM, General Motors and McDonalds are typical examples. Between them, they are responsible for two thirds of global trade and 80% of investment.
 Economic growth will be understood to mean an increase in a country’s real GDP
After independence, many former colonies were faced with issues of economic underdevelopment. Although economic development was crucial to establishing a national identity and ensure internal political stability, “political leaders often viewed former colonial powers with some suspicion.”
 Many leaders of the new nation states believed Western led capitalism was partly responsible for the backwardness of their state, “in some parts of the developing world, these sentiments helped shape a cautious approach to adopting Western influence and methods of economic development.”
 Liberal free market economies were viewed with a certain degree of scepticism and many developing countries adopted closed, protectionist economies in an attempt to grow from within.

However, without a liberal free market economy, there is little entrepreneurship or incentive to industrialise as people do not directly profit from their work. The starting position for developing countries is a largely agrarian society; Rostow suggests this is the first of five stages of growth.
 This pre-capitalist society existed everywhere before the industrial revolution; there is limited output because of a lack of science and technology. Rostow suggests that development requires substantial investment in capital. For the economies of developing countries to grow, the right conditions for such investment have to be created. These conditions can range from transport and communication infrastructure to tax breaks and financial incentives for MNCs to invest. If aid is given or foreign direct investment through MNCs occurs at this stage, injections of investment can lead to rapid growth. MNCs can facilitate the industrialisation process and input science and technology needed for developing countries to industrialise. 

Barriers to trade have also, from a liberal perspective, prevented the development of developing countries. Whilst in many cases they have goods to export, barriers imposed by developed countries prevent profitable trade. Rather than enlarging their market, they are constrained within their domestic market. Despite the fact that the developing world received $54 billion of aid in 1990, their unequal position in world trade cost them $500 billion.
 If trade took place in a liberalized and free market, where people, goods and money had access to every country, greater equality between countries would exist and developing countries would be able to integrate much more easily into the world economy. Without the opportunity to break into the world economy, many developing countries will not be able to develop substantial economic growth; the cycles of poverty cannot be broken from within the domestic economy. The level of investment needed to raise productivity and incomes is not possible. Thus foreign direct investment through MNCs is essential for industrialisation enabling integration into the world economy and economic growth. 

Modernization theorists and economic liberals suggest “an open economy free from political interferences is needed to help generate the large amounts of investment needed to foster sustained economic growth and development.”
 From a modernization perspective, foreign trade is perceived as ‘the road’ to market expansion and economic growth. They understand the need for FDI to introduce modern technology and production skills. Without integration, liberals suggest developing countries will find economic growth slow as trading within a domestic market results in a poor balance of payments. Liberals would suggest that a free market economy promotes growth and can provide the solution for developing countries to integrate into the world economy. Liberal advocates of open, global markets suggest that the free market guarantees optimal economic growth and in the long term will bring about improved living standards for everyone. Ohmae suggests that “nation states have become nothing but a nuisance in a world economy dominated by MNCs and global markets for capital, commodities and labour.”
 He suggests that democratic control through states is outmoded and instead people can exert their will through free choice as consumers. However, I would suggest that a completely unregulated market without any consideration for a broad strategy of growth can create dependency issues.
Integration can be in terms of trade, capital flows and an increased interconnectedness. Thus, integration into the world economy from a liberal perspective is a positive development for developing countries. Trading in the world economy allows countries to use their comparative advantage, producing what they produce best and most cheaply in comparison to others for the international market. MNCs can facilitate the creation of a comparative advantage by capitalising on one of the most readily available resources in developing countries; cheap labour. By industrialising and creating labour intensive manufacturing jobs, MNCs can effectively ‘kick start’ integration into the world economy through the trade flows required for business by MNCs. 
Liberals suggest that developing countries should be expected to follow the same developmental path taken earlier by developed countries in the West.  They believe that industrialisation through MNCs combined with of a free market economy has allowed many previously agrarian based economies to grow out of poverty. Lal suggests “The international operation of these corporations is consistent with liberalism but is directly counter to the doctrine of economic nationalism and to the views of countries committed to socialism and state intervention in the economy.”
 Liberals show that for those that have chosen to become integrated into the world economy, the rewards have been significant. In fifty years, Taiwan has transformed from an agrarian economy which was poorer than much of sub-Sahara Africa to a country now as rich and prosperous as Spain. From 30 million people entrapped in absolute poverty in the 1950s, it now has virtually none absolute poverty and real wages are now ten times higher than they were fifty years ago.
 
Singapore also supports a liberal perspective having developed from a struggling colony to a modern, developed country in the last forty years. “GDP growth rates have continued to be 10 per cent on average over the past 4 decades. At the same time, the accumulated stock of FDI as a per cent of GDP has risen from 5.3 per cent in 1965, 17.1 per cent in 1970, 51.8 per cent in 1980, 87.2 per cent in 1990 and 98.4 per cent in 1998”
. The share of non-manufacturing FDI has been rising from 46.7 in 1980 to 63.4 in 1997. In 1997/1998, foreign firms employ 50.5 per cent of workers in manufacturing, 29.1 per cent in trade and 25.7 per cent in finance.
 Singapore effectively tailored industrial policies to attract multinationals and successfully managed MNCs productively to complement indigenous industry. Singapore benefited from neither rich natural resources nor proximity to large economic markets. Strong leadership, pro-active industrial strategy, and a consistent and favourable policy towards MNCs, enabled it to capitalise on MNCs investment. 
The case for trade liberalization is that it brings out the best use of resources, the theory of comparative advantage. When countries specialise in producing goods and services in which they are efficient, they can produce these at a lower cost than other countries. Trade liberalisation thus leads to increased prosperity which can benefit the poor as well as the rich; developing countries can gain more from trading than not trading. “If you are going to combat poverty you need economic growth…growth requires that resources are switched out of agriculture so they can be used in the rest of the economy. There is a strong correlation between economic growth and being open to trade.”
 MNCs can facilitate the switch from agriculture and help countries specialise in producing a certain commodity. However, whilst liberals have correctly identified that the market has an economic dynamic of its own, they are wrong in suggesting that the market is an autonomous sphere of society and will function best if left alone. 
However, without investment as part of a broad strategy to develop indigenous industry alongside MNCs, there is a risk of creating a dependency on MNCs and not generate domestic growth. Whilst there are clearly benefits for developing countries hosting MNCs, critics suggest that “at best, those policies adopted because they are best for the multinational are not necessarily best for the subsidiary or the host state and that, at worst, the multinational exploits developing countries and perpetuates dependence.”
 Whilst integration into the world economy provides a clear opportunity to stimulate economic growth, it could create a dependency.

A critique of neo-liberal assertions on modernization has come from neo-Marxists under the name of ‘dependency theory’. Dependency theorists, unlike Marx, do not expect capitalism development to work in the Third World in the same way that it first took root in Western Europe and the US or support a Soviet model of a centralised system. They propose a socialist model which is more decentralised and democratic. “…it is to critique the dependency form that capitalist development is seen to take in the Third World.”
 Essentially, dependency theory is an attack on late capitalism. Dependency theorists understand the current underdevelopment of developing countries to be a process within the framework of the global capitalist system. They understand global capitalism as a process that generates wealth and development in the industrialised world at the expense of creating poverty as an intentional by-product of the West and perpetuating underdevelopment in developing countries. “Dependency is a situation in which a certain number of countries have their economy conditioned by the development and expansion of another…placing the dependent countries in a backward position exploited by the dominant countries.”

Radical dependency theorists such as Frank and Amin suggest that in order to develop, developing countries need to cut themselves off and limit their ties to the capitalist market. They suggest that relying on their own strength and mutual cooperation outside of the capitalist system makes real economic growth a possibility. The objective is to allow industries to develop with protection in the hope that they will eventually be able to compete within the global market. In the short run, the domestic market often has to pay a higher price than they would in a free market yet tariffs on imported goods ensure that the domestic market grows. The problems faced by this type of growth is that developing countries do not have access to developed world technology and yet do not have the finance to invest in their own research and development. 

The development of the ‘Asian Tiger’ countries during the 1970s where rapid economic growth was experienced through integration into the world economy has dealt a serious blow to dependency theory assertions of stagnation and instead supports a liberal modernization theory approach.  Furthermore, attempts to establish industries under protection have largely been regarded as failures and developing countries have looked back to MNCs for the investment they require to industrialise. Even where protectionist import substitution has been used to develop the domestic market, in order to generate substantial growth an export led approach to generate capital was required. This necessitates integration into the world economy and a free market. The mistake that dependency theory makes is suggesting that dependence creates underdevelopment. On the contrary, former developing countries such as “Taiwan and South Korea have a more equitable distribution of income than do LDCs that have restricted outside investment.”
 Whilst there is undoubtedly some dependence, this is not a cause of underdevelopment. Underdevelopment creates dependence. I would suggest that a mercantilist approach embracing the positive aspects of MNCs yet recognising the need for maintaining tight control over the type of investment is a sensible middle road to take. A careful balance needs to be struck between state and market, autonomy and integration. 
The benefits of MNCs vary from country to country and multinational to multinational. Clearly, MNCs alone are not a necessary condition for economic development. In Korea there are few MNCs and yet rapid economic development. But MNCs are not a sufficient condition for economic development; Nigeria has abundant natural resources, yet no economic development despite the presence of MNCs. In contrast, Botswana has plenty of natural resources and has benefited from rapid economic development with MNCs. Foreign direct investment by multinationals can and has had unfortunate consequences for the economic, political, and social development of some developing countries. Dependency theorists would assert that MNCs operate systematically to harm the host society. However, Gilpin suggests, “On the whole, the record of the multinationals in the developing countries is a favourable one….many of the perceived negative consequences of foreign investment are actually either the results of the policies of the developing countries themselves or an integral part of the development process itself.”

In a similar way to foreign aid, MNCs can help fill resource gaps that a developing country cannot itself meet enabling it to improve factors of production. The 1994 World Investment Report described MNCs as “the main vehicle for the achievement of economic stability and prosperity in developing nations, stimulating growth and improving the receiving countries’ international competitiveness.”
 Rather than an objection to outside investment into the country, objections to MNCs are largely based on unequal development. “Developing countries have come to accept the growing presence of MNCs as a necessary evil, at worst, and as a contribution to the development process, at best.”
 There is little doubt from liberal and mercantilist perspectives that MNCs make an important contribution to the development process which developing countries need in order to integrate into the world economy. However, where there are issues of unequal development these need to be addressed by government regulation. According to Kohli, “the primary determinants of income distribution, at least in the short term, are the policies of the less developed governments themselves.”
  And as Gilpin recognises, “whether such a favourable development takes place or an unfavourable one occurs, however, is primarily a function of the policies pursued by host governments.”
 
A significant benefit of MNCs is their injection of capital into a developing country, bringing financial resources otherwise unavailable through their own capital and access to international capital markets. An important share of the total capital flow to developing countries comes from MNCs investment; estimations vary from 14.9 percent to 51.5 percent of the total flows to developing countries.
  Studies show that “foreign multinationals are indeed more productive, pay higher wages and are more export intensive than local firms.”
 MNCs contribute important foreign exchange earnings through their trade effect of generating exports. By producing goods for export, the balance of payments benefits and the developing country rises in the economic growth tables, becoming a more attractive prospect for further investment as well as contributing to the growing role of developing countries in world trade. MNCs provide immediate access to foreign markets and customers which would take domestic firms years of investment and effort to acquire for themselves.
 Developing countries have begun to see that control over the means to earning foreign exchange is held by MNCs and so competition is now intensifying between governments to construct the most attractive policies for MNCs.

Critics suggest MNCs create an outflow, rather than inflow of capital into developing countries “Capital flows from South to North through profits, debt service, royalties and fees, and manipulation of import and export prices.”
 Whilst critics understand that MNCs are not in the developing country for philanthropic reasons, they suggest that the return flows are unjustifiably high. Many MNCs benefit from substantial tax breaks so their contribution to the country’s revenue could be less than might be expected. Long established firms can negotiate special tax terms to maintain their position of profitability. However, in support of MNCs, they locate in developing countries for exactly that reason; to maximise profitability. Whilst capital does flow out of developing countries, there is equally large capital flowing in. Additionally, insofar as there is an increased interconnectedness with the world economy, any capital flows can be considered beneficial for that integration. Additionally, as Halperin recognises, “domination, exploitation, inequality, cultural distortions, authoritarianism, national disintegration, and formal but inauthentic democracy are universal attributes of industrial capitalist development.”
 Halperin suggests that this is not unique to developing countries now trying to industrialise but is a simply a by product of economic growth. Dependency theories underplay the intrinsic costs of development; development will always come at a cost. 

Large scale industrial investment by MNCs allows developing economies to grow and can have a positive multiplier effect, generating further income by increasing levels of domestic investment. A study of 69 developing countries found that “foreign investment increases of a dollar resulted in increase in total investment of between $1.50 and $2.30.”
 Clearly, local business could suffer if MNCs introduce products with famous brand names and sell them as loss leaders to capture the market. However, this could be regarded as a positive influence, making the market more competitive. Additionally, when MNCs are introduced as part of a broad strategy to complement indigenous industry, the introduction of MNCs can create linkages with local industry, providing materials for production. Additionally, the establishment of MNCs can create additional markets as employees have more disposable income. 

Developing countries benefit from the introduction of technology it otherwise could not afford. “The desire to obtain modern technology is perhaps the most important attraction of foreign investment for developing countries.”
 It allows developing countries to benefit and profit from expensive research and development and gives access to technology that would otherwise be unavailable to developing countries. There is then a technology transfer as “foreign firms train local staff, stimulating local technological activities and transfer technology throughout the local economy.”
 The knock-on effect of the introduction of technology improves efficiencies in production and encourages domestic technological development. The benefit of this technology is played down by critics who contend that the technology has little effect on the local population. In fact, they suggest that it could simply serve to undermine existing companies with less sophisticated equipment. Once again, whilst it may undermine existing companies, if this increases the country’s overall competitiveness which it will need in a global market, this can be perceived as an unevenly spread yet positive effect.

In support of a mercantilist perspective of a combination of state policy combined with market forces, Singapore has been successful in pursuing macroeconomic policy to attract electronics MNCs. Infrastructure has been built to cater for the needs of MNCs and liberal trade policies with low tariffs have been important in ensuring the success of Singapore as an attractive investment for MNCs. Singapore chose to specialise its domestic industry in supplying the electronics MNCs and have been effective in ensuring that domestic industry benefits through spillover from the technology through linkage programmes. The government also encouraged a ‘cluster’ approach in which the electronics MNCs work together. Essentially developing countries can shape policy to attract the type of MNCs that will work best with their indigenous industry by and providing incentives for them to continue their investment in the country. Not all countries can afford a pro-active industrial policy such as in Singapore, where the government invests ahead of demand and plans clusters by filling in the gaps. They may run the risk that local firms do not benefit. In these instances, where developing countries have relatively few local capabilities, improving local capabilities deserves some priority to attract MNCs as part of a broad strategy of development. 

MNCs can find themselves in a powerful position in developing countries. However, the growth that results from its presence; increasing demand for labour and causing wages to rise, could be considered the antithesis of the original attraction. Consequently, there could be a tendency for MNCs to move on to another developing country where wages are still low. There are undoubtedly situations where this has occurred but equally, many MNCs don’t want to move; it is not in their interests. Nike have been based in Thailand and Indonesia for more than twenty years; during this time the workers’ wages have more than doubled
 yet because productivity and efficiency has also improved, capital flight has not occurred and Nike have not moved production.  Furthermore, where MNCs have moved in pursuit of greater profitability, is this necessarily a bad thing? This means that the country is beginning to reap the long term benefits of MNCs and have provided a stepping stone to industrialisation. Wages have increased and living standards improved. It also means that the benefits of MNCs can be experienced elsewhere by other less developed countries so they too can benefit from integration into the world economy.
Developing countries trying to attract MNCs investment can be understood in the context of the competition state; “…they [states] are increasingly competing for market shares in the world economy.”
 Whilst liberals would suggest that an unregulated market is best and dependency theorists advocate shunning integration into the world economy, a mercantilist approach, accepting the need for some state policy to attract and control the inevitability of MNCs is clearly the most viable route to development. 
In a highly competitive world market, MNCs seek locations where they can establish themselves in a position that will give them a cutting edge in the pricing of their products. For the governments in developing countries, the prospect of industry established by large overseas companies is appealing. They provide employment and can enable the economy to move higher in the growth league tables. Singapore once again illustrates positive effects of integration in that by the mid 1980s, foreign firms were responsible for 70 percent of gross output in the manufacturing sector, employed more than 50 percent of the workforce and generated 82 percent of direct exports; more than 25 percent of Singapore’s GDP was produced by foreign companies.
 But to attract this investment, some investment is required. “States are obliged by structural change to seek commercial allies…some of these allies will be foreign-owned firms.”
 MNCs need a state in which to establish, and developing countries provide an attractive and profitable location. Yet this is a mutually beneficial exchange; developing countries use MNCs to further their own development. Quite simply, if it wasn’t in either party’s interests it wouldn’t happen. This realist perspective would highlights the importance of the state

Cerny suggests “this ‘commodification of the state’ itself is aimed at making economic activities located within the national territory, or which otherwise contribute to national wealth, more competitive in international and transnational terms.”
 The Competition State has actively pursued increased ‘marketization’. This can be understood in terms of a mercantilist perspective, embracing the liberal aspects of a free market economy to promote growth and development whilst making policy to regulate the economy and attract investment through MNCs. There are a number of ways that developing countries can attract this investment. Cerny suggests amongst others, governments can create policies to promote research and development, develop new forms of infrastructure and pursue a more active labour market policy. In doing this, the country will become a more attractive development opportunity for MNCs and importantly, can ensure that the right type of investment occurs, complimentary to indigenous industry and the country’s long term strategy for growth.
Conclusion

In order to become integrated into the world economy, which has been shown to be beneficial to developing countries, there is a need to industrialise. MNCs provide the stepping stone for developing countries, enabling them to achieve far quicker growth than they would otherwise be able to achieve. The dependency theorists’ strategy of protectionism is simply not a viable option in the context of the competition state. Conversely, a mercantilist approach that recognises developing countries need to embrace MNCs and open up the economy, establishing policy to attract investment is a much more pragmatic approach for developing countries.
However, not all MNCs are necessarily good for sustainable growth and some may indeed create a dependency if they are not part of a focussed plan of growth to enhance indigenous industry. For instance, a large country with few local capabilities and weak trading infrastructure is unlikely to benefit from attracting high-tech MNCs. A small country with no natural resources near a large market is more likely to benefit from export-intensive MNCs. Countries with sufficient government resources and capabilities could use MNCs more strategically and bear the risk of developing key sectors, spending on MNCs promotion and preparing industrial estates, while those without should develop local capabilities first. Essentially, policies of developing countries to attract MNCs should be part of a development strategy to achieve pre-defined objectives thus controlling and regulating the economy to maximise its potential.
MNCs can offer benefits and costs to a local economy. The extent of these costs and benefits depends on whether or not strong governance exists to maximise and ‘steer’ the direction of growth. The spillover effects developing countries need are not automatic and hence the presence of FDI is not sufficient in itself to capture benefits for the local economy. “Governments, for their part, have become acutely aware that they are competing, as rival suitors for the favors of foreign firms.”
 Spillovers are not free and depend on a competitive state strategy to capture and maintain MNCs investment. 
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