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NOTE

The UNCTAD Programme on Transnational Corporations of the United Nations serves as the focal point
within the United Nations Secretariat for all mattersrelated to transnational corporations. Inthe past, the Programme
on Transnational Corporationswas carried out by the United Nations Centre on Transnational Corporations (1975-
1992) and by the Transnational Corporations and Management Division of the United Nations Department of
Economic and Social Development (1992-1993). In 1993, the Programme was transferred to the United Nations
Conference on Trade and Development. The objectives of the work programme include to further the understanding
of the nature of transnational corporations and of their economic, legal, political and social effects on home and host
countries and in international relations, particularly between devel oped and devel oping countries; to secure effective
international arrangements aimed at enhancing the contribution of transnational corporations to national
development and world economic growth; and to strengthen the negotiating capacity of host countries, in particular
developing countries, in their dealings with transnational corporations.

The World Investment Report is published annually by the UNCTAD Programme on Transnational
Corporationsto contribute to a better understanding of transnational corporations, their activities and their impact.

The term "country" as used in this report also refers, as appropriate, to territories or areas; the designations
employed and the presentation of the material do not imply the expression of any opinion whatsoever on the part of
the Secretariat of the United Nations concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries. In addition, the designations of country
groups are intended solely for statistical or analytical convenience and do not necessarily express a judgement about
the stage of development reached by a particular country or areain the development process.

The following symbols have been used in the table:

Two dots (..) indicate that data are not available or are not separately reported, Rows in tables have been
omitted in those case where no data are available for any of the elementsin the row;

The dash (--) indicates that the item is equal to zero or itsvalueis negligible;
A blank in atable indicates that the items is not applicable;
A slash (/) between dates representing years, e.g., 1988/89, indicates afinancial year;

Use of hyphen (-) between dates representing years, e.g., 1985-1989, signifies the full period involved,
including the beginning and end years.

Reference to "dollars"(s) means United States dollars, unless otherwise indicated.
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PREFACE

The World Investment Report 1993; Transnational Corporations and Integrated
I nternational Production (United Nations Publication, SdeNo.E.93.11.A.14) published by the United
Nations Conference on Trade and Development, Programme on Transnational  Corporations, is the
third in an annud series of reports on foreign direct investment and the activities of transnationd
corporations.

There are now some 37,000 transnationa corporationsin theworld, with over 170,000 foreign
dfiliates. Depite the temporary fdl in world-wide foreign-direct-investment flows during the early
1990s, future prospectsfor international production activities suggest that these flowswill soon recover
and grow subgtantidly over thedecade. Indeed, investment flowsto devel oping countriesare continuing
to rise; and, with the opening up of the countries of Central and East Europe, the opportunities for
foreign direct investment have become truly globd. Transnationd corporations are evolving new
organizationa structures and strategies to pursue these opportunities and to reglise a more integrated
pattern of production.

The World Investment Report 1993 contains, in its 300 pages, over 80 statistica tables and
chartsrelated to the operations of transnational corporations. It describes and analyses the continuing
expansion of transnationa corporations, the regionalization and globdization of firms, the emergence of
an integrated international production system and some legd and policy implications of these
developments.

This Executive Summary contains the principa findings of the World Investment Report

1993. It isintended to reach a wider readership and should be particularly useful to policy makers
hard-pressed to afford the time to read the full report.

New York, July 1993
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Transnaiond corporations are a powerful force for binding national economies together.
Through complex corporate strategies and intricate network structures, transnational corporations
engageininternational production characterized by asophidticated intra-firm divison of labour for each
corporate function. Asaresult, they create an integrated international production system which places
about one third of the world's private sector productive assets under the governance of transnationa
corporations. The World Investment Report 1993: Transnational Corporations and Integrated
International Production, prepared by the United Nations Conference on Trade and Development
(UNCTAD) Programme on Transnationa Corporations (formerly the United Naions Centre on
Transnationa Corporations)--thethird in an annua series of reports on transnationa corporations and
foreign direct investment--provides an analyss of the changing activities of transnational corporations

and their impact on world-wide economic change. The mgor findings of the Report are summarized
below.

THE UNIVERSE OF TRANSNATIONAL CORPORATIONS

The universe of transnational corporationsislarge, diverse and expanding. By the early 1990s,
therewere 37,000 transnationa corporationsin theworld, with over 170,000 foreign affiliates (table 1).
Of these, 24,000 transnationa corporations were based in 14 mgjor home developed economies, up
from 7,000 in 1970. Even those figures undergtate the number of firms that operate as transnationa
corporations, both because of measurement difficulties, and because firms carry out their transnationd
activities and exert control over foreign productive assets through a variety of non-equity
arrangements--subcontracting, franchising, licenang and the like--as well as through the formation of
drategic aliances. These forms of international expanson occur with little or no foreign direct
investment, and are therefore only partialy captured by foreign-direct-investment dataor by firm-leve
data defined by equity participation. More than 90 per cent of dl transnaiond corporations are
headquartered in the devel oped countriesand lessthan 1 per cent arefrom Centra and Eastern Europe.
Those from devel oping countries account for approximately 8 per cent of al transnationa corporations
and 5 per cent of the global stock of foreign direct investment.
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Table1. Number of parent transnational corporations and foreign affiliates,
by area and country, early 1990s

(Number)

Area/economy Parent corporations Foreign affiliates Year

based in country located in country?

Developed countries 33 500 81 800
Audrdia 1036 695 1992
Augtria 679 2221 1990
Belgium and Luxembourg 96 1121 1978
Canada 1308 5874 1991
Denmark 800 647° 1992
Finland 1300 1000 1992
France 2 056 6 870 1990
Germany, Federal Republic of 6984 11 821 1990
Greece . 798 1981
lceland 14° 28 1991
Ireland 30 956 1992
Itay 263 1438 1992
Japan 3 529° 3150 1992
Netherlands 1426 2014 1992
New Zealand 201 1078 1991
Norway 1321 2 854 1990
Portugal 684 6 680 1992
South Africa " 1884 1978
Spain 744 6 232° 1992
Sweden 3529 2400 1991
Switzerland 3000 4 000 1985
Turkey " 267 1989
United Kingdom 1 500" 2 900' 1991
United States 3 000 14 900" 1990

Developing economies* 2700 71 300
Brezil 566 7 110° 1992
China 379 15 966' 1989
Colombia . 1041 1987
Hong Kong 500™ 2828 1991
India 187 926' 1991
Indonesia 1064 1988
Mexico 8 953 1989
Oman " 1489 1989
Pakistan 57 560° 1988
Philippines 1952 1987
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(Table 1, cont'd.)

Area/economy Parent corporations Foreign affiliates Year
based in country located in country®
Developing economies (cont'd.)
Republic of Korea 1049 3671 1991
Saudi Arabia 1461 1989
Singapore 10 709 1986
Taiwan Province of China . 5733 1990
Former Yugodavia 112 3900 1991
Central and Eastern Europe” 400 21 800 1991
Bulgaria 26 114° 1992
Commonweslth of
Independent States® 68° 3900
Former Czechoslovakia 26° 800 1992
Hungary 66° 2400 1992
Poland 58° 3800 1992
Romania 20° 6 900 1992
World 36 600 174 900

Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993: Transnational Corporations
and Integrated International Production (United Nations publication, Sales No.E.93.11.A.14).

a Represents the number of affiliates in the country shown.

b For 1990.

c For 1986.

d For 1989.

e For 1991.

f  For 1988.

g For 1987.

h Represents at total of 24 bank parentsin 1991, and about 1,500 non-bank, non-oil and non-insurance concernswith direct
investments above ,20 million in 1981.

i Representsatotal of 2,419 manufacturing affiliates in 1990 and 518 bank affiliatesin 1992.

j  Represents a total of 2,183 non-bank parent corporations in 1990 and 89 bank corporations in 1989 with at least one
foreign affiliate whose assets, sales or net income exceeded $3 million, and 723 non-bank and bank parent corporationsin
1989 whose affiliate(s) had assets, sales and net income under $3 million.

k Represents atotal of 10,142 non-bank affiliatesin 1990 and 467 bank affiliates in 1987 whose assets, sales or net income
exceeded $1 million, and 4,336 bank and non-bank affiliates in 1987 with assets, sales and net income under $1 million.
Each affiliate represents a fully consolidated United States business enterprise, which may consist of a number of individual
companies. 10,142 non-bank affiliates represented 31,388 companies in 1990.

| Includes the largest host countries and countries for which data on parent corporations could be obtained.

m For 1982.

n Datafor affiliates are estimated using number of joint-venture registrations and available information on the number of
registrations that are operational.

0 Relates to the whole of the economic territory of the former USSR.
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The universe of transnationd corporationsis highly concentrated in terms of the share of foreign
assets controlled by thelargest firms. Roughly 1 per cent of parent transnationa corporationsown half
of theforeign direct-investment stock or totd affiliate assets. Thelargest 100 transnationa corporations
accounted for roughly $280 billion of theworld stock of outward investment in 1990, 14 per cent of the
tota (table 2).

THE GROWTH OF FOREIGN DIRECT INVESTMENT

The growing influence of transnational corporations can be seen in the increase in the stock of
foreign direct investment and the growth in the number of transnational corporations and their foreign
affiliates. During the 1980s, and especidly after 1982, annud foreign-direct-invesment flows grew
rapidly. By 1992, the globd stock of foreign direct investment had reached approximately $2 trillion,
which generated about $5.5 trillion in sdles by foreign affiliates (compared to world exports of goods
and ron-factor services of $4 trillion). The pace of growth dowed during 1991 and 1992, but that is
probably atemporary phenomenon, largely due to recesson in the biggest economies.

The growth of foreign direct investment in the 1980s was increasingly concentrated within the
Triad regions, as described in the World Investment Report 1991: The Triad in Foreign Direct
Investment (United Nations publication, Sales No. E91.11.A. 12). In the early 1990s, however,
investment flowsto devel oped countries declined, while thoseto devel oping countriesincreased, espe-
cidly in Asaand Latin America and the Caribbean, in response to rapid economic growth and fewer
restrictions.

Thedecline of investment inflowsto devel oped countries can be attributed, in part, to slow groath
and recession in the European Community, Japan and North America (table 3). The attractiveness of
these economies as hosts was further reduced since domestic profitability dso declined. In addition,
recess on has reduced the ability and willingness of transnational corporations from these economiesto
expand abroad. Japan in particular saw itsinvestment outflows dedline subgtantidly asdomestic finencia
wesknesses on top of declining profitability hampered the ability of Japanesetransnatiord corporations
to invest abroad.

At the sametime, the expanson of foreign direct investment to devel oping countrieswasthe result
of the resurgence of strong economic performance in awide spectrum of developing countriesin Asa
and Latin America, their control of vita naturd resources in Africa and their continuing efforts to
liberalize and privatize (table4). The growth of transnationa corporation activitiesin Latin Americaand
Asahasbeen further stimulated by progresstowardsaNorth American Free Trade Agreement and, in
Adga, by variousgovernmenta actionsto promotetrade and foreign direct investment. The generd trend
towards liberdization and privatization has aso been evident in Centra and Eastern Europe where
inflows continue to grow.
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Table 2. The largest 100 non-financial transnational corporations, ranked by foreign assets, 1990
(Billion of dollars and number of employees)

Foen Total Foegn Total Foregn Toel

Rank Corporation Country Industry assts assets sales sakes employment employment
1 Royal Dutchshell United Kingdom/

Netherlands Petroleumrefining 692 1064 47 1065 99000 137000
2 Ford United States Motorvehiclesand parts %2 1737 473 977 183904 370383
3 GM United States Motorvehiclesand parts 526 1802 313 120 51130 767200
4 Boon United States Petroleumrefining 516 877 P05 1158 65000 104000
5 IBM United States Computers 47 876 49 690 167868 373816
6 British Petroleum United Kingdom Petroleumrefining 316 503 433 503 87200 118050
7 AssaBrownBoveri Switzerland Industrialand farmequipment 269 02 %6 267 0177 2514
8 Nestle Switzerland Food s 20 %68 %65 192070 199021
9 Philips Electronics Netherlands Electronics 233 06 28 08 217149 272800
10 Moabi United States Petroleum refining 23 a7 43 578 2758 67300
u Unilever United Kingdom//

Netherlands Food N 247 167 06 261000 304000
2 Matsushita Electric Japan Electronics s 620 20 468 67000 210848
13 Fiat lialy Motorvehiclesand parts 195 663 27 475 6712 W28
14 Siemens Gemany Electronics N 81 iivg 302 143000 373000
15 Sony Japan Electronics s 26 127 209 62100 112900
16 Volenagen Germany Motorvehiclesand parts i 20 x5 21 BIH 208744
17 Eif Aouiitaine France Petroleum refining 170 26 14 24 RB%7 90000
18 Mitshubishi Japan Trading 167 738 45 1203 . 417
19 GE United States Electronics 165 1539 83 577 62530 298000
20 DuPort United States Chemicals 160 39 175 378 36400 124900
2 Alcatel Alsthom France Electronics 153 B2 130 266 112966 206500
2 Mitsui Japan Trading 150 608 481 1362 . 90U
4] NewsCorporation Australia Publishingand printing 146 207 46 57 . B4R
2 Bayer Germany Chemicals 142 54 203 29 80000 171000
b3 BAT.Industries United Kingdom Tobaoco N 81 165 29 . 27313
% FanAVireim tily Food 134 08 80 140 230 4499
2 Rhone-Poulenc France Chemicals 130 213 n1 144 5055 91571
2 BAS Gemany Chemicals s 243 191¢ 20 46069 134647
29 Toyoia Japan Motorvehiclesand parts 128 %1 248 601 136 %6849
0 Philip Morris United States Food 125 466 105 512 66000 163000
3 Hoedhst Germany Chemicals s 29 27 218 169 17280
2 RocheHolding Switzerland Pharmeaceuticals L 178 67 70 41802 52686
R Ciba-Geigy Switzerland Phamaceuticals/chemicals N 205 79 143 69702 %14
A Harson United Kingdom Building meterials ni 216 63 134 52000 80000
b Michelin France Rubberand plastics N 149 91 15 1533 140829
b Dow Chemical United States Chemicals 109 240 103 198 2612 62080
37 Toial France Petroleumrefining s 206 71 26 2384 46024
B Amooo United States Petroleum refining 106 22 85 280 10560 54524
9 ICI United Kingdom Chemicals 105 208 177 20 78400 132100
40 C.ioh Japan Trading 105 584 483 1511 3620 9643
4 Grand Metropolitan United Kingdom Food 104 177 97 160 . 138149
2 Saint-Gobain France Building meterials 99 176 78 127 69651 104987
3 Volvo Sweden Motorvehiclesand parts 97 181 22 141 20346 68800
“ Petrofina Belgium Petroleum refining s 123 57 174 . 2380
4% Generale DesEaux France Corstruction 90 217 55' 25 53 173000
% Nissan Motor Japan Motorvehiclesand parts ¢ %64 168 X7 30050 120546
47 R1Z United Kingdom Miningandcrude-al

production 84 93 73 93 58153 73612
8 Chevion United States Petroleum refining 84 Bl 98 36 10953 54208
Y] Sohvay Belgium Chemicals 81 89 72 1 36578 45671
50 Xerox United States Sttt
et 80 315 75 184 . 110000

51 Texaco United States Petroleum refining 78 260 180 409 . 2019
2 Electrolux Sweden Electronics 78 g g 139 123337 150892
58] T United States Diversified services 75 40 65 206 . 114000
5 Daimier-Benz Germany Transportand communication 2 451 02 529 331 371678
% Rerauit France Motorvehiclesand parts 74 25 122 02 24 157378
% Thomson France Electronics 74 205 98’ 139 %225 106460
57 Thomson Corporation Canada Publishingand printing 74 79 48 53 3870 24800
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(Table 2, cont'd)
Foregn Total Foren Total Foregn Total
Rank Corporation Country iindustry assets assets sles sales employment employment
53 Stora Sweden Forestry products 73 150 89 n1 47544 69691
5 Pechiney France Metals 73 142 86 142 39458 70965
60 Olderbank Switzerland Buildingmeterials 69 74 34 38 214 2057
61 Alcan Aluminium Canada Metal products 68 106 76 89 41040 55500
62 Sandoz Switzerland Phamaceuticals 67 101 8r 90 422409 52400
6 Honda Japan Motorvehiclesand parts 67 180 161 269 28760 7200
64 Toshiba Japan Electronics £ 302 103 B3 27000 162000
&% ENI ltaly Petroleum refining 65 603 156 418 2131 10745
6 Procter &Gamble United States Sogpsand cosmetics 65 185 96 241 45278 R65
67 Eastman Kodak United States Scienttificand photographic
equipment 64 %1 82 189 54100 134450
68 Marubeni Japan Trading 63 549 31 1310 350 9906
i) GlaxoHoldings United Kingdom Pharmaceuticals 61 86 51 57 0934 B25
0 Fetcher Challenge New Zealand Forestry produdts 59 104 49 73 . 40000
7 Nissho i Japan Trading i 388 25 %4 2073 730
” Seegram Canada Beverages 57 102 46! 48 938 17600
B Chryser United States Motorvehiclesand parts 57 464 85 06 080 10093
74 Tenneco United States Industrial and farmequipment 56 190 46 145 N 92000
» Usinor-Saollor France Metals L 208 73 176 3105 97300
% Hewett-Padkard United States Computers 53 14 72 132 35000 R0
w Az Netherlands Chemicals 53 81 63 95 47700 69800
B SmithklineBeecham United Kingdom Pharmaceutials 52 75 74 85 46413 57300
n Bridgestore Japan Rubberand plastics o 130 76 132 55000 1234
80 Aloca United States Metals 51 14 43 107 27391 63700
8l Digital Ecuiprment United States Computers 51 nz 71 129 . 124000
& Olivetti lely Computers 50 124 48 5 2660 53679
8 SKF Sweden Metal products 50 55 45' 47 48075 539%6
8 Lair Liquide France Chemicals 49 71 29 54 17000 28000
& AtlanticRichfield United States Petroleumrefining 49 29 39 188 N 27300
8 GTE United States Telecommunications 49 B8 30 184 36000 177000
87 Mannesmann Germany Industrial and farmequipment 49 153 90 148 AL 123997
8 RobertBoch Germany Motorvehiclesand parts .l 158 100" 197 62087 179636
® SCA Sweden Paperand packeging 48 86 42 53 1950 D10
D Peugect France Motorvehiclesand parts 48 26 158 25 3180 159100
a M United States Sgientificand photographic
equipment 47 m 62! 130 200 89601
R McDoreld’s United States Restaurants 46 107 65 188 N 177000
B Cableand Wireless United Kingdom Telecommunications 46 72 33 38 2821 3768l
A United Technologies United States Aerospace 44 159 78 214 84500 192600
% Lonrho United Kingdom Trading .l 70 56 93 12739 142159
% Johnson&Johnson United States Pharmaceuticals 44 95 58 n2 44365 8492
a7 BHP Avstraia Metals 43 162 32 108 N 52000
B NorskHydro Norway Chemicals 43 120 59 98 16745 B2
€0 Veba Germany Trading . 308 95 29 146% 106877
100 LVMH Moet-

Hennessy France Beverages 42 88 26 37 . 27

Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993: Transnational Corporations and Integrated International Production
(United Nations publication, Sales No. E.93.11.A.14).

a Industry classification of companies follows that in the Fortune Global 500 list in Fortune, 29 July 1991, and the Fortune Global Service 500 list in Fortune, 26
August 1991, except for Akzo, Daimler-Benz, GTE, ITT McDonald’s and SCA corporations. In the Fortune classification, companies are included in the industry or
service that represents the greatest volume of their sales; industry groups are based on categories established by the United States Office of Management and Budget.
Several companies, however, are highly diversified. These companies include 3M.Ferruzzi Montedison, GE, Grand Metropolitan, Hanson, ITT, Sandoz, Tenneco, United
Technologies and Veba.

b Excludes other European countries.

c Data for foreign assets not available: ranking is according to foreign assets estimated by the Transnational Corporations and Management Division on the
basis of the ratio of foreign to total employment, foreign to total fixed assets or other similar ratios.

d  Includes export sales which are not separately reported.

e For 1992; previous data not available.

f For 1993; previous data not available.

o] Company’s own estimate.
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Table 3. Inflows and outflows of foreign direct investment, 1987-1992

(Billions of dollars and percentage)

1987 1988 1989 1990 1991 1992 1981- 1986- 1991 1992 1981-  1986- 1991
1992

1985 1990 1986 1990
Country (Billioncf ddlay Seeintdd (paoatay) Gonthree(pacatagy)

Devdoped countries

Inflows 109 132 167 172 108 86 74 83 74 68 0.2 24 37 -20

Outflows 132 162 203 225 177 145 98 97 97 97 3 24 21 -18
Developing economiese

Inflows 25 30 29 31 39 40 26 17 16 32 -4 14 21 3

Outflows 2 6 10 9 5 5 2 3 3 3 33 45 -39 0
All countries

Inflows 135 162 196 203 149 126 100 100 100 100 -0.9 22 -27  -15

Outflows 135 168 213 234 183 150 100 100 100 100 4 24 -22 -18

Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993:
Transnational Corporations and Integrated International Production (United Nations Publication, Sales
No.E.93.11.A.14).

a Based on preliminary estimates.

SHIFTSACROSS SECTORS

Therapid increasein foreign direct investment throughout the world has been accompanied by a
pronounced change in its sectord compostion, from the primary sector and resource-based
manufacturing towards services and technol ogy-intensve manufacturing (table 5). Although the growth
inservicesforeign direct investment hasfoll owed advancesin information technology, globa expanson
through foreign direct invesment hasbeen constrained by |egidative obstacles. Consaquently, therecent
wave of liberdization hashad aparticularly marked effect on servicesforeign direct investment, whichis
likely to continue during the coming decade. Significant capitd-intensve service indudtries (such as
telecommunications and air transportation) have only recently opened up to foreign direct investment,
providing new opportunities for transnationa corporations.

The stock of foreign direct investment in the primary sector is now dwarfed by that in other
sectors. However, it sill grew quite impressively during the 1980s. Indeed, in developed market
economies, itsinward stock grew faster than in any other sector and faster than the stock of primary
sector inward foreign direct investment to developing countries. This unexpected devel opment was
brought about by the combined effect of intense merger activity, notably in petroleum, and the seerch for
safer investment locations. However, as more developing countries introduce open and stable
foreign-direct-investment regimes, therearesgnsthat locationd decisionsinthe primary sector areagain
emphasizing natural advantages. But the continuing uncertainty in some resource-rich economiesin
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trangtion, particularly the Russan Federation and those in southern Africa, will affect future flows of
foreign direct investment in this sector.

The stock of foreign direct investment in the secondary sector hasdeclined, relativeto services,
athough in developing countriesits stock was still considerably larger in 1990 than that in other sectors.
The ggnificant changes in manufacturing have been more quditative in their nature. In particular, there
has been a shift from |abour-intensve manufacturing towards more capita-intengve industries, both
across and within countries. During the 1980s, thiswas most pronounced in theinward stock of foreign
direct investment in the newly industrializing economies. Furthermore, increasing technological demands
in much of manufacturing are leading to new forms of corporate activity. Non and low-equity foreign
direct investment have become established meansto control assets abroad, and strategic alianceshave
expanded, particularly in thoseindustrieswith short product cyclesand high research-and- deve opment
costs.

Table4. Inflows of foreign direct investment to developing countries, by region,
1981-1985, 1986-1990 and 1991
(Billions of dallars and percentage)

Average Sharein total Growth rate
(Billions of dollars) (Percentage) (Percentage)
Country/economy 1981- 1986- 1981- 1986- 1981- 1986-
1985 1990 199 1992% 1985 1990 199 199 1985 1990 199 1992
1 1 2 1
All countries 50 155 149 126 100 100 100 100 -1 22 -27 -15
Developing countries 14 26 39 40 26 17 26 32 -4 14 24 3
Africa 2 3 3 2 3 2 2 2 12 6 21 -33
East, South and
South-East Asia 5 13 20 21 10 9 13 17 -3 21 8 5
Latin Americaand
the Caribbean 6 9 15 16 12 6 10 13 -10 9 53 7
Oceania 0.1 0.2 0.1 05 0.3 0.1 0.1 04 -2 27 -57 400
West Asia 04 04 0.8 0.8 1 0.3 05 0.6 7 27 61 0
Other® 0.03 0.05 0.1 0.1 0.1 0.03 0.1 0.08 -10 103 35 0
L east developed countries 0.2 01 0.2 . 03 01 0.1 . -04 1 12
Ten largest host
developing economies 9° 174 25° 26° 18° 11° 16¢ 218 Qb 18° 449 4

Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993: Transnational Corporations and Integrated
International Production (United Nations publication, Sales No.E.93.11.A.14).
Estimated.
Maltaand Y ugoslavia.
Argentina, Brazil, China, Colombia, Egypt, Hong Kong, Malaysia, Mexico, Nigeriaand Singapore.
Argentina, Brazil, China, Egypt, Hong Kong, Mexico, Nigeria, Singapore, Taiwan Province of Chinaand Thailand.
Argentina, Brazil, China, Indonesia, Malaysia, Mexico, Republic of Korea, Taiwan Province of China, Thailand and Venezuela.
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Table5. Sectoral distribution of foreign-direct-investment stock for the lar gest
developed home countries and the lar gest developed and
developing host countries, 1970-1990

(Billions of dollars and percentage)

1971- 1976- 1981- | 1986- 1981
1970 1975 1980 1985 1990 1975 1980 1985 1990 - 1970 1975 1980 1985 199
Group of countries 1990
and sectors
Billions of dollars Average annual growth ratein per cent Sharein percentage
A. Outward stock
Developed Countries® 29 58 88 115 160 14.0 87 55 6.8 6.2 22.7 253 185 185 11.
Primary 58 103 208 240 556 117 15.1 29 18.3 10.3 45.2 45.0 438 38.7 38.
Secondary 41 68 179 265 720 104 214 82 221 14.9 314 27.7 37.7 42.8 50.
Tertiary 129 229 475 620 1436 117 15.7 55 18.3 117 100.0 100.0 100. 100.0 10(
Total 0
B. Inward stock
Developed countries” 12 17 18 39 94 4.7 5.9 16.7 19.2 18.0 16.2 121 6.7 9.2 9.
Primary 44 79 148 195 439 10.7 13.4 5.7 17.6 115 60.2 56.5 55.2 46.2 42.
Secondary 17 44 102 188 499 16.5 18.3 13.0 216 17.2 23.7 314 38.1 445 48.
Tertiary 73 140 268 422 1032 113 139 95 19.6 14.4 100.0 100.0 100. 100.0 10(
Total 0
Developing countries/
economies’ . 7 17 31 46 . 19.4 12.8 8.2 10.5 . 20.6 22.7 24.0 21.
Primary . 19 41 64 102 . 16.6 9.3 9.8 9.5 . 55.9 54.6 49.6 48.
Secondary . 8 17 34 62 . 16.3 14.9 12.8 13.8 . 235 22.7 26.4 29.
Tertiary . 34 75 129 210 . 171 114 10.2 10.8 . 100.0 100. 100.0 10(
Total 0

Source: UNCTAD, Programme on Transnational Corporation, World Investment Report 1993: Transnational Corporations and Integrated
International Production (United Nations publication Sales No.E.93.11.A.14).

a Australia, Canada, France, Federal Republic of Germany, Italy, Japan, Netherlands, United Kingdom and the United States; together these
countries accounted for almost 90 per cent outward FDI stock in 1990. 1970 and 1971-1975 growth data exclude Australiaand France.

b Australia, Canada, France, Federal Republic of Germany, Italy, Japan, Netherlands, Spain, United Kingdom and the United States; together
these countries accounted for approximately 72 per cent of total inward FDI stock in 1990. 1970 and 1971-1975 growth data exclude
Australia, France and Spain.

c Argentina, Brazil, Chile, China, Colombia, Hong Kong, Indonesia, Malaysia, Mexico, Nigeria, Philippines, Republic of Korea, Singapore,
Taiwan Province of China, Thailand and V enezuela: together these countries accounted for 68 per cent of total inward FDI in developing
countries
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TRENDSAND CYCLESIN FOREIGN DIRECT INVESTMENT

The decline in world-wideinvestment flowsin 1991 and 1992 has marked the end of aperiod of
congtantly and rgpidly risng flowsthat began in 1982 (figure 1). This dow-down raisesthe question of
the extent to which the surge in investment flows in the 1980s was the result of short-term factors-the
strong growth of the world economy and the boom in mergers-and-acquisitions activity or whether the
influence of long-term factorsis dso changing the underlying trend.

Figure 1. Outflowsof foreign direct investment, 1970-1991
(Logarithmic vaues)
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Source:  UNCTAD, Programme on Transnational Corporations, World Investment Report 1993:
Transnational Corporation and Integrated Production (United Nations publication, SalesNo. E.93.11.A.14).

The pattern of foreign-direct-investment flowsin the second half of the 1980swasthe result of an
inter-play between short and long-term factors. Similar to domestic investment, investment flows are
strongly correlated with the growth of gross nationa product. The strong growth of the world economy
in 1980s boosted the growth of foreign-direct-investment flows from the mgor home countries. The
mergers-and-acquisitions boom aso promoted the surge in foreign direct investment. The impact of
those short-term factorswas amplified by long-term factors- - policy rel ated devel opments and changes
in the structure of the world economy as aresult of the operations of transnationa corporations-which
changed the underlying trend of investment flows. Policy-related devel opmentsinduded theliberdization
of trade and investment regimes, especidly in the developing countries; the soread of  privatization
alowing transnationd corporations to enter previoudy closed indugtries; changes in the exchange rate
between the dollar and the yen, encouraging awave of Japaneseforeign direct investment; and regiond
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integration schemes, notably the European Community, that induced consderable intra and
interregiona investments. Structura factors-the sze of internationa production and its increasingly
integrated nature--a o influenced the underlying trend.

Theselong-term factors suggest that the scopefor rapid growth of foreign-direct-invesment flows
remains subgtantia, over and above the simulus to those flows from arecovery in the world economy.
Imbal ances across countries and regions--for example, thelow leve of investment flowsto Japan-aso
indicate that thereis plenty of room for further growth. TheWorld Investment Report 1993 therefore
projectsthat investment flowswill grow aong an upward trend, athough cyclicd factorswill continueto
result in short-term fluctuations during the 1990s.

Such projections do not fully reflect the role of transnationa corporations in influencing world
development. As discussed in last year's report, World Investment Report 1992: Transnational
Corporations as Engines of Growth (United Nations publication, Sales No. E.92.11.A.19),
transnational corporations have an impact because they embody a package of potentialy
growth-enhancing atributes, including capitd, technology, manageria and organizationa know-how and
access to international markets. These are becoming increasingly potent festures of the growing
integration of the world economy.

RECENT POLICY DEVELOPMENTS

The continuing growth of foreign direct invesment is being facilitated by developments in the
policy framework. At themultilatera level, examplesinclude the adoption of the World Bank Guiddines
on the Treatment of Foreign Direct Investment. They propose generd standards of fair and equitable
treatment, nationa treatment and most-favoured- nation treetment. Those standards apply, in principle,
to dl activities of foreign investors, from setting up abroad to the ultimate disposal of an investment.
Elsawhere, the United Nations Conference on Environment and Development (UNCED), hddinRiode
Janeiroin June 1992, adopted the Agendafor the 21st Century. It condders generic management issues
and recommendsthat corporations establish worl d-wide corporate policies on sustainable devel opment.
Theseinclude policiesto facilitate the transfer of clean technology to devel oping countries, to go beyond
the exigting practices and adopt no less stringent standards of operation asin their home country, and to
report annudly on their environmenta records. These developments at the multilateral level, combined
with aninitiative of the OECD to examinethefeashility of a"wider" investment instrument, suggest that
the search for a more comprehensive approach to foreign direct investment and the activities of
transnational corporations continues.

At the bilaterdl and nationd levels, too, policy developments continued in 1992. The number of
bilaterd investment tresties concluded by OECD countries reached 506 at the end of 1992, with a
marked growth in the participation of Latin American countries and the newly independent satesin
Centrad and Eastern Europe. Nationdly, al 79 new |legidative measures adopted in 1992 in 43 countries
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wereintended to liberalize the ruleson foreign direct investiment; in 1991, 80 of 82 measureswere more
liberd (as reported in the World Investment Report 1992). Other significant policy changesincluded
legidative actions to increase intellectual property protectionand to provide thelegd conditionsfor the
participation of transnaiond corporations in the privatization of state industries, a mgor source of

foregn-direct-invesment growth.

NEW STRATEGIESBY TRANSNATIONAL CORPORATIONS

The ability of transnationa corporations to contribute to internationa economic integration isa
result both of their attributes and of how they respond to the economic and policy environment inwhich
they operate. The strategies of transnational corporationsevolve, asfirms respond to various pressures
and opportunities, including improvements in information technologies, the convergence of demand
patterns across countries, the intengfication of competition and the opening of marketsto internationa
trade and foreign direct invesment. The new drategiesimply sgnificant changesin how production is
organized across borders, they have led firms to locate a wider range of their value-adding activities
abroad.

The drategies of transnationa corporations increasngly involve more complex forms of cross-
border integration (table 6). Under the smplest dtrategies--sand-done afiliates or multi-domestic
affilistesengaged ininternationa production while serving asingle host economy or host region-- dfilistes
haveahigh degree of autonomy from the parent firm. They are reponsiblefor most of the activitiesthat
comprise their value chain, and in some instances can act as saf-contained entities.

Astrade barriers fall, as communications technologies improve and as international competition
intengfies, firms are turning to outsourcing for parts of ther vaue-adding operations. They are
grengthening the links with their foreign affiliates and with separate firms operating as subcontractors,
licencesetc. However, theselinksare only for pecific activities. The existence of outsourcing isbased
largely upon the cost advantages of aparticular host country for aparticular component. The affiliate or
subcontractor engaged in outsourcing cannot stand a one. It depends upon the parent firm for anumber
of key activities, while the parent firm depends on the ffiliate for part of its overal vaue chain.

More recently, many transnational corporations have moved beyond these "smple integration”
drategies. They are now tregting al activities across the entire vaue chain as potentia candidates for
being performed by one or more &ffiliates. Thisnew approacht-"complex integration’--is made posshle
by huge improvements in communication and information technologies. They dlow transnationd
corporationsto coordinate agrowing number of activitiesin awidening array of locations. This, inturn,
changes the way in which transnationa corporations structuretheir activities. In anumber of instances,
indeed, information technology is leading to a""re-enginesring” of reaionships within firms.
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Complex integration isa so being driven by thetendency for marketsto converge. More products
are 0ld in the same or amilar form in agrowing number of national markets. In addition, competition
forces firms to seek cost savings and profits from al segments of ther vaue chains. As a result,
companies are arranging certain functions-research and development, procurement, accounting, data
entry and processing, as well as activities for specific products or product lines, such as component
manufacturing and assembly--in a way that requires close links between parent firms and foreign
affiliates, among foreign affiliates themsalves and between parents and affiliates and firms linked via
dliances. With that type of integration, separate activities performed ininternationa locationsare va ued
according to how they contributeto the objectives of thefirm asawhole, rather thantheir profitability at
the host country locetion.

Table 6. Evolution of the strategies and structures of transnational corporations

Form Types of intra-firmlinkages | Degree of integration Environment
Stand-alone, e.g., multi-domestic | Ownership, technology Weak Host country accessible to
FDI: significant trade
barriers; costly
communications and

transportation

Simple integration, ed., | Ownership, technology, | Strong at some points of Open trade and FDI regime,

outsourcing markets, finance, other | valuechain, weak inothers | at least bilaterally,; non-
inputs equity arrangements
Complex international | All functions Potentially strong | Opentrade and FDI regime;
production, e.g., regional core throughout value chain information  technology;
networks convergence in tastes;

heightened competition

Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993: Transnational Corporations
and Integrated International Production (United Nations publication, Sale No.E.93.11.A.14).

Integration is also occurring across geographical lines. Multidomestic Srategiesare being super-
seded by regiona and globa drategies. The inditution or srengthening of regiona integration
agreements has helped foster regiond drategies of transnational corporations, an issue andyzed in
World Investment Report 1992. Some transnationd corporations are beginning to pursue globd
drategies that include severd mgor regions and cover the dlocation of many dements in their vaue
chains. Thus, activities such asresearch and devel opment or procurement may be Stuated in an afiliate
inahost country or region and linked to operations €l sewhere to produce goods and services that are
then sold in many markets.
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Integration is proceeding at different rates across industries and functions. The cross-nationd
divison of labour has undoubtedly proceeded most rapidly in certain manufacturing industries, such as
automobilesand e ectronics, and in servicesindustriesincluding air transport and banking. Researchand
devel opment, spurred by advancesin information technologies, isbecoming increasingly cross-border,
both within firms and between firms through drategic dliances. But a truly globd re-
search-and-deve opment and manufacturing system istill restricted to ardatively small number of fims
Financid management is probably the most globd of the mgor corporate functions, stimulated by
electronic transfers and the 24-hour trading day. Marketing has taken advantage of communications
technologies, but is till subject to nationd, regiona and culturd differences in consumer tastes and
habits. Such activities as data processing and software-writing can take place dmost anywhere in the
world. On the other hand, regulatory differences mean that accounting and lega reporting aredill largey
nationaly based.

In principle, however, virtualy every corporate function can belocated anywhere and carried out
in an integrated manner for a corporate system as a whole. To the extent that this is the most
cost- effective way of organizing production--as it seemsto be--it becomes abenchmark for firmsthat
have not yet seized thisopportunity or have not yet been driven by competitive pressuresto re-engineer
themselves.

ORGANIZATIONAL EVOLUTION

The strategies adopted by transnationa corporations go together with changes in organizatiord
dructures. In particular, complex drategies have led to more complex mechanisms for organizing
internationa production. Within firms, the decentraization of functiond activitieshasled to agreater use
of regiona headquartersto manageregiona activities, product headquarterslocated in host economies
to manage the regiona or globa organization of particular products and functiona heedquartersin host
economies to manage firm wide activities for a specific function. The disperson of activities dong the
vaue chain leads to a disperson of responghility for those functions.

In addition, the growth of srategic aliances has led to cross-firm linkages geared to specific
activities frequently limited to well-defined periods of time. Strategic dliances usudly involve shared
functiond respongibility and can blur the boundaries of the firm. The multiplicity of intra- and interfirm
linkages, combining horizontal and verticd lines of authority and resource flows between units and
across countries, can best be described in terms of networks. The growth of such networksisamajor
source of the degpening of economic linkages between countries.

Although the nature of integration by transnationa corporations has tended to become more com+
plex, many firms continueto maintain older and Smpler ways of organizing their internationa production.
Thisis partly because the conditions leading towards complex integration are still evolving, and also
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because many of the smpler organizationd formsremain useful. Inaddition, many firmswill be unableor
unwilling to adapt to changing conditions, but will continue to survive for sometime,

TOWARDSAN INTEGRATED INTERNATIONAL PRODUCTION SYSTEM

Complex drategies, pursued with greater functiond integration both within and across firms and
over a wide geographicd area, combined with network structures of organizing activities, describe
integrated international production at the level of the firm. The aggregation of the activities of those
transnationa corporationsthat are involved in such production crestes a system of integrated interna-
tional production at the level of countries. For Japan and the United States, between a quarter and a
third of private-sector productive assets are potentialy under the common governance of transnationd
corporations pursuing integrated internationa production. For theworld asawhole, this percentagemay
be one-third.

I ntegration can occur a different levels. Thereduction intariff barriersthroughout most of the past
45 years and the recent spread of regiond integration agreements have stimulated the exchange of
goods and sarvices anong countries. This "shalow™" form of integration opens many aress of an
economy to theinfluence of internationa economic devel opments. The conditionsthat stimulate shallow
integration aso encouragetransnationa corporationsto establish cross- border production systemsthat
lead to "degp” integration, which isintegration at the level of the production of goods and servicesasa
result of complex corporate strategies and network structures (figure 2).

Economic integration evolves through digtinct stages. Links between countries move from (a) a
relaivdy shdlow type, to (b) somewhat desper but Hill limited integration through international
production by transnationa corporations pursuing multi-domestic or smpleintegration strategies, to (¢)
links that are deeper, richer and quditatively more complex. These lagt links are the features of
integrated internationa production.

The power of transnaiond corporationsin stimulating integration semsfrom their role as centrd
organizersof abroad range of economic activities, and thefocus of their organizing effortsisincreesngly
towards(c). They arehdpedinthisby theliberdization in many host countriesof regulationsonforeign
control of assets. Inaddition, the proliferation of regiona integration agreements-most prominently the
Single Market within the European Community-stimul ates degp integration, asthey increasingly contain
provisons liberaizing both trade and foreign direct investment. Thus, these agreements, described
frequently as free-trade agreement, are dso "free- production agreements' among nationa economies.
Asaresult, thedivision of labour across countriesincreases, and trade and technology flows, especialy
intra-firm but dso interfirm, expand.
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Figure 2. Deep integration asa resultsof functionally integrated
international production by transnational cor porations
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Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993: Trannational
Corporations and Integrated I nternational Production (United Nations publication, Sales No. #.93.11.A.14).
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WILL A GLOBAL SYSTEM EMERGE?

Just how many countries will be affected by this new system remains unclear. Foreign direct
investment has tended to be concentrated among the industridized economies, particularly the Triad,
with a dlustering of devel oping countries and economiesin trangtion around each Triad member (figure
3). To some extent, this is because foreign direct investment follows trade, which is itsdf regiondly
concentrated. However, trade is more concentrated than foreign direct investment within regions. This
suggeststhat trade may have played aprominent roleinintraregiond integration, whereasforeign direct
investment has a grester cgpacity for promoting globd integration. The emergence of integrated
internationa production, which is likely to be more widely dispersed, should further strengthen the
potentid of foreign direct investment as aforce for globa integration. If that happens, trade may aso
begin to show more cross-regiond patterns, given the linkages between foreign direct investment and
trade.

Theextend towhichindividua countriesbecome part of, and benefit from, the emerging integrated
international production system depends upon the interaction of their location-specific advantageswith
the changing firm- specific advantages that transnationa corporations enjoy in the context of integrating
their functiond activitieson aregiond or globa bass. The emergence of complex integration Strategies
and gructuresimplies changesin the nature of the ownership, interndization and locationd advantages of
transnationa corporations. In particular, ownership advantages are becoming system-widein natureand
are exploited through ether intra-firm or interfirm mechaniams. The result is a broader range of
opportunitiesfor host countriesto attract TNC activities, but also higher requirementsin termsof human
resources and infrastructure, as wel as open frameworks for trade and investment. Given the
differentiation that prevails as regards attributes of developing host countries, the types of investments
they can atract are likely to differ; it should aso be recognized that the emerging internationa
production system may leave many developing countries largely untouched for the time being.

For those countriesthat do become part of the system, participation intheinternationa division of
labour isincreasingly determined and coordinated by transnationa corporationsand their affiliates. The
possibility to attract specific corporate functions may adlow ahost country to redizeitsown comparetive
advantages better. However, to regp the full benefits, developing countries must build up ther
indigenous human resources through education and training and their physical and technicd infrastrudure
through investment.
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Executive Summary

Figure 3. Foreign-direct-investment clustersof Triad members, 1990

(Economiesin which a Triad member dominatesinward

foreign-direct-investment stocks and/or flows)

Latin America Asia and the Pacific Africa and West Asia
Argentina® El Salvador® Bangladesh® Ghana®
Bolivia® Honduras India® Nigeria"
Chile®® Mexico®™ Pakistan® Saudi Arabia™
Colombia® Panama® Philippines®
Dominican Republic® Peru® Taiwan Province of China™
Ecuador® Venezuela® Papua New Guinea®™®
United
States
P

Central and Eastern Europe Africa and West Asia Asia and the Pacific

USSR® Ghana® Hong Kong®

Czechoskgvakia Kenya®™ . Malaysia®

Hungary® Moroccl?“ Republic of Korea™

Poland® Nigeria Singaporea

Slovania® Tunisia® Sri Lanka®

Yugosiavia® Zambia® Taiwan Province of China®

Jordan® Thailand®
voefl

Latin America Asia and the Pacific Fiji

Brazil®™® Bangll,adesh

Paraguay® India

Uruguay™ Sti Lanka®

Source: UNCTAD, Programme on Transnational Corporations, World Investment Report 1993: Transnational Corporations and Integrated
International Production (United Nations publication, Sales No. E.93.11.A.14).

a In terms of average inward FDI flow, 1988-1990.
b In terms of inward FDI stock for 1990.
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EMERGING POLICY ISSUES

All these changesraiseawiderange of policy issues, including corporate nationdity, parent- af-
filiate relations and responghilities, the international allocation of the taxable income of transnationdl
corporations and policy optionsfor host countriesto maximize the benefitsfromintegrated production.
Asregardsthefirg three of theseissuesin particular, the more sophisticated forms of division of labour
between foreign affiliates and their parent firms and among foreign affiliates located in a number of
countries, a certain decline of economic autonomy of the congtituent parts of integrated TNC systems
and a certain disperson of authority throughout those systems are beginning to strain some traditiona
concepts and approaches.

The nationality of corporations

The established approach in nationa and international law attributes nationality to corporations
inaccordancewith certain criteria. Thisisdoneto ascertain what laws are applicableto corporationsor
to determine the Government that may exercise diplometic protection on their behdf. Under conditions
of integrated internationa production, this gpproach is becoming more difficult to gpply and dso less
meaningful. Increasingly eaborate interpretations are needed to keep legal and policy prescriptionsin
touch with business redities. The growing use of the nationd trestment standard and of the broad
provisons of invetment-protection tregties may, in the long run, decrease the practica vaue of
corporate nationdity as alega concept. Y et, informal understandings to clarify the issues and outline
principles and proceduresfor avoiding or resolving conflicts could help to deal with emerging problems.

Parent-affiliate relations

A second area where integrated internationa production affects the status and operations of
transnationa corporations concerns the relations between parent firms and their foreign effiliates. The
traditiond legd view isthat each effiliatewithin alarger corporate group isaseparate entity withitsown
rights and respongibilities. In redlity, however, the concept of separate corporate personality does not
accurately reflect the functiond ties between affiliates asabusiness group, and can hinder the attribution
of respong bility among them. Inthe case of aTNC, thefact that individud ffiliateshavetheir assstsand
operationsin severa countries posesfurther jurisdictiona and procedurd problemsthat do not confront
adomestic company.

Integrated international production compounds those problems. As foreign affiliates become
integrated parts of regiona and globa corporate systems, they may lose autonomy over both manageria
and operational aspects. In such an environment, the concept of " parental responsibility” may needto be
re-eva uated.
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Integrated internationa production can produce a network structure in which the concept of the
parent firm itsdf takes on a different, more limited meaning. The parent may become more of a
coordinating agent for certain corporate activities, which have been dispersed toregional, product-line
or functiona headquarters or to individud affiliates. The right thing to do may therefore be to focus on
relations and respongibilitiesamong al memberswithin acorporate group, rather than on the parent firm
or afiliate responsibility; perhaps the concept of "group responsbility” deserves further exploretion.

The increasingly complex nature of corporate activities has dready resulted in the adoption of
group conceptsin various areas of law. The practice differsfrom jurisdiction to jurisdiction, depending
on the pecific concernsto betackled. Thisrisksincreasing the number of conflicting requirementsbeing
imposed on transnationa corporations by States. It would be useful if those countries aready
experimenting with specific aspects of group concepts were to cooperate whenever some lega
uniformity ispossble.

Public opinion seemsto berelevant to theissue of corporate responsbility. Inthe public's percep-
tion, the business of a parent company and that of its affiliates are typicaly one and the same. Also,
transnationd corporations do recognizethat their reputationsrest on the behaviour of affiliatesaswell as
parents. Although parent companies have refused to accept legd responsibility for the actions of their
affiliates, they have nevertheless been actively involved in out- of- court settlements of law suits brought
againd their affiliates, especidly when environmentd catastrophesareinvolved. Thus, whilethelaw il
wrestleswith how to alocate responsbility between the TNC parent and its affiliates, solutionsmay be

shaped by public opinion.

Taxation

The degpening of TNC linkages aso raises questions about where groups of associated
enterprises earn taxable income, how it is distributed and how the revenue from taxing their incomeis
ultimately alocated among countries.

The prevailing conventiona approach to the alocation of business income for tax purposes has
been to treat the parent firm and its foreign affiliates as separate and independent enterprises, and to
apply the arm's-length standard for determining the alocation of taxable income from transactionsin-
volving related or unrelated parties. Given the widespread use of variousintra-firm arrangement under
conditionsthat differ from those prevailing between independent parties, a number of tests have been
developed over the years amed at determining whether related- party transactions conformwith arm's
length stlandards for tax purposes. However, with the growing complexity of the intra-firm divison of
labour, it is harder to identify separate costs and earnings for individua transactions and to compare
them with unrdated- party transactions.

Those difficulties have led authorities to explore other gpproaches and methods for alocating
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income. Overadl, the generd norm appears to be to use the separate enterprise approach when

comparable pricesexi<t, and to use an gpportionment approach that takesthe TNC system asawhole
when they do not exist. Finding satisfactory solutions matters as much to Governments as to transna-

tional corporations. Governments need to prevent an erosion of their revenue base while, at the same
time, providing a climate that attracts and retains foreign direct invesment.

AN INTEGRATED POLICY FRAMEWORK

Apart from these legd and palicy issues, integrated internationd production hasasoimplications
for the nationa policy framework concerning transnational corporations. The rapid growth of foreign
direct investment during the 1980s has made Governments more aware of the benefits that such
investment can bring to an economy in terms of capitd, technology, management and access to
edtablished digtribution networks. In the resulting competition to attract transnationa corporations,
foreign-direct-invesment regimes in many countries have become broadly smilar. In particular,
differences regarding right of establishment, far and equitable trestment, nationd treatment,
nationalization, compensation, dispute settlement and the repatriation of earnings become less effective
asameansto captureforeign direct investment. Instead, the nature of the overdl policy framework and
the economic conditions of production become the key to locational decisions.

Thereisgenerd agreement that efficient economicingitutionsand astable macroeconomic dimate
are preconditions for attracting foreign direct invesment. Beyond that, Governments must provide
efficient infrastructure and facilitate internationd trade exportsto dlow firmsto bind into theinternationel
production system. However, since integrated internationd production involves more sophiticated
corporate strategies and structures, government policies need to become more sophisticated too. In
particular, since every pat of the vaue chain can ptentidly be located anywhere in the world,
Governments need to focus their promotional srategies on attracting those functions in which their
countries have a comparative advantage. Furthermore, Governments could give more attention to
reducing transactions codsts for potentid investors, providing post-approva support services and
attracting specific transnationd corporations of particular value to the national economy.

TheWorld Investment Report 1992 suggested that policy discussons--nationdly, regiondly and
multilateraly--might benefit from gregter atention to foreign-direct-investment issues. Ashost countries,
epecialy developing countries, seek to boost their competitive position in a world economy that is
becoming integrated at the production level, their ability to dovetail their domestic economies to the
srategiesand structures of transnational corporationsbecomesincreasingly criticd. At theinternationa
level, the need to avoid "policy competition” among host countries, as each seeksto attract transnationa
corporations, expands the range of policy issues on the internationa agendaand may lead to agreater
concern for policy harmonization.
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