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ABSTRACT 

In very general terms, the prime objectives of the 

present study is to assess and analyse the overall position 

of FDI 
. 

(forms, impact, flows) practices, obstacles 

etc. in Egypt at present and the potential benefits it can 

contribute to the development there. i. e the study analysed 

the present contribution of FDI under the currently under- 

taken policies, practices, etc. and the prospects of such 

investment in the future. Including new approaches which have 

been suggested to enhance the potential positive impact of 

FDI. Additionally, in order to enrich the current study, it 

was thought useful to examine the experience of the British- 

based multinationals (BMNCs) operating in Egypt in respect 

of areas of questions such as reasons for their decision to 

undertake new FDI in Egypt, factors in Egpyt-specifics, FDI 

policies and practices, etc affecting their FDI decision and 

implementation of marketing and personnel etc. policies there. 

On the finding realised from investigating the BMNCsI 

experience with the Egyptian environment, some, of the proposed 

requirements for policy change in Egypt were based. 

For achieving the above purposes, certain types of inputs 

were em, ployed: 

Review of literature and previou's researches, information 

and data concerning FDI (climate, forms, impact and*policies) 

in Egypt, interviews guided by structured questionnaires 

with the Egyptian academic staff, executive managers of the 

indigenous companies, senior decision-makers of GAFI, Cairo. 
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This is in addition to two types of questionnaires addressed 

to the executive managers of BMNCs and the official rep- 

resentatives, of GAFI abroad. In this connection it may 

be useful to point out that the current study is the first 

attempt to investigate the general status of FDI u-sing 

the methodology and approaches followed over the course 

of this study. 

In view of the major findings realised, the analysis 

provides evidence to suggest the following: (1) the contr- 

ibution of FDI to Egypt's overall development under the 

current policies and practices is modest. (2) most of the 

classic arguments against FDI and the role played by MNCs 

in areas such as technology transfer, capital inflow, 

employment and so forth are major causes for concern by 

Egyptian intellectuals and the managers of the state- 

owned enterprises, (3) yet, the overall attitudes towards 

FDI in general are positive and there has been a generally 

held agreement that FDI is crucial to Egypt's development 

in most areas of economic activity. This in turn may suggest 

that a great demand will be placed on such investment in 

Egypt in the near future, ie. many of the conventional and 

neoconventional views in favour of FDI in developing host 

countries have received relatively strong support in Egypt. 

(4) Barriers to FDI are numerous in Egypt. Some of these 

obstacles are peculiar to Egypt's general orientation towards 

such investment (namely policies, organization and implement- 

ation); others are related to the environment of FDI there. 
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The conventional reasons for FDI in host countries 

eg.. profits and sales, cost factors, risk aversion etc. are 

applicable to the BMNCs studied, (6) It has also been 

demonstrated that the BMNCs are concerned with better 

conditions regarding labour and equity, as well as the 

political climate. Some factors in the marketing, economic 

and cultural climate in Egypt (market size, infrastructure, 

bureaucracy, urbanization) are also of great concern to the 

BMNCs' surveyed. (7) Based on the 

findings mentioned above, new approaches for policy changes 

towards FDI have been suggested on the assumptions that the 

adoption of such approaches will -enhance--the pros- 

pect of foreign investment in Egypt. 

In order to reach such a conclusion, the current study 

has been organised in six sections: Section (A) 

presents an introduction including the main domains of the 

study objectives and inputs employed to achieve them. 

Section (B) highlights the literature and previous studies 

relevant to study objectives. In Section an analysis 

of FDI environment (economic, socio-ýpolitical, etc. ) in Egypt 

is presented. This is in addition to the investigation 

and evaluation of both FDl impact and policies iri Egypt 

since 1974. Section (D) is concerned with outlining the 

methodology (study variables, hypotheses, measurements, etc). 

as well as the limitations on the study findings. Section 

(E) has been devoted to presenting the empirical evidence 

i. e. analysing the findings of the field research. Finally, 

section (F) is devoted to pointing out the proposed new 
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approaches for policy changes towards FDI in Egypt. 

While it is not possible to draw a general conclusion 

based on the present study findings (particularly those 

related to the BMNCs studied) due to some methodological 

considerations and obstacles which face any researcher 

undertaking international business studies, it is submitted 

that the current attempt has succeeded to a large degree 

in achieving the objectives sought. 
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Section (A) 

THE SCOPE AND OBJECTIVES OF THE STUDY 



- 

HIGHLIGHTS FOR SECTION A 

The prime objective of this section is to outline 

the nature and purpose of the current study. More 

specifically, this section presents a discussion relating 

to the framework and the salient objectives of the present 

research which is concerned with the foreign investment 

position in Egypt (forms, flows and impact) and Egyptian 

policy towards such investment. The experience of British- 

based multinationals (BMNCs) in the Egyptian market will 

also be outlined. Thus the present section involves two 

chapters: 

Chapter 1 Introduction. 

Chpater 2 The Objectives of the Study. 

a 
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ntlAnTr'" 4 

INTRODUCTION 

Primarily, the current study is concerned with FDI 

(forms, flows and impacts) in Egypt. It presents an 

analysis and information on FDI trends and distribution 

and its contribution to the development of Egypt since 

1974. An assessment of FDI position and the prevailing 

policy stance is also presented with a view to making policy 

changes which will probably improve FDI's contribution to 

Egypt. Moreover, an attempt is also made to examine the 

climate and factors influencing FDI decision in Eygpt 

together with a relatively comprehensive ýeview of the 

overall economic and socio-political conditions in Egypt 

over the past decades. 

To enrich the present study, it was thought that a 

precise analysis of FDI determinants, costs and benefits, 

and forms or policies in developing countries, with specific 

reference to the Middle East, is also important to be 

incorporated in the literature review in order to supplement 

the evaluation of the overall FDI situation, as well as to 

help in terms of proposed policy changes and courses of 

action in Egypt. In addition to this, an attempt is made 

to examine the BMNCs' experience with regard to several 

aspects of their activities and investment (e. g. factors 

affecting FDI decisions, choice of investment form, etc. ) 

in Egypt. The opinions of the-Egyptian intellectuals, 

the executive managers of sfate-owned enterprises, the 
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General Authority for investment and Free Zones (GAFI) and 

its official representatives abroad toward FDl impacts, 

obstacles, etc. have also been examined in this study 

Without embarking on more detail as far as the 

current studyis concerned, it has been considered relevant 

to this introduction to present the following summary of 

considerations (relating to FDI in developing countries in 

general) which have been highlighted in detail in the context 

of the literature review in the next section. This in 

addition to a discussion regarding the place of international 

business studies within management science as a conclusion 

of this chapter. 

FDI definition and associated considerations 

A great deal of attention has been paid by scholars, 

practitioners and economists among others to the role 

played by Foreign Direct Investment (FDI) with respect to 

socio-economic development in the host countries especially 

the developing host countries including Egypt. 

At the outset, FDI is distinguished from portfolio 

investment. According to Hood and Young"), for example, 

FDI "involves ownership (in part or whole). and management 

of a foreign operation, in addition with direct investment 

See the study inputs which have been employed to accomp- 

lish these purposes as shown in Figure (A. 3) in the 

next chapter. 
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abroad a package of resources is transferred, whereas with 

portfolio investment the resources are transmitted in- 

dependently of each other". 

In principle, however, FDI involves som-- or full 

control over foreign operations and activities in the host 

countries. It involves full control over the operation 

and related activities of wholly-owned rubsidiaries by the 

foreign investors (either through the take-over of existing 

local firms or by establishing new greenfield ventures). 

On the other hand, FDI may involve part control in the case 

of minority or majority-owned investment venture e. g. joint 

venture agreement 
(2) 

. 

In the case of portfolio investment") "this involves 

the acquisition of foreign securities by individuals or 

institutions without any control over or participation in 
(3) 

the management of the companies concerned". While 

the FDI involves a significant degree of control by the 

foreign investor of the related activities, together with 

a transfer of eg. technology, expertise, and other resources 

etc., it has also a permanent character in contrast to 
(4) 

investments of the portfolio type 

Although, the present study is concerned with FDI, 

in Egypt particularly, it may be useful to note that 

Reasons and motivations for portfolio investment are 
outwith the present study's concerns. 
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during the 1970s in general, portfolio investment, as well 

as bank lending and export credits have been growing more 

rapidly as sources of foreign capital inflows to developing 

countries. The share of FDI for example in the total 

resources flows (private and official) of OECD to developing 

countries declined from 211*0 of the flow in 1970 to 13'10 in 
(5) 

1976/1977 A comparison between FDI flows and bilateral 

portfolio investment from DAC(+) countries to developing 

countries in 1981 reveals that FDI flows totalled $14,639 

billion, while bilateral portfolios accounted for over 
(6), (7) $24 billion. 

Furthermore, although there has been an increasing 

involvement of multinational corporations (MNCs) in non- 

equity arrangements, such as licensing management and 

marketing contracts, etc. is mainly on the basis of inter- 

national investment that the activities of these firms 

are carried out both in their home and host countries, 
(8) 1 including the developing countries 

Although it is outside the scope of this intro- 

duction to throw light upon the reasons for FDI from the 

viewpoints of both the MNCs and the host developing 

countries (this is left to the next section of the current 

study), it has been considered useful, initially to note 

that the role played by FDI in the development process in 

developing countries has long been a subject of controversy. 

Literature and previous research have revealed widely diff- 

ering viewpoints. 

DAC *=-. Developm6nt Assista'nco C'emmitLee 'of th6 OECD 
Members. 
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As one will find in the next section of this study, 

the critical literature i. e. the classical theory of FDI 

Particularly when channelling through MNCs - assumes that 

a zero-sum relationship exists between the MNCs and the 

host countries. Critics of MNCs suggest that e. g. FDI 

brings in little capital, remits excessive profits and 

capital, attempts (by MNC) to retain monopoly over their 

technology or brings in inappropriate technology, results 

in inappropriate patterns of consumption, widens the income 

gap between social classes, creates technological, and 

economic dependence on foreign nations and so forth. A 

host country's economic and socio-political capabilities 

are likely to be affected adversely as a result of 
(9) 

practices by the MNCs 

On the other hand, the neoconventional theories 

assume that mutual interests evolved in the relationship 

between the two parties of the investment venture. Both 

the host countries and the MNCs rely on each other to 

achieve certain objectives through FDI. In other words, 

this view assumes that a non zero-sum game exists between 

the MNCs and the host states. FDI (through MNCs) 

according to this view, favours the use of local resources 

and creates extensive linkages with the local economy, it 

results in net capital inflow, provides access to export 

markets and provides a number of training programmes to 

exploit the local human resources, etc. As a result of 

these types of contributions the host states's economic 
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and socio-political capabilities will be enhanced or 

developed 
(10) 

. 

Broadly speaking, if the proposition is accepCed that 

the case of Egypt is typical of many developing countries 

and in consequence it can be considered as a useful example 

to be employed in the present study, it may be important 

as based on the literature and previous research to refer 

to the following debatable points (in connection with FDI 

in general terms): 

1) It has been argued that FDI constitutes a resource 

flow which is-particularly useful for economic development 

of developing countries, especially for their industrial 

development. It provides a unique combination of long-term 

finance, technology, training, know-how, marketing exper- 

ience, etc. Moreover, the balance of payments costs of 

FDI in the form of e. g. profit remittances is a function 

of the commercial success of foreign venture rather than 

occurring as fixed interest payments, as e. g. in the case 

of borrowing. Developing host countries seem increasingly 

to recognise these advantages 

As the next section reveals, data on FDI provides 

evidence to suggest that recent years have witnessed a 

rapid growth of FDI flows to developing host countries. 

Developing countries' experiences and policies towards FDI 

demonstrate an increasing competition between these countries 

to attract more FDI by means such as offering a wide array 

of incentives , privileges, guarantees, etc. to MNCs- 
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Experience also shows that some of the host governments 

imposed measures and conditions to improve ordirect the 

flow of FDI to specific economic sectors and locations 

2) Based on (1), a developing country such as Egypt has 

to compete with other host developing countries in attract- 

ing more FDI, not only through offering special or unique 

incentives to the incoming MNCs but also by improving the 

investment climate and political and social security as well 

as profitable opportunities and other facilities which are 

associated with the FDPs various activities. This is 

probably because, for example, MNCs will be increasingly 

selective regarding the location of their investment 

ventures abroad. 

3) It seems important that a developing country such as 

Egypt which has chosen to use FDI as an instrument of socio- 

economic development should create mutually beneficial 

investment terms to meet both the potential benefits it 

seeks to realise thorugh FDI and the needs of MNCs. 

4) If the argument is acepeted that a developing 

country e. g. will have to rely on FDI in general, and the 

MNCs will probably desire to expand their investment (to 

exploit their competitive advantages for example) abroad 

it is possible that differences of interests between the 

MNCs and the host state are likely to exist. In this 

connection, literature and previous research have revealed 

several areas of conflict in terms of the MNCs expectations 

and those of host governments. According to Zenoff 
(12) 

p 

* Detail is to be found in chapter (3) in section (B). 
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and Negandhi and Baliga 
(13), (14) 

, for example, host 

countries frequently want the MNCs to agree to the following 

conditions in order to maximize their returns from FDI: - 

(a) Increase general employment, enchance career 

development and provide attractive opportunities for local 

nationals. 

(b) Increase research and development (R & D) efforts 

and development facilities. 

(c) Local equity partnership to varying required 

degrees. 

(d) Develop local resources using local inputs and 

entrepreneurial activities. 

(e) Provide new technology. 

(f) Increase quality of consumer goods and services 

at lower prices. 

(g) Increase capital inflow. 

(h) Introduce operations that will contribute to 

maximization of the country's exports. 

(i) Rely on local purchases rather than importsfor 

industrial components. 

No involvement in local politics. 

In return, the MNCs may have to exact the following 

damands from the host countries e. g.: 

(a) reduce bureaucratic controls and interference 

in corporate affairs. 

(b) provide efficient infrastructural facilities. 

(c) provide conducive labour legislation and more 
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flexible expansion policies. 

(d) reduce price and production controls. 

(e) permit 1001'0 ownership and management control of 

MNCs subsidiary operations (ie. MNCs may prefer to retain 

full or majority equity and managerial control). 
I 

Given these differences in patterns of expectations 

between the MNCs and the host 

account that both parties may 

expectations or-demands - it 

in expectations and wants may 

called the "inconformity gap" 

investment ventures as simply 

coutnries - taking into 

be able to meet some of these 

could be argued that divergences 

widen or create what can be 

between the two parties of 

illustrated in figure (A. 1). 

Figure (A-1) Inconformity gap between MNCs and host states. 

Host states' expectations 
and wants 
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----------------- 

MNCsl expectations 
w a n t s a n d 

The more the convergence of expectations and wants 
among the two parties, the greater the possibility 
of closing the gap. 

The more the divergences of expectations and wants 
between the two parties, the greater the possibility 
of expanding the gap. 

Source: Constructed by the researcher. 



- 12 - 

5) Uncertainty about the costs and benefits of FDI and 

some degree of conflict between MNCs and the host states 

are probably inevitable 

Factors influencing FDI decision in developing 
countries(+) 

Theories and approaches of FDI are now well- 

developed. In this connection, literature and previous 

research as demonstrated in detail in Chapter One in 

Section B have discussed exhaustively several factors 

affecting MNCs investment decisions in the developing 

host countries under different headings and approaches 

e. g. the market imperfections approach, internalisation 

approach, the product life cycle approach, locational 

approach, etc. Under the marekt imperfections approach, 

for example, it has been argued that the decision of 

the MNCs to invest abroad is a move to take advantage 

of certain capabilities (in marketing, production inputs 

and technology, etc. ) which local companies do not possess. 

The product life cycle model assumes that when competition 

in e. g. price, and other production inputs becomes more 

intensive in the home market, a MNC concerned may shift 

its production abroad i. e. to less competitive markets. 

Furthermore, for most MNCs - according to the locational 

approach - it is usually considered or argued that MNCs 

invest in developing countries for several reasons. Among 

these reasons, for example, is the desire of MNCs to get 

access to raw material and to take advantage of factors 

More detail can be found in Chapter Two in Section (B). 

Consideration in this respect are relevant to the 
previously-outlined points especially no. (2), (3), 
and (4). 
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costs especially labour costs, in addition to other factors 

in marketing such as the size of host market and its 

potential prospects, etc. 

In general, from the MNCs point of view it would 

appear that reasons for FDI in developing countries (incl- 

uding Eygpt) are numerous. At the same time, some of 

these reasons apparently tend to remain valid over a period 

of time, while many other may appear somewhat arbitrary. 

In other words, it is probably that a host country may 

offer wh$ appears as a good location for establishing a 

manufacturing plant, without providing for example sub- 

stantial financial facilities, infrastructure facilities, 

big market size, etc. 

FDI policies and official measures by developing 
countries (*) 

As related to (1.2), it could be argeud that among the 

factors affecting FDI locations and decisions are host 

developoing coutnAts' policies and measures relating to 

FDI and trade. On the one hand, it is possible that a 

devleoping country - such as Egypt - may offer an attractive 

market potential for an MNC concerned, but because of the 

restrictions imposed on for example trade, foreign owner- 

ship in the investment ventures or because of the absence 

of certian incentives, privileges and investment forms, etc. 

the host government may not be able to attract the desired 

FDI size and quality to achieve its objectives. Taking 

into account the existing deficiencies in the investment 

Further detail is Lo be found in ChapLer Three in 
SecLion (B). 
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overall climate, it is however possible to argue that 

the host government will not be able to negotiate with the 

MNCs from a postion of power. 

On the other hand - as the previous considerations 

indicate - major concern of developing host nations with 

FDI's possible adverse impact on their economic and socio- 

political development, and therefore some host governments 

impose measures to restrict MNCs investments and related 

activities into certain economic sectors or industries. i. e. 

they may for example, require the MNCs not to remit certain 

percentage of the realised profits abroad, or to engage 

local mangement and use labour or domestic production inputs 

instead of importing them, etc 

Broadly speak-ing, it could be argued that the extent 

to which both the MNCs and the host country concerned can 

achieve their desired wants and objectives depends upon the 

prevailing economic, social and political development or 

environmental conditions including policies and practices 

towards FDI. P 

The place of international business studies within 
management science 

Studies in the field of management science concentrate 

primarily on the micro level (ie. individual enterprise) 

by analysing in detail the functioning of several functional 

units of a given organization such as marketing, finance, 

Further detail is to be found in chapter three in 
Section (B). 
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I 
personnel, and so forth. This is in addition to the study of 

management fundamentals or functionsof which planning, 

organizing, co-ordination, etc. 

On the macro level, attempts have also been made to 

investigate the interaction between the individual organ- 

ization and govenrment agencies and public organizations 

and policies. Above all, considerable attention has also 

been paid since-the early 1950's toward other areas of 

management research topics such as human relations, social 

psychology, culture, etc. Coincidentally with other human 

and business disciplines e. g. economic, laws, etc. 

Most of the above-mentioned areas of study have been 

implemented at national level. Only a few active attempts 

have been made, in the eaily 1960s to undertake management 

research outside national borders, ie. by cross-national 

studies in a comparative manner. 

Taking into account, the reasons that have intensified 

the importance and the striking devel3pment of internation- 

alization of business, for the firms that have passed 

beyond their national borders there has emerged a need to 

develop new strategies and tactics related to foreign 

operations and associated activities in the host countries 

environmental conditions which differ from their domestic 

ones. 

In other words, in moving abroad, the management 

of the firms concerned (ie. MNCs) will be involved in the 

planning of e. g. manufacturing activities, bases and 
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facilities, logistical systems, financial flows, marketing 

policies and activities, etc. The firms may have to develop 

new personnel policies in terms of recruitment, renumeration, 

and training etc. of local nationals, according to the 

host country's prevailing labour conditions for example. 

This may apply even in the case of recruiting the company's 

executives (to manage its overseas operations) developing 

training programmes and new personnel policies. Co-ordination 

between the, MNCs' headquarter and their subsidiaries around 

the world etc. is also required. To maintain a high level 

of sensitivity to the local climate, a MNCs' management 

must develop rapport, communication and access to opinion 

leaders, government policy-makers and technocrats where- 

ever it operates 
(15) 

. 

Above all, all aspects relating to the fundamentals 

of management ie. managerial functions (planning, organizing 

direction, co-ordination and control) are inseperable from 

all of the companies main activities. In sum, it could be 

argued that all management principle can be found in inter- 

national business studies, but nevertheless, particular 

attention should be paid by the MNCs concerned to the 

differences between its home economic, social and politic, '31 

environment, and the host one. These differences may 

exert tremendous influence upon the implementation of e. g. 

for managerial functions, manufacuring, marketing, and other 

activities of the MNCs. In other words, the adaptation 

of MNCs' policies and practices to host country requirements 

can take many forms affecting product lines, pricingv 
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financing, industrial relations, etc. MNCs management' 

need however, to integrate, and not artificially separate, 

functional management and general mangement in inter- 

national business planning of decision-making and so forth. 

Also, MNCs' will beinvolved directly in developing business 

strategies, tactics, and management styles that are responsive 

to local business requirements and local public interests 
(16) 

etc. in the host countries 

On the part of the host countries (which selcome, and 

increasingly rely on FDI as an instrument for development) 

in order to attract or deal with the incoming MNCs there is 

need to plan processes and determine priorities, develop 

regulatory system and adminstrative procedures, promote 

programmes, etc. i. e. the question of how a host government 

can deal with and attract foreign investors requires several 

courses of action 
(17) 

. 

Examples of these possible courses of action can 

briefly be outlined as follows 18 
: (a) the government should 

create a hospitable investment climate through, for example, 

a combination of institutional factors, rhetoric and conduct. 

Among the institutional factors, it can pass laws and 

regulations, keep bureaucratic burdens and administrative 

procedures, and government interference to a minimum, etc. 

(b) The screening process forapproval of foreign investment 

proposals require an Investment Review Board, Foreign 

Capital Approval Agency, or some similar board or Ministry 

to be established to perform such procedures. (c) An 
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important policy question for a host government is also 

the extent to which it attempts to select the types of 

foreign investment it will admit and to direct investors 

into desirable economic sectors or industry. In this 

respect macro planning and co-ordination between the 

economic sectors and units are therefore needed, (d) 

evaluation of the actual performance of FDI projects against 

the planned one is also important (e) A government may 

undertake efforts to promote its investment opportunities 

by means such as advertising in th. e international business 

press, establishing investment promotion centres abroad, 

and the like, M Training and promotion of a host country's 

citizens in order to repalce or participate with expatriate 

managers and technicians as rapidly as possible may also 

be a major responsibility of the host government and 

(g) All of the previously mentioned actions and functions 

(including the government's day-to-day dealing with 

foreign investors) involve or require continuous decision- 

making processes. 

In general, despite the generally held opinion that 

there is no single right way for a government to go about 

formulating policy and practices, etc. With respect to 

FDI,, the above subjects have been studied and discussed 

extensively in writings on public policy and planning. 

Most approahces are based on some sort of reiterative 

process; plan, execute, evaluate, and use the evaluation 

to modify the plans and the execution in the light of 

observation and experience, etc. 
(19) 

. 
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CHAPTER 2 

THE OBJECTIVES OF THE STUDY 

Introduction 

At the outset of this chapter, it may be useful to 

state that during the 1954-1971 period, there were marked 

government efforts to build up new industries and promote 

overall socio-economic development in Egypt. But during 

that period, suppression of foreign and national private 

sector participation (by means such as nationalization, 

expropriation and confiscation for example), and heavy 

involvement by the government in economic affairs took 

place. With the ascendancy of state paternalism and continual 

political turmoil, and the consequent isolation of the 

Egyptian economy from foreign and domestic sources of 

creativity general progress impeded") i. e. overall develop- 

ment in Egypt (economic and social) has been adversely 

affected. The drastic decline in the role of foreign and 

private business, decline in efficiency and competitiveness 

of much of Egyptian industry and in the productivity of both 

labour and capital inputs, the slowing down in overall progress 

and so forth are also evident during the fifteen years 
(*)(2) 

between about 1956 and 1971 

Carr in this respect has adduced for example that: (a) the 
average percent rates of output per man-hour in 1939-45 
was 3.6*10, in 1945-54 grew to 5.2 and between 1954-62 
fell to 4.4% and then fell again to 5.5,00 between 1963- 
1970 period (b) the average annual rate of growth in 
real gross domestic product has been about 5% over the 
1947-52 period, and about 2.0100 over the 1952-57 period.. 
During 1963-71 it reached 3.3100, while for the period 
1971-77 the average rate reached 60%. 
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In short, during 1956-1971 the period of Nasser's 

presidency, Egypt witnessed a sharp increase in the role 

of the government in economic life. Foreign investment 

also was almost completely squeezed out. 

After the October War of 1973, the promulgatin of the 

Foreign Investment Law No. 43 of 1974, and the bold peace 

initiative by President Sadat in November 1977, (which 

produced the Peace Treaty with Israel), Egypt entered a 

totally new economic and socio-political era Since 

the mid 1970s a marked change in government attitudes towards 

FDI particularly has taken place. FDI climate has been 

improved by a number of changes in laws and regulations, etc. 

in order to encourage foreign firms to invest in Egypt. 

As one will find out in the development stage of this 

study, FDI has been considered as an instrument of the 

solution to Egypt's grave economic and social difficulties 

which were inherited from the 1956-1971 period particularly. 

In view of how Egypt's 1974 new policy towards FDI 

and its potential contributions is perceived by the Egyptian 

scholars, economists and businessmen among others, it is 

not surprising that one may find many contradictions and 

differences of opinion with respect to the relative import- 

ance of FDI to the eccý-social development of Egypt(*). i. e. 

the FDI policy adopted in 1974 in Egypt aroused controversy. 

At the one extreme, there are those who are opposed to FDI 

More detail to be found in section (C), and appendix 
in relation to the law No. 43 of 1974. 

(*) Further detail to be found in section (C). 
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especially when channelling through the MNCs; on the other 

hand, there are those who supported the potential role 

which can be played by FDI in achieving general progress 

in Egypt irrespective of the medium through which it is 

channelled. 

In general, the argument for and against FDI in Egypt 

is relatively similar to the generally held arguments 

concerning the costs and benefits of FDI in developing 

countries. Leaving aside this argument, it is nevertheless 

important to mention that detailed discussion of this is 

to be found in Section (B), and Section (C) in the case of 

Egypt. 

Taking as a whole the discussion of chapter (1) 

together with the above introduction the present chapter 

is concerned with underlying the objectives of the current 

study. The purposes of the current study can, however, 

be outlined under the following five major headings: - 

of 
9 

Examination of FDI determinants: Factors affecting FDI 

O)decision 
and the selection of the method of entry into the 

Egyptian market. 

It has been pointed out earlier that there are several 

reasons which lie behind MNCs investment abroad. Some of 

these reasons for example, are peculiar to the MNCs specific 

factors (e. g. technological, financial, personnel capabilities 

or advantages, etc. which are not shared by the local host 

countries firms), the desire of MNCs to exploit their 

competitive advantages to avoid excessive competition in the. 
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home markets to expand and develop new markets and so forth. 

Other reasons are associated with the locational factors 

such as marketing, production inputs (notably labour costs) 

inducement by the host government, etc. 

Not only may the MNCs' overeas investment decision 

be influenced by the above factors, but also the MNCs 

selection of the methods of entry into a given foreign 

market (such as Egypt) is also open to the effect of the 

same factors in addition to other considerations relating 

to, for example, FDI policies and practices towards FDI in 

general. 

Thus, the present study aims to examine the salient 

reasons for FDI and considerations regarding the decision 

to invest and the selection of the forms of FDI and/or methods 

of entry into the Egyptian market according to the view of 

a sample of BMNCs operating in Egypt More specifically, 

the study aims to ascertain reasons for FDI, and its 

determinants, factors affecting the choice of FDI form or 

entry into the Egyptian market in order to obtain a basis 

for overall comparison of the relative importance of each 

of the sets of reasons and factors belowt. 

Information/data concerning the size of the investment 
profile of the firms surveyed etc. is to be found in 
Table D-2, Chapter (2) in Section (D). 

Detail is to be found in Chapter (1) Section (D). 
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Reasons for the BMNCs investment in Egypt 

Mostly locational factors such as: 

A Reasons related to sales and profit potenti-al, 

e. g. less competition or large market size 

existing in Egypt, developing new markets and 

so forth. 

B. Reasons related to cost factors and trade 

barriers such as overcoming tariff barriers, 

lower cost conditions (e. g. labour, raw materials, 

etc. ). 

C. Reasons related to the host government pressures 

e. g. privileges and incentives offered to. in- 

comin, g foreign firms, etc. 

D. Reasons rplated to.. risk, e. g. to pro-tect 

patents, to diversify markets. 

E. * Reasons related to home government pressures, 

such as incentives offered for overseas invest- 

ment, anti-trust legislation, etc. 

F'attors and considerations regarding the decisions 

to invest and the selection of the methods (or forms/ 

paths) of entry into the Egyptian market: - 

(A) Factors peculiar to the BMNCs (BMNCs specific 

factors) e. g. the size of the company, company's 

product line, capabilities, etc. 

(B) Factors relatively independent of the BMNCs 

and their industry, such as the number of foreign 

markets in which the individual company has 
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representation, investment requirements, and 

so forth. 

(C) The advantage of each method of entry. e. g. 

information, feed-back and control over the 

operations. 

Factors affecting the decision to invest in Egypt- 

Egypt specific factors: - 

(A) Economic factors or determinants. 

(B) Political factors or determinants. 

(C) Socio-cultural factors or determinants, 

Additionally, the study aims to obtain information 

and any specific reasons (other than those which have been 

suggested above) behind the BMNCs adoption of a certain 

method or form of entry into the Egyptian market. 

Exploration of the salient problems facing the 
Foreign firms' marketing and investment activities 
and their expansion 

Relating to the above objective the current study is 

interested in exploring the main problems that the BMNCs1 

implementation of marketing policies in Egypt have 

encountered, in addition to-problems in terms of expanding 

their investment there. In other words, the study aims to 

examine how significant does the Egyptian environment serve 

effectively FDI and foreign firms' activities, and how the 

BMNCs estimated and weighted the environmental issues with 

regard to their investment and marketing policies in Egypt. 
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Examination of the Impact of FDI in Eoypt 

In this connection, the prime concern of the study is 

to examine the benefits and costs of FDI in Egypt. More 

specifically, the study intends to explore and ascertain 

the relative importance of FDI in Egypt's general progress 

as follows: 

(a) Analysing the benefits realised and costs of 

FDI in Egypt. 

(b) Exploring the attitdues towards FDI as perceived 

by a sample of Egyptian elites and the executive 

managers of the indigenous companies. 

(c) Outlining the benefits that have been acquired 

by Egypt as a result of the BMNCs' presence 

(BMNCs' executive managers point of view). 

(d) Examining the major problems in respect of e. g. 

production, marketing, personnel, etc. that the 

state-owned enterprises have encountered as a 

result of FDI. 

(e) Testing a number of anticipated benefits, 

undesirable activities, conflict areas and 

possible problems as introduced by the foreign 

firms in Egypt. 

Generally speaking, the study grapples with and tries 

to examine the contribution of and the attitudes towards 

FDI as perceived by the Egyptians and foreign investors as 

well. This is in addition to how the Egyptian elites and 

the executive managers of the indigenous firms estimated 

and weighted the influences of FDI in Egypt. In addition 
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to these purposes, the study is also concerned with examining 

the relationships between FDI impact and factors in Egypt's 

economic, socio-political climate, etc. 

Assessment of the FDI's policy (organisation and 
implementation) in Egypt (*). 

It has been argued that the impact of FDI in a given 

host country's development is partly contingent upon the 

prevailing FDI's policies, measures and practices in that 

country. Another part is arguably the economic and 

political weaknesses in the host country concerned. 

Because Egypt (like many developing host countries) 

is likely tomake mistakes in its policies, practices and 

so forth with regard to FDI, and this in turn may influence 

the contributions or benefits sought to be realised through 

FDI, the present study endeavoured to evaluate the prevailing 

policy stance, practices and measures towards FDI in Egypt 

since 1974. In more specific terms the current study is 

interested in examining the following: 

a) The salient characteristics of Egypt's policy towards 

FDI according-to the 1974 policy statement in the 

light of otber developing countries. 

b) The main forma or methods of entry into the Egyptian 

market which have been adopted by the BMNCs i. e. 

It is important to note that the present study is 
concerned primarily with the inland foreign 
investment (forms, flows, etc). 
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how the BMNCs entered into the Egyptian marekt 

according to the prevailing methods permitted by the 

Egyptian invesetment laws and regulations as 

demonstrated in figure (A-2)ý*) In this connection 

it was thought useful to explore the nature of the 

BMNCs' activites and their methods of entry into the 

Egyptian market. 

C) The relationship between the impact of FDI and the 

policies and practices of the government of Egypt 

in general. 

d) The attitudes toward the establishment of wholly 

foreign owned subsidiaries in Egypt. 

e) The relevance of the incentives offered by the 

government and the facilities needed to encourage 

the FDI's flows. 

e) The current practices and activities implemented by 

GAFI and its official representatives abroad, in 

collaboration with the General O; ganization for 

Industrialization (GOFI) in terms of eg. promoting 

FDI and its achievement in Egypt, the major limitations 

and obstacles that have been recognised in dealing 

with foreign investors, etc. 

Requirements for policy changes 

Based on the previous objectives, the study endeavours 

to provide some alternative developmental courses of action 

concerning a rational policy, practices and so forth toward 

FDI in Egypt. With a view to making policy and implement- 

ation changes which will improve FDI's contributions, the 

(*) See next page. 



tA 
+ 

0 

91 0) CD 
ncD "i 
0 -) -j C. 

CD 0 CD 

r) 0) 0 r- 0 r- crcl) Q3 
03-, " ID --q 0) " ci 
a 0. ;EIC 0- (D 

,a 3w no -1 
0) n %03 -1 3 rr 0 
:) Co GO 0m0 (D a C- @. --I ". cr . 0-0 CD 
m cr " (1) ct, 
CA 03 0 03 4-, O'CD -0 

b.. 0= %A %C I 
,-33 CO CL ý-- - o- 
(D 00 r- CD 
Xa00-, 1 -% =)- 

m -1 -1%0 CD (D 
:3 CL 2"- Ea 00 

b. - ý- - to %0 -Irt- -1 C 
ILI 3 %0 1, " 14 cog CD :3 

-4%13 CO CD clý Cl 
%A a 0: 3 

0. w 
%0 :3 to -10 

x I. - c 
cl) -1 

0 a)IO 03 :3 03 mr= 

-, I no Ic 0.3 CO- 
"SO 

,0<ý, 0 1, CL OCD 1 -0 
cz) I. - I. - -3 Cc 3 C- 

,ýa0. cl 0 (-1- CD 
b--'O -6 '0 01 
m0 4- cr cr zp - 
(W -1 7-< ml- 'D 
. Cý 0 (D " ý% %-4 

-% 0. - 00 0 
03 at-- 
3E 0 

CL %D to 0-43 CD :3 
4 (D n (0< (D 

00% 0 CD W* Ln 
"-N. C" I- I CD 

ým 000 
0) 0- 3 :3 
:) co m 
i. - 3E to CD C- 0 
N. 00D 
8-3 -ft 0 
30w -0 D 

%93 -Mý CD CD C-) 
0 %a .1X 

0 -j ýj CD r- 
13 %A go -8 C-t- 
a %A M ý-- Cl) 
Is *0 00 rr 

03 m (D 0D a) 
rr :) :)D 
I. - 

Lo CL CL 0 CD 
0 1- (9 CD 
3 %0 x" C"ll ý-- 

0 ca 3 _0 0 -ka 
M. 

n 
0 LO 
a 

J-. 

3 .4 

0< 
1. - 0- (D in 0 

a 

:r 
CD CD 

0 

CD 
J-. 

CD 

- 30 - 

Cý - -., m 6- 
m 0) x :3 
3 :r cr 
CL m I. - (D 

m U) cr 

to 0) 

CV 
0 

a 3 

ý. C13 

WI 

CL 

Ic 0- 'a FA 

0 

nA 
D 

0) c D (A rn 

CL 

C) cl) 

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

:c 

I143 v- ý'o C') I 
'a -q .13Z .1M 0 

a (A 9ac -1 0 CL 0 :3 
0) c 0) w cr L- C Cý 7 CD 3 

0" cr -I :)P. - (D 
4-. 717, (4 X, c 6- (D M (a 3,6-- -1 to 

mm I-- co --n n n C- CD cr 0) CL 
0 CL 0) 
Cý 6-- 0 

ý 03 
W 

(A :3m :1C :3 a -1 40 C :3 c 
% 

I. ý, -I CL (1) 1. - ý CL cr 
(A M rr ý- (A 0) rA 

0) kia '0 CL CL 
< CL. 0 j- cc 0 :)ý< FA 
(D U3 C) 0) 4ý 
to :) Cý to 

cr (D 

LA 
0 

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

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

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

"0 IE 1 
0 

(a CT 7 

'D 

-I 

11 0 
FA 

0 
1 

-I 

0 

m 

m 

3' 
(t 

Ul 

* 



- 31 - 

present study aims to examine a number of proposed actions 

to be followed by the Egyptian government. 

This is in addition to other suggestions 

which have been derived from or based on the investigation 

of the current status of FDI's policy, contribution and 

practices in general in the light of Egpytls economic, 

social and political environment. 

Inputs for the current study on FDI in Egypt 

In the light of the preceding purposes it may be 

useful to outline the major inputs which have been employed 

to accomplish the study objectives as shown in Figure (A-3) 

See the limitations relating to the study findings 
in Section (D). 
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Fiqure (A-3) Inputs for the current qttjdy 

(7) 

(6) 

(5) 

(4) 

(3) 

I 
Study findings 

I 

Information and data drawn from structured 
interviews with GAws, derision-makers in 
Cairo(*) "Questionnaire t4n. 5 

I MI 

Information drawn from a mait questionnaire 
addressed to GAFI*s official representatives 
abroad in collaboration with the Egyptian- 
British chamber of commerce in London-U. K. 
"Questionnaire no. 4)". 

_ M F 

Information drawn from structured interviews 
with the executive managers or the state-owned 
enterprises "Questionnaire no. 3 

Information drawn rrom strtictured interview with 
the Egyptian academic staff. "Questionnaire 

1 

no. (2)". 

Information drawn from a mail questionnaire 
addressed to a sample which includes 19 DMNCs 
operating in Egypt. "Questionnaire No. (1)". 

(2) Analysis or Egypt's economy including both the 
political and social climate, rDl flows and 
impacts since 1974, FDI policy, and orriciai 

Imeasures 

relating to FDI in Egypt. 

(1) Analysis of relevant literature and previous 
research review concerning: FDI theories and 
approaches, costs and benefits or FDI, and FDI 
policies and experiences in the host developing 
countries Including the Middle Eastern countriesl 

In collaboration with COFI. 
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Section B 
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Highlights for Section B 

The Objectives of the present section is to present an 

overall review of the literature and previous research 

findings concerning factors affecting FDI, impacts, 

organisation and the implementation of FDI in developing 

countries especially in the Middle East. 

Thus the current section contains three chapters: 

Chapter 1: Factors influencing FDI in developing 

countries"with specific reference to the 

Middle East. 

Chapter 2: The Impact of FDI in developing countries with 

specific reference to the Middle East. 

Chapter 3: The organisation and implementation of FDI 

in developing countries with specific 

reference to the Middle East. " 
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CHAPTER 1 

FACTORS INFLUENCING FDI IN DEVELOPING COUNTRIES "WITH 
SPECIFIC REFERENCE TO THE MIDDLE EAST" 

Introduction 

In a domestic market place, the degree of 

success and continuity of a given enterprise are contingent 

upon some technological, financial, managerial factors, 

- etc. When such enterprise operates or goes overseas, its 

. 
decision makers will expect to encounter new environment 

involving several competitive factors and distinctive 

aspects which may be different from those factors in the 

local market. 

One group of such factors is economic, another 

group is political and legal, a third group is cultural, 

while the fourth group is arguably peculiar to the enter- 

prise itself. In other words, the differences between 

a MNC domestic market and the foreign one in terms of 

e. g. the level of economic growth? GNP per capita, tastes 

and habits of the consumer, attitudes and regulations 

concerning business and FDI in general, etc. may influence 

the success and the decision of that firm for investment 

abroad particularly when a IINC moves from a developed 

market to a developing one. 

Beyond the above mentioned variables, the decision 

of a Mnc for investment in a certain foreign market may 

equally be determined by a number of other factors 

associated with the competitive advantages and the. objectives 

of the firm. Thus, a Mnc, competitiveness and its 

objectives which are to be sought through FDI in a given 
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host market must be considered and associated with better 

understanding of the major features and competitive factors 

of the foreign market concerned. 

As far as the present chapter is concerned, it 

may be useful to highlight firstly why do MNCs establish 

FDI, and secondly the major factors in marketing, economic 

political and cultural factors influencing FDI in the 

developing countries particularly in the Middle East. The 

factors determining and influencing FDI decisions will be 

considered under three major headings: 

1 .1 The Reasons for FDI: MNCs perspective . 

1.2 Empirical evidence on the determinants of FDI. 

1.3 The role of"factors" in Marketing and Invest- 

ment climate in FDI decision-making in the 

Middle East perspective. 

1.1 The Reasons for FDI: Mncs. Perspective 

Initially, within trade theory the foundation 

stone for explaining patterns and gains from trade is 

the doctrine of comparative advantage. The proposition 

upon which this doctrine was based is that "if a country 

specializes in the products in which it has the greatest 

comparative advantage relative to other nations, and trades 

those products for goods in which it has the greatest 

comparative disadvantage, the bountry's total availability 

of goods, secured from a given amount of resources will 

be enlarged""). ie. the basis for trade accordinglY is 

0 
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the comparative advantages rather than absolute advantages. 

But the assumption upon which the above theory was 

based has come under increasing criticism because the 

theory failed to explain why comparative cost advantages 

differ between nations. This question is answered by the 

Heckscher-Ohlin theorem which attributes differences in 

comparative costs to differences among countries in factor 
(2) 

endowment . ie. the country will export goods in which 

its most abundant production factor is used relatively 

intensively and import the commodity which incorporates 

the factors with which it is least endowed. The theory 

developed by Stopler-Samuelson which describes the effect 

of protection on relatively scarce factors is also closely 

associated with the Heckscher-Ohlin model. 
(3) 

Despite the Heckscher-Ohlin-Samuelson theorem 

providing a tool for explaining the causes of differences 

in comparative costs, empirical-tests have failed to 

support the theory. Leontief 
(4) 

, for example, found that 

the US exported goods that contained relatively more labour 

than capital, as compared with goods it imported in spite 

of the fact that the U. S. were thought to be the most 

capital-abundant and the most labour-scarce economy. 

Furthermore, gaps in income per capita between 

developed and developing countries have been rapidly 

widened, and since the second world war international 
(5) trade has been liberalised Eventually, Robock and 

Simmonds, have adduced the following limitations of trade 

theory 
(6) 
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1. The simplifying'assumptions of the theory e. g. that 

the factors of production (land, labour and capital) are 

immobile between countries, perfect information exists as 

to international trade opportunities, trading firms in 

different countries are independent entities. Also the 

theory assumes perfect competition and does not allow for 

monopoly or oligopoly. 

2. Trade theory did not recognise explicitly tech- 

nology, know-how, or management and marketing skills as 

significant factors of production which can be'the basis 
(7) for comparative advantage 

3. The theory did not anticipate nor does it attempt 

to explain international business activities in forms 

other than the movement of goods the business firm, for 

example, can supply foreign demand through licensing a 

foreign production and it can secure foreign goods through 

direct investment projects. 

In other words, the firm can supply foreign 

markets and secure foreign'goods by numerous ways other 

than traditional importing and exporting. 

It should also be noted that the current 

establishment of trade groupings such as GATT, EEC, etc. 

which aim at removing the obstacles of trade may influence 

trading practices worldwide. 

In seeking an answer to why do Mncs invest 

-ýabroad, a series of new approaches have been developed. 

According to Hood and Young (8) 
, Brooke and Remmers 

(9) 
9 
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for example there is the economic approach which includes 

many areas of analysis such as the theory of the firm, 

the product cycle, capital theory etc. In addition to 

this, there is the socio-psychological approach which sees 

the incentives, aspirations, constraints and so forth within 

the firm providing the motive for FDI. FDI might also be 

viewed as a historical process allied to the developments 

in transport and communication etc. as well as imperial 

and defensive considerations. In this respect, it should 

be mentioned that while Hood and Young have analysed FDI's 

theory from an economic perspective, they also referred to 

the importance of developing other approaches as well. 

Political considerations for example have been viewed as 

inevitably of some importance in the process of MNC's 

development overseas, and could be incorporated into the 

theory as in the neo-imperialist explanation for the growth 
(10) 

tkof the international firms 

As might be expectedthowever, the various 

professional fields of specialisation have been given 

special emphasis by theorists and contributors with regard 

to the theory of FDI. For example, specialists in industrial 

organisation have explained FDI in terms of product 

differentiation, Oligopoly product and factor markets. 

In the field of international finance, specialists have 

concentrated on capital market imperfections. Alternatively 

management and decision theory experts have focused on the 

internal decision-making process of the firm (11). Also, 
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-according to the business administration experts the 

activities of FDI have been considered as a natural 

consequence of the growth of a firm. This business 

administration approach seeks to provide guidelines to 

the firm concerning the type of management which would 

best confront several problems such as dealing with foreign 

government, arbitrations of international conflicts etc 
(12) 

In this connection, the current'section presents 

a summary of some approaches on FDI, followed by examples, 

of empirical evidence on the determinants of FDI. 

, 
/The Market ImperFections Approach: 

This approach is based on an assumption that 

the enterprise has a global horizon; the., decision of the 

firm to invest is explained as a move to take advantage 

of certain capabilities not shared by local competitors 
(13) 

This means that the firm must have certain competitive 

advantages in some areas which a local firm does not 

possess. Or as Hood and Young 
(14) have stated: "with 

perfect competition, firms do not possess market power; 

they produce homogeneous products and have equal access 

to all productive factors. In such a world there would 

be no such thing as direct foreign investment since no 

advantage could accrue to the prospective multinational 

firm". 

Parry (15) 
, has argued that direct investment 

is associated with the Possession of a unique asset by 

t, 
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a firm which conveys a monopolistic advantage exploitable 

via direct involvement in foreign market. According to 

Caves 
(16) 

, FDI Occurs mainly in industries characterised 

by certain market structures in both the host and home 

countries (most importantly, dligopoly characterizes FDI 

in general, whereas oligopoly with product differentiation 

underlines horizontal FDI in particular). 

Broadly speaking, departures from conditions of 

perfect competition within national markets may occur in 

situations such as: 

A. goods markets including product differentiation 

brand names, special marketing skills or 
(17) 

collusion in pricing 

B. Factor markets (e. g. special managerial skills, 

differences in access to capital markets) 
(18) 

C. The role of scale economies in both the plant 

and the firm. The existence of economies of 

scale also tends to favour production within a 

central production unit with foreign market 

serviced via exports. Also where trade barriers 

exist (therefore foreign markets may have to 

be serviced via direct investment and licensing 

or not serviced at all). 
(19) 

Additionally, the 

size of the host market and the stage of 

development of the market both of which reflect 

the potential for exploiting technical economies 
(20) 

of scale 
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-L- 

D. Government policies in respect of t. Ixes, tariffs, 

interest rates, etc. May also create imperfect 

(21) 
markets 

There are several sources of MNCs monopolistic advantage 

firm-specific which associate with the preceding aspects 

of market imperfections. Figure (B-1) provides a summary 

of MNCs manifestations/sources of monopolistic advantage 

for MNCs. 

Figure (B-1) Manifestations/sources of monopolistic 
advantage for MNCs. 

(A)Dovelop4d country MNCs (S) Third World MNCS 

to) Large silo of flftn/QFOUP (a) 

(b) Access to capital markets 
0 

(c) patented of I Technology (C) 
d Sourcer , 

. unpatented 

(4) Product diffe(entiolion (d) 

(e) (a) other marketing knowhow 

M 
(1) Management skills, 

comple It organizations 

Maniftslat ons C *to Access to love-cost (g) 
cc ko 4 Inputs 

(h) (h) Vertical Control over 
Price and/ Non-price Partial 

factor/producl markets 
advantages or advantages acka a I) Host government 

preference 

ý 
Undifforentialed Differentiated snll(llod Dif 
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skills 

Management adopted 
to Third World 
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The present study is only concerned with the developed 
country MNCs. 

Source: S. Lall, et al. The new multinatio-als: the spread 
of Ihi d Wor enFerprises. 
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Generally speaking, MNCs monopolistic advantage 

can be classified into four major groups as follows: 

Technological advantages: eg. ability to differentiate 

products (in e. g. packaging, colouring, etc. ), ability 

to create new products and new products processes, 

intensity of R&D funds and skills, organisational 

skills and management techniques compared with local 

firms, marketing skills (marketing) research, selling, 
(22) 

advertising, etc). and so forth 

2. Capital intensity: large MNCs can raise the sums 

needed to establish efficient facilities produce 
(23) 

and promote capital-intensive products abroad 

Additionally, as risk is particularly related to in- 

ternational capital flows most of Mncsare capable 

of making an optimal portfolio selection and incon- 

sequence can reduce the risk. 

3. Entrepreneurial and managerial skills are apparent 

to be one of the very strength and vitality character- 

istics of Mncs. Fully transferable skills in every 

field can easily be deployed by Mncs abroad through 

shifting high-level manpower or by setting up 
(24) training programmes, for example 

4. Access to raw material: the existence of particular 

raw material may be a country-specific factor 

influencing the location of FDI particularly in 

terms of extractive industries. A Mnc having been 

granted access to raw material it becomes a firm 
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specific advantage either in a form of controlling 

production, processing or marketing the final 

product. Taking into account the technological 

and financial capability of a Mncs -etc. Compared 

with the local firm the former can earn either more 

raw material or profits through exploiting the 

oligopolistic position in the domestic or foreign 

(25) 
markets 

It could be established however, that the market 

imperfections approach concentrates on the firm-specific 

advantages and it provides help to identify the areas of 

investment in which a Mnc can exploit its capabilities 

either domestically or internationally. In the meantime, 

the approach ignores some aspects of country-specific 

which may plague the implementation of the firms, activities 

or entry into the market particularly those related to the 

cultural and political factors. In the long run, it is 

also possible that some of Mncs - specific advantages may 

be influenced either in marketing or in managerial terms, 

for example. This is because local firms may emitate 

the techniques used by the Mncs helped by the host govern- 

ment's subsidy and incentives granted to the indegenous 

firms. 

Robock and Simmonds 
(26) 

, have also argued that the 

market imperfections model needs to be supplemented by the 

global horizon contributions because it assumes that the 

firm is constantly aware of foreign opportunities. The 
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model also provides no answer why foreign production is the 

preferred mean of expleiting the advantages where the 

firm's advantages can also be exploited through exporting 

or licensing. 

Internalisation Approach 

In this respect, Rugman 
(27) 

has suggested that the 

essence of this approach is the recognition of market 

imperfections which prevent the efficient operation of 

international trade and investment. It shows that Mnc 

developed in response to exogenous government-induced 

regulations and control which have destroyed the reasons 

for free trade and private foreign investment. The inter- 

nalisation process, therefore, permits the Mnc to overcome 

the externalisties resulting from such regulations. In 

addition, the Mnc has been an efficient response to non 

government market failure in areas such as information and 

,_ 
knowledge. 

On the basis of Buckley and Casson's argument, 

Parry 
(28) 

, has suggested that FDI according to this ap . proach 

is concerned with the internalisation of various functions 

which are normally carried out via the market, within the 

subsidiary parts of Mnc. These internalised functions 

include e. g. movement of raw material, the use of management 

skills, R&D etc-all of which can be procured in the market 

place but which, according to the theory, are better 

managed via intra-firm rather than market transactions. 
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In other words, a Mnc can maximise its return by 

carrying out various functions (factor markets, know-how 

markets, R&D etc. ) internally instead of doing them in 

the market place. Or according to Magee's viewpoint the 

Mnc aims to protect its investment in creating knowledge 

and information via internalising proprietary knowledge 

within the firm rather than via the market. The Mnc will 

seek to protect its rights connected with the developed 

skills, knowledge etc. in order to earn an economic return 
(29) 

on the investment involved 

In this regard, Hood and Young 
(30) 

, have argued that 

the difference between the internalisation approach and 

the theories of technological advantage, industrial 

organisation, etc. is not in terms of the possession of a 

unique asset perse which gives a firm its advantage. It 

is rather the process of internalising that asset as opposed 

to selling it to a foreign producer which gives the Mnc 

its unique advantage. 

Under this model, according to Hood and Young's 

argument - internalisation would be as much a characteristic 

of a multi-plant uninational firm as of a multinational 

firm. Moreover, the major difficulty comes in trying 

to validate the internalisation hypothesis empirically, 

and to demonstrate whether or not the theory can be 

extended to the long run even on present knowledge of the 

Mnc expansion process: eg. whether the political or other 

costs of internalisation will ultimately become prohibitive 
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if nations adopt discriminatory policies towards Mnc, as 
(31 

in the area of transfer pricing 

Eventually, with regard to the idea developed by Magee 

concerning the appropriability model, Hood and Young have 

argued that "the appropriability theory again draws upon 

the internalisation concept, since it is the MNE's ability 

to internalise technology which is one of the factors 

facilitating appropriability". Also "the international 

patent system will provide protection for certain types of 

technology" 
(32) 

Fur*thermore, the internalisation theory 

I/ 
in general focuses on the motives and decision process 

within the firm and gives only limited attention to the 

potential of national control policies as well as other 

external factors which may influence the costs and benefits 

of internalisation. 
(33) 

The Product Cycle Approach 

International product life cycle (IPLC)-as a theory - 

has been developed and verified by the economists to explain 

international trade in the context of comparative advantage. 

IPLC is mainly concerned with the diffusion process of an 
(34) 

innovation across national boundaries 

IPLC in essence, includes four phases in production 

and trade cycle, which is outlined below with the U. S. as 

an example: 
(35) 

Phase 1 U. S. export strength. 

Phase 2 Foreign production starts. 
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Phase 3 Foreign production becomes competitive in 

exporL markets. 

Phase 4 Import competition begins. 

The model according to the above-mentioned stages or 

phasesas also described in Chart (B-1) suggests that a 

developed country such as the U. S. having a new product 

to satisfy consumers needs, attempts to exploit its 

technological breakthrough by selling abroad. Other advanced 

nations soon start up their own production facilities and 

before long, Less Developed Countries (LDCs) do the same. 

Finally, advanced nations (e. g. U. S. ) having lost their 

comparative advantage, begin to improt products from their 

(36) 
former customers 

EXP 

a 

IMP 

S 

1 Country 

(* ) The chart shows three life cycle curves for the same innovation/product. 

Source: S. Onkvisit and J. Shaw. An examination of the internatio-al 
product life cycle and its applications within marketing. 
op. cit., p. 74. 

Chart (B-1) IPLC Curves 
(*) 
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Probably the most important point relevant to the 

present theme is the reason behind the shift of production 

abroad. In this respect", it could be argued that most firms 

tend to operate/produce and sell their product locally as 

long as they earn an adequate profit. When competition 

(in price, production factors) beocmes more intensive, 

production may shift abroad to less intensive and competitive 

markets (ie. low-production cost markets or low-price 

competitiveness), where the firm concerned will enjoy a 

monopolistic position (in several production, marketing, 

technological areas, etc. ). 

The IPLC theory, in general, has some applicability 

for firms which are expanding abroad for the first time and 
(37) 

for Mnc activity associated with final product type 

There are also several examples of products which conform 

to the characteristics described by IPLC. The production 

of semiconductors started in the USA before diffussing to 

the U. K., France, Germany and Japan, and now these are 

production facilities in Hong Kong, Taiwan and other Asian 

countries. Also, prestigious goods, eg. Rolls Royce 

incorporate features which cannot easily be duplicated by 

imitators 
(38). 

Meanwhile, Onkvisit and Shaw 
(39) 

, Giddy (40) 

among others have argued that the IPLC is not suitable for 

all types of products particularly those products, which 

are essentially homogeneous in other parts of the world. 

Manufactured products rather than agricultural and natural 

resources products are more likely to conform to the 
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described trade cycle. Furthermore, the IPLC model does 

not address the strategy issu. e of why Mnc undertake invest- 

metn abroad instead of e. g. licensing. 

Finally, Kojima 
(41) 

, has also argued that the product 

cycle is a theory of the location of production of one 

commodity by a firm growing through monopolistic or oligo- 

polistic behaviour. Moreover, he considered FDI as a 

monopolistic defence of the market which could be made before 

the mature stage of the product cycle because the threats 

(e. g. tariffs in importing countries, import quotas, etc. ) 

to export arise and inconsequence exports will decrease. 

In other words, a Mnc may prefer to invest/expand abroad 

for cost factor reasons or other locational factors before 

the mature stage of the product cycle. 

The Locational Approach 

For most firms, FDI decision involvetmany considerations 

of an international and domestic dimension. In this 

connection, the present approach is primarily concerned 

with the question of where firms locate their foreign 

operations/affiliates. ie. The locational approach concent- 

rates on examining and highlighting the determinants of 

decisions regarding the location of FDI in a given host 

country. 

In sum, examination of literature demonstrates that 

"the theory of location is concerned with supply and demand 

variables which influence the spatial distribution of 
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production processes, R&D activities and the various 
(42),, (43) 

administrative functions of the firm Dunning 

has also argued that a general theory of location encompasses 

both cost and market sectors. 

It is possible, however, that factors such as the 

prospects of market (size, growth, degree of competition, 

etc), production cost factors (labour, raw material, inter- 

mediate facilities, etc), measures and restrictions imposed 

on trade (tariff and non-tariff) and so forth are among 

those factors which may affect a Mncls decision to invest 

in a certain host economy or the choice between for instance 

FDI and exporting. An added illustration, the OECD pointed 

out that several locational factors might determine the 

decision on FDI. Among these factors including cost 

factors - are seen to be the following 
(44) 

:_ 

(a) Inducements by governments and other incentive offered. 

(b) Investment climate factors such as general attitude 

to foreign investment, political stability as well as 

the regulations limiting ownership or transer of profits. 

(c) Market attraction has been considered as the most 

popular explanation of a country's propensity to attract 

FDI. 

According to the present approach, it could be argued that 

marketing factors such as the size of market and its growth 

etc., and cost factors including labour costs and raw 

material and so forth in addition to government policies 

concerning trade and investment including of course other 
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cultural and political issues etc. are among the most 

important determinants of the decision on FDI. 

The Geobusiness Approach: 

Under the label "Geobusiness model" Robock and Simmonds 
(45) 

have suggested that three major groups of variables may affect 

international business patterns and activities. Exhibit 

(B-1) illustrates these variables. 

Exhibit B-1 Basic Variables of a geobusiness model 

Conditioninq variables: 

Product-specific Product and factor requirements, tech- 

nology and production characteristics. 

Country-specific (a) National market demand, (b) Disparities 

in natuarl and human resource endow- 

ments, (c) Disparities in technological 

cultural, institutional, economic and 

political environments. 

Inter-nation International financial trade, trans- 

portation and communication systems 

and agreements that af. fect the spatial 

movement of information, money, goods, 

people, etc. 

Motivation Variables: 

Firm-speciftc Geographical perception and resource availabil 

Competitive The relative competitive position of 

individual enterpises and competitor 

I 

moves and threats. 
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Exhibit (B-1) Cont'd 
Control-variables: 

Country-specific Administrative actions, laws, and 

policies of home and host country 

government that directly or 

indirectly influence international 

business through positive incentives 

and/or negative control. 

Inter-nation International agreement, treaties, 

and codes of conduct directly 

affecting the pattern of inter- 

national business. 

Source: S. H. Robock and K. Simmonds. International 

business and multinational enterprise. op. cit., p. 51. 

The geobusiness approach (as displayed in exhibit B-1) 

is really composed of many factors which have been attributed 

to the approaches examined earlier. It provides/incorporates 

several key interacting and inter-related variables which 

can act as incentives or constraints regarding the decision 

on FDI. Most interestingly, the geobusiness approach 

concentrates upon the possible influences of both the home 

country's environment and the host countries investment 

climate. 

It is possible for example to argue that factors such 

as the home government's guaranteee scheme for overseas 

investment, anti-trust legislation making expansion diff- 

icult at home, trade union pressure, severe competition and 
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so forth may encourage a Mne to invest abroad. Menawhile, 

on the side of the host government, it is also possible 

that the temptation of incentives offered, the prospects of 

markets, the existence of little or no competition etc. 

may be among the reasons for overseas investment. 

Eventually in another piece of work Rugman 
(46) 

has 

summarised-onthe basis of reviewing someliterature - 

the possible determinant of foreign investment as a comb- 

ination of market impferfections factors, locational 

factors and other motivation variables, e. g.: - 

1. The desire to overcome tariffs and other barriers 

to trade. 

2. Exploitation of monopolistic advantages such as in 

the areas of technology, management, or research. 

3. Large market size in the host country. 

4. Lower costs of production abroad (labour, borrowing 

cost, etc). 

5. Possible tax avoidance by e. g. transfer pricing. 

Based on the preceding review, it could be argued that 

despite the limitations of FDI theories, they throw light 

upon the major determinants and motivations which might 

influence the decision relating to overseas investment. 

They may help to explain the reasons underlying the pre- 

conditions of FDI decision for both parties to investment 

ventures (i. e host country and Mnc particularly). It may 

generally be argued also that host-country specific factors 
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e. g. Locational factors on the one hand and Mnc-specific 

factors on the other hand are among the most important 

determinants with regard to the decision of FDI. 

1.2 Empirical Evidence on the Determinants of FDI: - 

As relevant to the present study, more'attention will 

be paid to the evidence relating to the locational factors 

affecting FDI decision. Taking into account the data 

limitations in terms of the empirical studies on FDI, the 

folloiwng are examples illustrating the weight given to 

the determinants of FDI. 

Mncs' source of advantages: As demonstrated earlier 

the advantages that a Mnc possessed are numerous. Financial, 

technological and personnel capabilities are among the 

most obvious advantages of a Mnc. As table (B-1) shows 

data concerning the BmnCs operating in Egypt, one can 

identify the special characteristics of these firms1in 

the light of the controllable factors below: - 

(a) The total investment budget of Egypt accounts ZE 6325 m 
(47) 

in 19B3/84 VS. ZE 5860 m in 1982/83 

(+) (48). 
(b) GNP in some Arabic countries (values in $ bn) 

Egypt 32.9 1982/83 

Iraq 30.4 1979 

Jordan 5.092 1983 

Sudan 9.5 1981/82 

Syria 18.467 1982 

Tunisia 7.8 1983 

See next page 
Z= $1.411 on the 23rd of July 1985. 
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Table (8-1) Characteristics of Ten SMNCs 1981-82. 
(Value in LM) 

Company The General The British Imperial British John Bro'n Haker Ultramar Aoyal Rottvvan The wellcure 

Profile Electric Co. Petroleum Chemical Aeruspace & Co. Ltd Sidckýley PLC DAch/ IM er- FoLrdation 

PLC Co. PLC Ird. PLC PLC Group PLC Shell naticral Ltd 
Group Ltd 

1982 % 1981 1981 1961 1981 1981 % 1981 1981 1961 1901 

(1) Total net sales 4949 25755 6561 1662 582 1395 1393 40= 23B5 53M 

BY F-ICP 

subsidiaries 33 44 28 42 90 

Rest of Europe - 
4 - 4 46 

The Americans 16 - 18 26 

Australia 4 - 2 - 

Asia 3 - I - 

Africa 0 - 3 4 

Assoc. Caqxrw! s 7 - - 

(2) E)ports 22 11 22 62 19 23 9 

(3) Net profit 
foreign 358 1018 47 24 79 93 M 

(4) Total Assets 4048 2M 5211* 788 58e W M7 

(5) Net assets 2140 17754 501 13184 

(6) Capital 
expenditure 
abroad 173 4301 411 25 149 M 54 

(7) R&D E>q)- 
enditure 
abroad - - 105 - 229 260 

(8) Total 
enployees I M 153300 132400 77M 11700 5270D 4500 166MO 8100 668B 

Conestic 77 V 58 % 68 6 33 

Abroad V 73 44 4 32 94 67 

(9) Foreicp 
excInenge 
CQUIS(Loss) 60.5 672 92 0.6 84.3 (1084) 

(10) Profitability 15.7 9.4 14.2 

Excl. foreign exports Net assets foreign 
Total assets, foreign. 
Source: Key British. 83 enterprises-Britain's top 20,000 companies., London, Dun & Bradstreet Ltd., 1983. 

Source: J. M. Stopford The World Direct fta; lon! l enterprises, London, The MacMillan Ltd., 198Z! 83, 
pp. 197,199,455, 

Hý OWuiN, 
528,582,619 

i2 
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(C) Average number of employees in all Egyptian national 

textile and garments manufacturing firms is about 

8,000 in 1984 

Based on the data concerning Bmncs (in table B-1), 

it could be established that: (a) the size of Egypt's 

investment budget in 1983/84 is a very small proportion (not 

exceeding 1% in some cases) of the total net sales/assets 

of any given Bmnc, (b) The total net sales or the total 

assets of some Bmncs investigated (e. g. British Petroleum, 

Imperial Chemical, Royal/Dutch) exceed the total GNP of 

some Arabic countries - such as Sudan, Jordan, Tunisia etc. 

(c) the number of employees (either abroad or domestically 

employed) by most of the Bmncs is higher than the average 

number of all the Egyptian national textile firms (the 

biggest in Egypt includes 22000 workers, while the smallest 

includes only two thousand). 

According to the above comparison it could be argued 

that the major advantage of the Bmncs under considerations 

lie in their greater capital capabilities and workforce 

and also R&D expenditure abroad which account in the 

case of Imperial Chemical Company, for example for about 

5 0' 5. a of its total capital expenditure abroad. 

Furthermore, the use of e. g. total assets possessed by 

the Bmnce and the size of R&D expenditure abroad might 

provide a genuine indicator in terms of the technological 

advantages of these firms. This is in addition to the fact 

(+) Study survey. 
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that most of the Bmncs investigated in table (B-1) produce 
(49) 

more than one product 

One of the most important indicators demonstrating 

the Mncs technological advantage is that the fees paid by 

developing countries to these firms for technical, consulting 

know-how and patent services, etc. Table (B-2), therefore 

shows total professional engineering fees and other technical 

services etc, received by the U. S., U. K., and other 

European firms from developing and Mid-East countries where 

the total engineering fees paid in 1980 for example accounts 

for about 50, *0 of Jordan's GNP in 1983. 

Table B-2 Engineering, Construction, Contracting and 

other technical services fees received by U. S., 

U. K., and other European firms 

(Value in US $ bn) 

1979 1980 

(A) Total professional engineering services fees 2.1 2.6 

of which: U. S. Firms 3 8% 3 4, o 
U. K. Firms 15% 16% 

9W French Firms 10 1010 

(B) Exports of construction & contracting 

services - Germany: Construction services, 

assembly and repairs 1.395 1.892 

U. S. Contract operations of U. S. 

construction, engineering & technical 

service firms: net receipts 0.752 1.189 

Exports to developing countries including OPEC. 

Source: G. Vickery. "Some Aggregate Measures of new forms of investment", 
in C. Oman. New forms of international investment in developing 
countries. OECD, Paris, 1984, Quoted from Table (1) FTD, 

pp. 130-131. 
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Based on table (B-1) it seems possible also that the 

percentage of the Bmncs exports, the size of Bmncs as 

measured by their total assets for example, as well as the 

percentage of sales by foreign subsidiaries reflect the 

significance of the Bmnc's degree of commitment in foreign 

markets and their great export propensity also. The figures 

may arguably indicate the Bmncs' capabilities either in 

terms of technology transfer or the product differential 

advantages they have possessed. 

Additionally, the following table (B-3) provides data 

and ratios calculated on the basis of a review of 430 major 

European, American and Japanese Mncs' profiles during 1974 

and 1978 Interestingly, the trends show almost in 

all cases a continuous growth in sales worldwide, a degree 

of internationalisation, foreign content etc. of the firms 

investigated. This in turn probably indicates or reflects 

several types of advantages which the Mncs have possessed 

as referred to in earlier occasions. Interestingly too, 

a comparison between the figures displayed in table (B-2) 

and those related to the GNP of some Arabic countries as 

reported earlier may presumably illustrate the enormous 

financial advantages of Mncs. Also, it is clear that the 

degree of internationalisation increased when direct export 

from the home country increased and the growth of foreign 

content is contingent upon the growth in both the total 

sales worldwide and the sales of affiliates. 

Profiles and ratios were prepared/calculated by Stopford et al. 

in the previously-mentioned World Directory prepared in 1980. 
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In fact, the relationship between the above variables 

is stillone of the most debatable topics. In this 

connection, a study by Lall (on monopobistic advantages and 

foreign involvement by U. S. manufacturing industry) leads 

him to argue thatf(a) capital intensity does not show any 

significant influence on either form of foreign involvement, 

(b) The product differentiation advantage appears to be 

highly transferable and to promote foreign production instead 

of exports, (c) The possession of large numbers of salaried 

personnel -serves to promote foreign production rather than 

exports. And the combination of technological and product 

differentiation factors exercise the largest effect on 

foreign involvement in all its terms and 

(d) The presence of firms producing internationally, means 

that the possession of advantages which are easily trans- 

ferred from Mncs home country promotes direct investment, 

but the possession of advantages which are temporarily 

or permanently tied to the country promotes exports. 

Meanwhile, Hood and Young (51) 
, have argued that: 

(a) there need not necessarily be any relationship between 

expenditure on R&D (or advertising) and the resulting 

output, and the new or differentiated products derived 

from these expenditures could be marketed in the domestic 

economy. 

(b) In terms of the size variable, it may be postulated 

that large firm size stimulates diversification and 

multinationality but it could be argued that size may be 
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the by-product of expansion rather than the stimulus. 

(c) Increased foreign investment could encourage increased 

R&D ie. the firm's engagement in overseas markets is not 

necessarily related to the greater expenditure on R&D. 

In general therefore, it seems clear that most of 

Mncs (including Bmncs) have greater financial, technological 

capabilities, etc. but it may be hard to argue that there 

is an obvious and strong relationship between, say, the 

size of a Mncs or R&D expenditure and so forth, and the 

degree of foreign involvement of such a firm for example. 

In other words, it could be argued that a combination of 

e. g. technological, personnel, product-differentiation, 

capital intensity factors, etc., may exercise the effects 

on e. g FDI decision or forms adopted by a certain Mnc. 

It is also possible that factors other than those related 

to the Mncs characteristics perse could influence the 

decision concerning FDI. The spread of protectionism and 

regional grouping for example may act either as an incentive 

or constraints on the Mncs investment decision. Also 

location-specific costs may relatively effect the transfer- 

ability of Mncs monopolistic advantages abroad and the 

decision on FDI. 

As risk is specifically regarded as one of the 

determinants of international capital flow, it has been 

argued that portfolio diversification or an optimal port- 

folio selection will reduce risk. One element of risk is 

foreign exchange rate risk. In this respect, Aliber 
(52) 
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has argued that it is possible for a Mnc to manipulate its 

overall portfolio in order to reduce expected changes in 

foreign exchange rates associated with each currency. 

Aliber's first study 
(53) 

implied that there was less 

risk associated with the US. $ which gives an advantage to 

the subsidiaries of U. S. Mncs compared with a local firm in 

the host country. In the second contribution, Aliber has 

suggested that other advantages enjoyed by subsidiaries 

such as their ability to borrow cheaper capital and achieve 

a better capitalisation rate on their shares. Direct 

investment according to Aliber's model is significnatly 

affected by foreign exchange rate risk. A nation with a 

strong currency for example will endow its entrepreneurs 

with a distinctive advantage over foreign local firms when 
(54) 

the foreign coutdry has a weak currency 

Taking into consideration the time horizon-, Caves 

and Reuber 
(55) 

, and Porter 
(56) 

have argued that short-term 

portfolio capital flows are particularly responsive to 

interest rate differentials, but there is also some 

sensitivity of long-term portfolio capital and direct 

investment. 

Finally, one of the econometric tests of FDI was 
5 (57) 

reported by scaperlanda using a neoclassical stock 

adjustment model. He suggests that one of the major 

determinant of foreign investment is the changes and 

fluctuations in the host economy's foreign exchange rate. 

In the meantime, it could be argued that portfolio invest- 
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ment gain is contingent upon factors other than country 

to country's fluctuations in exchange rate i. e. the valuation 

of company's share is dependent for example on the level 
(58) 

and the stability of profits 

Locational Factors affecting FDI: 

Empirical evidences in this respect demonstrate that 

the role of locational factors seem to differ substantially 

in terms of their influence on the decision concerning 

FDI. Examples of studies which concentrate on examining 

the determinants of FDI decision can be summarised as follows: 

(A) Investment Climate: 

Survey evidence examined by Aharoni 
(59) 

, leads him to 

conclude that at the initial stage of foreign investment 

decision, the incentives offered by host countries are not 

at all considered by firms. Similarly, Reuber et al 
(60) 

n has pointed out that incentives canot have much effect on 
JI 

the total flow or infl-uence on its geographical distribution 

compared with the other factors. 

In terms of political stability, foreign exchange 

factors, limitation on foreign ownership incentives, and 

attitudes towards FDI, etc. According to tables (B-4) and 

(B-5) below it could be argued that both Bmncs and U. S. 

Mncs are not very much concerned with some investment 

climate's factors (and in some cases thebarriers to trade 

and cost factors) compared with other factors, namely 

marketing factors. 
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Table B-4 - Reasons cited by British Parent Companies for 
their investment in India & Pakistan 

Order in which Total Possible Number of 
reas ons was cited Responses cases in which the 

Reason - response was not 
12 3 4 (Out of 71) cited 

No. of Cases 

New Market/Geographica l 
diversification 36 11 3 - 50 21 

Protecting existing 
market 30 9 5 - 44 27 

Overcoming tariff 
barriers ' 1 14 6 4 25 46 

Matching Competitors -4 1 3 8 63 

Using patents/Licen- 
sing equipment - 10 11 1 22 49 

Lower Cost Conditions -1 - - 1 70 

To obtain materials/ 
facilities/resources 14 7 1 13 58 

Host Government 
incentives/political 
stablity 22419 62 

Other reasons 11125 66 

Total Responses 71 56 38 12 177 

Source: J. W. C. Tomlinson, The Joint Venture Process in 

International busiess: India and Pakistan, 

London: The M. I. T., 1970., p. 26. 
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Table B-5 Determinants of United States* Foreign Direct 

Investment - Summary of Selected Surveys 
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An added example - as shown in Table B-6 below 

illustrates that factors such as profitability, sales and 

economic conditions influencing investment decision in 

foreign markets have been rated high in importance when 

compared to political conditions and socio-cultural factors. 

Table B-6 Ranking of factors which affect investment decisions 
in foreign countries 

Factors Percentage of companies assessing each rank 

1 2 3 4 5 6 

Sales (27)* 19 22 15 30 7 7 

Profitability (32) 72 12 16 - - - 

Economic Conditions (27) 21 39 36 4 - 

Political Conditions(24) - 22 44 30 4 - 

Sociological factors (24) 4 4 4 25 55 8 

Cultural factors (23) - 4 4 - 26 66 

*Figures in parentheses indicate the number of firms ranking each 
factors. 

Source: R. Pohlman, et al., Policies of multinational firms: 
A survey. Business Horizons. Vol. 19, No. 6., 1976, 
pp. 14-18, the Table quoted, p. 15. 

Based on the foregoing examples, political stability, 

limitations of ownership, attitude towards FDI and so forth 

have been regarded as rather weak - by the firms studied - 

as an important determinants of FDI decision. On the 

contrary, findings of other studies provide evidence which 

highlights the importance of the above-examined climate factors. 
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A survey's results as displayed in table (B-7) concerning 

variables which appear favourable to infl*uence the U. S. 

based MNcs' decisions to invest in the LDCs demonstrate 

that political stability has been rated high in order of 

importance. In the meantime, allowing foreign majority 

ownership is regarded as very important as well, while 

incentives offered by the host government such as income 

tax, holiday and tariff protection have been rated low in 

importance. In sum, Table (B-7) highlights the respondents' 

ranking of selected political, foreign exchange variables 

and some types of incentives. (Table B-7 on following page). 

Meanwhile, Imoisili 
(61) 

, has conducted a study aimed 

at pointing out the key success factors in Mncs and the 

indigenous companies operating in Nigeria. Environmental 

factors (economic, legal/political, etc) were among the 

variables that have been assumed to influence the success 

of the companies studied. In general, this study provides 

evidence to suggest that 
(62) 

:_ 

a. The Mncs are more worried about political stability 

and the possibility of government legislation with 

adverse effects for them. 

b. Social-cultural and infrastructural factors (eg. 

telephone, water, power, etc) are respectively the 

greatest source of uncertainty for both the indigenous 

and multinational firms. Nigerian companies 

(especially those government owned) have to worry 

about the ethnic balance of their workforce if they 
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are to avoid charges of tribalism, favouritism or 

sectionalism. 

C. Because the Nigerian firms are being helped by favour- 

able legislation which puts more business exclusively 

into their hands. Under such circumstances, Mncs 

put a lot of stress upon the uncertainty of Nigeria's 

economic factors, despite the fact that most of 

European subsidiaries have enjoyed near-absolute mono- 

poly in the Nigerian market from the colonial times. 

d. Due to the scarcity of qualified managerial and 

technical talent the indigenous companies are less able 

to compete with the older and more establsihed Mncs 

for their required manpower. 

Furthermore, incentives offered by the developing 

countries as wall as the influence of political stability 
(63) 

on FDI have been examined by Agarwal It was found 

that the political stability in a developing country has a 

negative impact on the flow af direct investment. Regarding 

the incentive offered and particularly that of related 

pre-conditions of performance requirements such as 

restrictions on ownership size, location, export or local 

content requirements, etc. on the whole it was found that 

these pre-conditions that investors have to fulfil to be 

eligible for incentives may have an influence on decisions 

comparable to that of the incentives themselves. This 

result in fact may explain the contrast between the importance 

of the incentives programmes and their effect on FDI in 
(64) developing countries 
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In terms of cultural factors influencing FDI decision 

and activities, Hill and Still 
(65) 

, have surveyed 61 sub- 

sidiaries of consumer packaged goods manufacturers, operating 

in 22 LDcs in order to underline the obstacles to trans- 

ferring modern products to developing markets and to discover 

how firms manage the process of adapting consumer products 

to LDcs markets, etc. The findings of this survey demonstrate 

that industrial and consumer durables goods which are less 

culturally sensitive may have a greater potential market 

in the LDCs, while consumer packaged products such as food, 

drinks, etc. are extremely sensitive to cultural differences 

(in a country such as Saudi Arabia information concerning 

product-use expiry date, etc, must be printed in Arabic 

and English. All products also must conform to the pre- 

vailing religious and social taboos) 
(66) 

. 

Regarding the attitudes towards FDI and specifically 

toward MNcs, it is partially clear as demonstrated in 

table (B-5) that Mncs are not very much concerned with the 

general attitude to foreign investment or the limitations 

on ownership in all cases studied. By contrast table (B-7) 

illustrates that most of Mncs surveyed have rated the 

limitations on foreign equity in the first place of import- 

ance. To shed more light upon these issues, it may be 

useful to provide other examples. Table (B-8) will briefly 

illustrate the perception of two developing countries elites 

(namely Chile and Venezuela) as to Mncs contributions 

compared with the national firms, while table (B-9) will 
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show precisely the major issues confronting Mncs in six 

developing countries in the Far East and Latin America 

(namely, Brazil, India, Malaysia, Peru, Singapore and 

Thailand). 

Table B-8 Attitudes towards Mncs of elites in Chile & Venezuela 00) 

views of social and economic impact. 

Chile Venezuela 

Type of Firm Type of Fi rm 

National us Other Mixed Nat. US. Other Mixed 
For. O/Ship For. O/Ship 

Very beneficial 4 3.2, o 24.1% 24. Zo' 38.8% 59. Xo' 16.1% 15.95% 30. (To' 

Beneficial 41.7 50.4 50.0 44.2 30.7 53.1 50.0 54.6 

Neutral 14.4 18.8 20.5 16.3 8.7 16.8 19.7 12.3 

Harmful .8 
6.8 5.3 0.8 1.3 9.1 9.8 1.5 

V. Harmful 0 0 0 0 0 4.9 4.5 1.5 

Principal 
advantages 
of foreign 
investment 
for country Chile Venezuela principal Chile Venez. 

disadvantaqe 

-Brings in Capital 4 8% 20', o political & economic depend. 24, o 2 T% 

-Brings & develops 19 31 caTpany benefits more than 23 26 
technology host country 

-Economic support is 25 Harmful to economy 20 15 
& development 

-Creates employment 7 7 Negative effect on 10 17 
balance of parmts 

-Other 8 17 Other 23 15 

Source: N. S. Truitt and D. H. Blake", Upinion leaders and private 
investment. " Mentioned by J. Fayerweather. International_ 
business strateqy and adminstration Cambridge: Ballinger 
publishing co., 1982 , p. 150. 
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It is clear that the perception of national elites 

in Chile and Venezuela was overwhelmingly favourable with 

regard to the contributions of the Mncs examined (table 

B-B). At the same time, both national and mixed firms 

were clearly rated significantly higher than Mncs. 

Interestingly, capital contributions made by Mncs were 

considered as a major advantages in Chile. By contrast, 

in the case of Venezuela, regarded as of more importance 

were transfer of technology and general economic contributions 

of Mncs. 

As to the issues that caused conflicts, from table 

(B-9) there are probably three main issues dominating the 

scene, i. e. they were considered to be a major problem. 

These issues are equity participation, a desire to retain 

control in the hand of local nationals and transfer pricing. 

In other words, the results are somewhat similar to those 

shown in Table (B-7) where a certain fundamental demand is 

required by the Mncs executive managers interviewed. This 

demand tends to be more freedom in terms of determining 

the firm's policies and controlling their operations. At 

the same time, the host countries are also concerned witb 

maintaining more control over Mncs activities in order to 

eliminate the adverse impact upon the national economy 

which may be caused by these firms. 

Moreover, as table (B-9) shows, very few of the 

problems of the Mncs were associated with the socio- 

cultural issues. A similar trend/result was also observed 
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by the U. S. State Department in their analysis of conflicts 

between U. S. Mncs and host governments during the period 

1960 through 1971 as shown in table (B-10). 

Table B-10 Issues that caused conflictsbetween U. S. 
investors & the host countries (U. S. State Dept. Study) 

1%0 61 62 63 64 65 66 67 68 69 70 71 Total 

Equity 11-2213 5 39 74 128 

Participation - --1---- -- 6 7 

Pricing Policy - ------- -- 3 3 

Control by goveiTuent - 112 12 --- 12 ? 
_6 25 50 

Bpansion of Bports - ----- - - 

Interference with host econaTry - 1---- 14 6 

Interference with soc. cultural norms - ----- -2 2 

Interference by M-cs host governments - ----- -1 1 
with host government policies 

Conflict with national sovereignty ----- -- -1 
Total 323 14 213 17 47 115 198 

Source: U. S. State Department "Disputes involving U. S. 
Foreign Investment" in A. Negandhi and B. Baliga. 
Tables are turning, op. ci ., p. 66. 
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(B) Marketinq and Cost Factors: 

It could be a risky proposition to assume that the 

previously locational factors (investment climate and 

other economic, socioýpolitical factors) have no role to 

play in terms of the decision of FDI. Indeed, the role 

played by each individual factor - examined in the foregoing 

research may vary substantially from one host country to 

another particularly with regard to the political risk or 

the incentives offered R-c.. But it is possible that for the 

SU 
existing Mnc in a given host market, factors L! sch as 

political stability, tax concessions and availability of 

local capital etc, can be seen as low in importance. 

Partly because of the guarantees that already given by 

either or both the host and home governments, partly because 

of the enormous financial capabilities of the Mncs. 

Having epxected that, there are however, factors other 

than the preceding ones that might exert much influence 

on FDI decision. Based on tables (B-4), (B-5) and (B-6) 

as well as the following tables (B-11) and (B-12) it could 

be argued that: 

A. Marketing factors (the size of market, market growth, 

establishment of export bases, sales, protecting existing 

market, and so forth) have been regarded as of great 

importance to the Mncs concerned rather than other factors 

in investment climate. 

B. Cost factors (such as availability/obtaiping raw 

material, lower cost conditions, financial inducements by 
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Table (B-11) The most important factorsthat led firm to 
make its first foreign investment in 
production facilities 

Response Number of 
Firms 

Of two firms citing "push" factors: 

- to get cpaital out of U. K. 1 

- already making good profits in U. K., 
little further scope 

2 
Of twenty-four firms citing "pull" factors: 

- to enable us to compete effectively 
with local firms. 6 

- there is a large market overseas 5 

- to get a production base in the EEC 8 

- U. K. Market absorbs all our U. K. 
production and so foreign markets 
have to be supplied from elsewhere 1 

- so our product will be associated 
with one manufactured there 1 

- the export tax relief available there 1 

- the materials supplies are located 
there 1 

- the necessary labour was available 1 
there and not here 24 

(*) Sample size = 43 firms. 

Source: G. D. Newbould, et al., Going international; The 
Experience of Smaller Companies Overseas,, London: 
Associated Business press, 1978 , 

T-able (4-4), p. 55. 
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Table (B-12) Subsidiary (motivational) factors were 
important in the first foreign venture. 

Response Number of 
Firms 

1. External approaches 
2. Push factors 

5 

- Transport cost/delivery problems from U. K. 4 
- Ancillary cost problems in U. K. 1 
- To avoid manufacturing in U. K. 1 

(union problems) 
- No further' expansion in U. K. for tax reasons 1 
- Fear of U. K. monopolies commission 1 

3. Pull Factors: 

- The size of the market 13 
- The need for local adaption, or resident 9 

production 
- To get a European production base 5 
- To ensure exports of intermediate goods 4 
- It's a nice country 3 
- Room for expansion 3 
- Personal/family links 3 
- Tariff/import licences 2 
- To compete effectively with locals 2 
- To get access to skilled foreign management 1 
- To ensure supplies of inputs 1 
- To get access to host government contracts 1 
- To have a factory in commonwealth 1 
- Access to foreign technology 1 
- Host country grants 1 
- Had to manufacture to maintain potents 1 

Number sums more than forty-three due to multiple 
responses. 

Source: Ibid, derived from Table (4-5), p. 58. 
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government) have been considered low in importance in 

some cases compared with other cost factors such as 

availability of labour and lower labour costs. 

C. Perhaps the most interesting point demonstrated by 

Table (B-4) vs. table (B-5) is that most of the cost 

factors are varied when developed and developing markets 

are compared. Cost factors as opposed to marketing factors, 

seem to be low in importance. 

D. Mncs are much concerned with the rigid labour laws 

in the host countries (Table B-7). 

E. Profitability objective seems to be the most common 

reason for overseas investment. In this respect, it was 

found in a study by Piercy 
(67) 

that the vast majority of 

the British firms surveyed pursued the same goals in U. K. 

market and export marketing. Their major objectives were 

primarily associated with profit in both the U. K. and 
(68) 

export markets Respondents in the same survey were 

asked to explain their reasons for exporting to a large 

number of country markets. The main reasons reported were 

linked with sales volume maximisation, risk reduction and 
(69) 

product specialisation 

Barriers to Trade 

Initially, in the light of the preceding evidences 

(as displayed in tables B-4, B-5, B-11 and B-12) it has 

been illustrated that the attention paid by the companies 

surveyed to the barriers to trade is relatively low compared 

The analysis of the relationships between international Erade 
and FDI is well beyond the major concern of the present study. 
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with other locational considerations. But host countries' 

willingness to grant import duty concessions for example 

has received considerable attention in some cases (see 

Table B-7). 

Far beyond the above evidence other research findings 

have demonstrated that many Third World Countries place 

severe restrictions on the import of consumer durable and 

other types of goods. Among the reasons generally given 

for the pursuit of such restrictive trade policies are: 

the limited foreign exchange reserves, the need to optimally 

allocate scarce resources towards priority imports such as 

oil, machinery, capital equipment etc. and to nurture and 
(70) 

promote national industrial development 

Even on the part of the developed countries, there is 

a growing tendency towards the adoption of protectionism 

policies either by imposing severe tax and customs duty 

on the imported goods for example, or through controlling 

the export of high technology. In short, a combination 

of economic, political and cultural factors may influence 

international trade. Examples in this respect can be 

summarised as follows: - 

(a) Varadarajan 
(71) 

, has pointed out that: in 1980 the 

import of a wide variety of consumer durable goods (such 

as TV, video cassette recorders, appliances, all consumer 

and professional electronic systems/equipments, TV games, 

radio receivers, etc. and many consumers goods items) for 

personal use or resale is banned by the Indian Government 
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since a number of Indian firms indigenously manufacture 

and market these products. As a res-ult, most Japanese 

brand name goods that are heavily advertised in India's 

mass media are not available through the conventional line 

of trade retail outlets in India. 

(b) For cultural reasons, the French Government imposed 

(72) 
tough measures and curbs on TVRs imports in 1983 

The U. S. government prohibits the export of high technology 

to USSR, she attempts also to impose extraterritorial 

controls on U. S. companies in Europe and their licenses 

with a tough warning that the government has every right 
(73) 

to take such action in its own national security interest 

(c) Hooley and Newcomb 
(74) 

, among other have pointed out 

numerous reasons behind the decline in export performance 

by British industry between 1962 and 1980 (during this 

period the U. K. 's share of world trade fell from 16.5,10 to 
(75) 

9% while Japan's share rose from 8% to 14%) The 

failure of British firms to adapt to foreign market 

requirements and the cultural myopia were among the reasons 
(76) 

behind the decline of British exports of manufactured goods 

In other words, the divergences in language, consumer 

tastes and behaviour and other cultural factors between a 

Mnc domestic market and an overseas one can be a significant 

hindrance to trade. 
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D) As the agreements/establishment of regional groups/ 

organisations e. g. EEC, LAFTA, the Arab Common Market, 

etc. provides for the gradual dismantlement of tariffs and 

quantitative (quotas) restrictions on trade between the 

member countries. Such agreements may influence inter- 

(77) 
national trade flows as well 

E) Imports of the right-hand drive cars are completely 

banned in Egypt. Only spare parts for such cars can be 

(78) imported 

F) As a result of the 1977 Camp David Peace Treaty 

between Egyptand Israel, Egypt's exports to the Arab markets 

fell by 20% in 1978 (because of the Arabic countries 

boycott practices 
(79) ) 

market has been opened 

for example exports to 

grand total of Egypt's 

In general, barri 

In the meantime, the Israeli 

to the Egyptian exporters. In 1982, 

Isreal accounts for 14.2. '0 of the 
(BO) 

exports 

ers to trade are numerous. Also 

they are not confined to one country perse (developed or 

less developed). Different cultural preferences, national 

tastes and standards, business institutions, national 

rules of the road, laws, urbanisation level etc. may make 

it difficult for many companies to export domestic prdoucts 

and processes. Business history demonstrates that many 

Mncs have tried to standardize world practice by exporting 

domestic products without accommodation or change and 

have failed drastically 
(81) 
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Finally, empirical evidences on the role palyed 

by the locational factors as determinants of FDI decision 

are numerous. Further evidences will be demonstrated 

in the next section and more specifically those that are 

related to the Middle East Markets. In the meantime, 

it could be argued that the influence of locational factors 

on FDI decision cannot be neglected, but it has been 

established that there is a substantial difference between 

these factors in terms of the extent to which they exert 

influence on the decision for FDI. Also, the effects of 

the locational factors on FDI decision can vary from one 

coutnry to another; from one industry's product to another 

(even for the same product from time to time according to 

the stages of its life cycle). 

D. The Role of Factors in Economic, Political and 
Eultural-Development 

No examination of locational factors influencing FDI 

decision in a given country can be complete without some 

reference to its salient economic, political and cultural 

characteristics as well as the relatd problems. Indeed, 

several examples related to the developing countries' 

environment have been reproted earlier, but it has been 

seen important to underline the major features of the 

developing countries and some problems which may be linked 

with their features/characteristics. 

In this respect, literature and research on identifying 



- 85 - 

the characteristics of developing countries are numerous, 

massive and might be well beyond the scope of the current 

study. At the same time, almost all economic and socio- 

political studies have established a wide range of character- 

istics of developing countries. Weisskopf 
(82) 

, for 

example has pointed out the following characteristics of 

many developing countries in general: 

0 Low income and large gaps in income distribution, 

in addition to the lack of development in many areas 

such as health services, education, etc. 

0 Dependance on few export goods mainly primary comm- 

odities for foreign exchange, and inefficient industry 

and agriculture. 

0 Persistent dualism. 

0 Low political participation and social atrophy as well 

as social anomalies. Additionally, political and 

economic power concentrated in a small cohesive elite. 

Fritsch 
(83) 

has illustrated the major large gaps which 

exist between developed and developing countries. He 

cites the following ratios between the developed and the 

developing countries (1978): - 

a. per capita incom e 30: 1 

b. energy consumption 10: 1 

c. R&D expenditure 300: 1 

On the basis of Nurske 
(84) 

theory of balanced growth, 

it is clear that the lack of capital', low productivity, 

low inducement to invest, little buying power and a small 
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real income are the most common characteristics of the 

developing countries. Furthermore, Table (B-13) shows 

selected demographic indicators and development gaps in 

both developing and developed countries. 

Table B-13 The Development gap, by groups of countries 

Developing Developed 
Countries Countries 

Mid-1979 population (millions) 3,244.5 1,074.2 

Average per capita GNP (1979) $ 597 $6,468 

Average PQL1 
(a) 

57 94 

Average birth rate (per 1,000) 32 15 

Average death rate (per 1,000) 12 9 

Average life expectancy (year) 56 72 

Average infant mortality rate 96 18 
(per 1,000 live births) 

Average literacy rate 52% 99,00 

Average per capita education expend. $19 $286 

Average per capita military expend. $29 $300 

(a) Each country's PQL1 (physical quality of life index) is 
based on an average of life ex pectancy at age one, 
infant mortality and literacy. 

Source: Quoted from J. Sewell, "The United States and World 
Developoment: Agenda for 1980" in H. Etemad, 
Is Marketing the Catalyst in the Economic Develop- 
ment process w in G. S. Kindra, (Ed. ), Marketing 
in Developing Countries, London: Croom lielm, 1984)p. 30. 
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Eventually, O'Brien and Kisanga 
(85) 

, Mhaeswaran 
(86) 

9 

Jorgensen et al 
(87) 

have demonstrated that most developing 

countries are characterised by the domination of state- 

owned enterprises in several areas of economic activities. 

State-owned enterprises no longer confine their activities 

to a few standard areas e. g. infrastructure, water, 

electricity, rail and so on. Data from the end of 19701s/ 

early 1980's covering a wide range of developing countries 

bear out the point: the share of the state-owned enter- 

prises in total manufacturing investment was over 80% for 

countries such as Algeria, Syria; and about 60-80', (') in 

India and Pakistan, from 40-60', '0 in Turkey, Tunisia, etc. 
(88) 

Meanwhile, the large gap in effectiveness and the tech- 

nological and other capabilities between Mncs and the 

stae-owned enterprises is evident. State bureaucracy, 

lack of marketing ishtituations, lack of skilled manpower 

and so forth are likely to be the major handicaps affect- 
(89), (90) ing both the state-owned enterprises and Mncs performance 

The extent to which the preceding characteristics of 

developing countries may influence FDI decision can be 

illustrated through the following examples of empirical 

findings: - 

-1. Thunell's study 
(91) 

, demosntrates that: Market size 

measured by the GNP is the most powerful variable for 

explaining the level of the investment flow. 

There was little correlation between the flow of 

investments and GDP, GDC (Gross Deomstic Capital 
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formation), exports and inflation in some Latin 

American countries including Italy. In a few cases 

such as Spain and Mexico the coefficients are high. 

As to the low correlations between the variables 

examined, it has been suggested that even if the 

direct importance of the economic situation is minor, 

there shall be an indirect relationship via the 

government and its polciy, influencing both the economic 

situation and the FDI. 

2. Sch6llhammer 
(92) 

, has examined the relationships 

between per capita GNP, income distribution, capital 

formation, food supply as well as other political 

factors such as fractionalisation among political 

parties, political strife, violent deaths, riots, etc. 

and the political stability in developed and develop- 

ing countries. The results show that all indicated 

relationships with the exception of per capita income 

and income distribution are positive. ie. the greater 

the individual variable, the greater the potential 

for political change and political risk. A higher 

per capita income and a relatively high equality 

in income distribution tend to reduce incidence of 

political change. Additionally, the developed countries 

reflect-to varying degrees- a lower political risk 

than the majority of the developing countries because 

the former enjoy higher per capita income 
(93) 

. 
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At the same time Thunell 
(94) 

, has found that a decrease 

in investment is often associated with a high level of 

instability but almost as often there is a very weak reaction 

or no reaction at all. Green 
(95) 

, has also demonstrated 

that the relationship between foreign investment and 

political instability was found positive in some countries 

(e. g. Japan, India, Australia, France, U. K. ); also in 

other countries (e. g. Chile, Argentina, Denmark) it was 

found statistically significantly negative, while corr- 

elation was negative but not statistically significant in 

Peru, Mexico, South Africa and others. 

3. A regional analysis of expropriation by host 

governments between 1960 and 1976 revealed that 

Latin American countries were responsible for 49% 

of all U. S. expropriation, the Arabic state for 27'eo 

the Black Africa for 13% and the Asian states for 

11% 
(96) 

. This in turn means that the risk of 

expropriation is still quite real threat. 

4. In the light of a demographic factor such as size of 

population as an indicator of market potential 
(97) 

f 

it may be established that the developing countries 

are able to offer a very promising market size for 

the Mncs. 

5. Finally, a review of other empirical research findings 

on marketing problems associated with the previous 

characteristics of developing countries points to 

a common concern-shared also by many scholars about 
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the following problems: 

A. Limits to media opportunities for advertising 

because low TV and radio ownership also limits 

choice of advertising copy and media due to low 
(98) 

literacy rates. 

B. Difficulties and cost of exploiting market 

opportunities in rural areas because of under 

developed physical infrastructure and poor 
(99) 

communication networks 

Dual economy and government-controlled prices 

result in import restriction on many consumer 

goods affecting the size of market for certain 
(100) 

goods 

The underdeveloped marketing systems/institutions 

and continued neglect of the development of the 

distributive sector are a result of ineffective 

economic planning 
(101) 

. 

F. Low literacy rates, lack of good research facilities 

and trained researchers, absence of professional 

research organisations, etc make it difficult to 
(102) 

conduct marketing research 

Broadly speaking, it could be argued that the in- 

adequacies and economic and socio-political Lag/under- 

development, in addition to several areas of marketing 

imperfections evidenced in developing countries - compared 

with the developed ones - can influence FDI to a great 

extent. In conclusion, a little reflection suggests that 
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a developing country cannot have a sizeable FDl flows 

without a correspondingly hospitable business and marketing 

environment. At the same time, it could be argued that 

in spite of the common pitfalls shared by almost all the 

developing countries, it should be noted that the intensity 

and impact of such pitfalls on FDI may differ substantially 

from one country to another due to other factors(e. g 

home-host government relationships/ties, differences in 

many other cultural, political areas and level of economic 

development, etc) which have not been discussed in this 

study 

The Product Cycle 

It has been argued on earlier occasions that for 

reasons such as the barriers to market entry and trade, 

Mncs may shift from servicing foreign market by epxorts 

during the early stages of the product life cycle to 

FDI in order to capture the remaining profit derivable from 

the technology embodied in the product. Or in some cases, 

before the mature stage of a given product a Mnc may 

operate abroad because of, for example, cost factors or 

other host-home market specific factors. In sum, despite 

the limitations on the theory of the product cycle, 

empirical research provides evidence to illustrate that 

thereis a relatively sizeable growth of technology exports 

* Some of these differences or factors will be considered in 

the next section ie. in the Middle*East perspective. 
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from some developing countries e. g. Brazil, Hong Kong, 

Taiwan to the innovating states. Exports of semi- 

conductor products, from the developing to the developed 

(103) 
countries is one example 

Another example is that the export of auto products 

from the developing countries to the OECD countries. 

Table (B-14) shows the value and lists the major OECD 

importers of auto-products from developing countries. 

As demonstrated in the table concerned it seems on the 

importing side that the U. S. imported the largest amount 

(56% of OECD total) from developing countries particularly 

Latin American countriesý*)On the exporting side it is 

clear that Mexico is the largest exporter to OECD, accounting 

for 40% of the total from the developing countries, Brazil 

is next, followed by Argentina which mainly sells to 

the U. S. 

It is not surprising however, that because of marketing 

barriers or locational cost factors it is possible that 

for an innovating country such as U. S. for example to be 

an importer and to place greater reliance on its Mncs 

affiliates abroad to supply the home market with a product 

which has been originally invented/produced domestically. 

Moreover, the U. S. was a major exporter of radio 

receivers after the World War II. As the technology became 

known abroad specially in Japan, the U. S. imported large 

(104) 
quantities of radios 

(*) Table (B-14) follows in next page. 
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Table (8-14) - Major OECD Importers of auLomaLive products from developing Cotintries 1979. 

IW. ),., - in IMIM) 

Destination All red. Rup. 
OECD U. S. Canada japull or Cermany France U. K. Uther 

Total Imports 89008.0 24403.8 11664.6 7D5.8 11103.0 5914.0 8274.0 2V782. b 

Total Developing* 737.4 09.7 27.4 17.1 130.9 23.3 22.7 1 Uf- j 

Latin America(**) 506551 229704 12319 1268 118895 15030 32H2 5 (. 0 

Brazil 179667 104163 772 71 20457 5642 1953 S8609 

Mexico 297356 185699 11506 1137 89254 5728 177 S8,05 

Argentina 18167 4379 - 1 91 1038 178 124h() 

Colombia 3078 609 - - 2462 7 

Arrice 
(06) 

11558 8 7 362 4090 1632 54511 

Morocco 3753 4 3319 - 4JU 

Egypt Sol - - - - 96 78'j 

Asia 219268 109974 15057 15857 11664 4154 17771, 44 7H(, 

Singapore 8026 3325 80 3699 13 80 31) 5 16 

Philippines 32729 545 - 6240 7507 - 2875 15,062 

Kores. Rep, or 30022 12152 3161 3523 39 Is 31 110,19 

India 10638 2453 139 9 1282 so 2141 4Z64 

Hong Kong 6962 
1 

2793 1370 75 85 14 406 
1 

2219 

Total developing z Latin America + Africa + Asia. 

Because or excluding other countries the grand total does not equal to the value of exports 
of each country on aggregate. 

Source: Quoted rrom OECD "Trade by Commoditless imports" in U. N. Centre on fransnational 
corporations. Transnational Corporations in the international auto industry. 
New York, 1983. vol. 14, p. 38. 
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Once again, while the above examples illustrate the 

applicability of the product life cycle approach this 

applicability has tended to be contingent upon several 

factors among which arethe characteristics of products 

ie. products which tend to be standardised or imitated are 

likely to be produced elsewhere and exported to the* 

country of origin. 

In the meantime Hood and Young 
(105) 

have argued that 

"the product cycle model is essentially concerned with 

the innovation trade and investment of nationally-based 

firms, rather than with international production by a true 

multinational company of world-wide operation". The Mnc 

it 
LL 

requires to be in a position to innovate in prodcts and 

processes in any of its markets, and indeed initiate the 

development phase of the product cycle from any of these 

marekts". Having said this, the industry studies show 

that many Mncs commenced international production via a 

product cycle type of expansion from their home base 
(105) 

Finally, while the LDCs at any given time may appear 

to be at the appropriate stage in relation to Mncs products, 

Camillus 
(107) 

, and Wright et al. 
(108) 

, have argued that 

there are socio-cultural, economic-technological and 

political-legal factors might affect foreign production 

in the LDCs. For instance, Lever Brothers' introduction 

of packaged convenience foods in India was based on the 

experience of a technology-driven context in the West. 

In India, the packaged convenience food industry was driven 
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strongly by social changes and the incompatibility of 

Lever's technolgoy driven strategy and the local market 

driven life cycle had the inevitable unfortunate result 
(100) 

An added problem, peculiar to the Mncs operations, is the 

need to conform with the host government's developmental 

perferences. The Mncs, for example, may bring in the 

appropriate products and technology, but the government 

of the LDCs may strongly object to the socio-cultural 

changes resulting from the momentum provided by the imported 

technology. On the other hand, progressive government, 

may demand leap-frogging technology that may not be 

economically viable but is a means of accelerating desired 
(110) 

changes 

Finally, in the textile industry Lancaster and 

Wesenlund"11), have examined the applicability of IPLC 

on the basis of investigating the production of cotton 

fabric in nine countries (developed and underdeveloping) 

from 1956 to 1980. Their analysis provides evidence that 

demonstrate that: 
(112) 

A. The figures for the U. S. shows a decline in cotton 

fabric production during 1956 up to 1965. From 1965 to 

1975 there has been a rapid decline in the production which 

may partly be due to the increased use of synthetic fibres, 

but the 1977 MFA II has heralded a resurgence in production 

and protection from imports imposed by the agreement. 

As to the U. K. the picture is similar, ie. the U. K. product 

also fits the decline stage of the PLC. 
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B. The figures for developing countries (during that 

period) e. g. Hong Kong, show a striking difference in 

direction. From 1956 to 1971 Hong Kong was subject to 

rapid growth in its production of cotton fabric, a line 

which fits the growth stage of the PLC. Despite the 1977 

MFA II it dOes not create any drastic effect, therefore, 

the production of cotton fabric in Hong Kong is arguably 

being forced into the maturity stage of the PLC. 

C. Asia and Oceania now trade in more cotton fabric than 

America or Europe ever did. 

In sum, the thaery of IPLC has been found to operate 

using the Example of cotton fabric. But Lancaster and 

Wesenlund 
(113) 

, have argued that this operation is 

naturally not as perfect as the theoretical model which 

does not take into account the many factors which have 

affected trade in cotton fabric such as competition from 

the development of synthetic fibres and the protection- 

ist policies prevalent in developed countries. 

As has been stated earlier, the applicability of the 

IPLC theory is considerably contingent upon numerous factors. 

Product-specific characteristics, the imposition of trade 

measures and curbs the changing need, tastes, behaviour 

of the consumer and so forth are among the factors which 

to a great extent may influence the IPLC validity. 
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1.3 The Role of Factors in Marketinq and Investment Climate 
in FDI Decision Making in the Middle East Perspective 

In accordance with the foregoing discussion, it 

could be argued that the process of determining which 

profitable opportunities and potential prospects the host 

market is willing/in a position to offer for the incoming 

new Mncs is not easy. The Mncs decision whether or not 

to invest in a given host market will probably vary from 

country to country and depend on many factors as already 

demonatrated. 

Meanwhile, it could be a risky proposition to state 

too strongly that a Mnc with enormous financial personnel 

technological advantages etc. will be able to get access 

to a given host market. Mncs capabilities may be seen as 

a sufficient condition/qualification for entry or going 

overseas, but the necessary conditions are considerably 

dependent upon the host partner of the inve-stment venture. 

A host country with limited market potential, small resource 

endowments, costly labour force, etc., May not be able 

to attract foreign investment even with no limitations and 

restrictions on ownership or doing business in general. 

Both, however, are arguably required for the FDI decision 

to take place, a capable Mnc and a hospitable investment 

climate as well as marketing conditions in the host market 

on a relatively satisfactory basis. 

Because of growing competition among developing 

countries for foreign investment, they often try to attract 
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Mncs by offering a wide range of incentives which are 

proably similar in many of these countries. Taking into 

account that the incentives offered - as the empirical 

evidence has already illustrated are likely to play only 

a subsidiary role in attracting more FDI, the question 

seems to be associated with the factors that may enter into 

each individual country's assessment and the Mncs 

decision and ranking of priorities and acceptance of the 

host markets potential. 

In accordance with the preceding sections, it is clear 

that there are a number of factors upon which the FDI 

decision can be taken. The present section is therefore, 

concerned with highlighting the prospects of the Middle- 

Eastern countries for FDI. As far as the current study 

is concerned, the major factors which will be outlined 

are mainly the locational ones. It is also important 

to note that as the variables used in screening countries 

are based on the locational approach, a number of 

indicators are therefore selected and used to make a 

subjective evaluation of the countries under investigation. 

This evaluation will, however, be carried out on the 

basis of some economic, demographic, cultural and political 

measurements/factors used and suggested in the previous 

research and literature (114), (115) 
as follows: 

Economic factors: e. g.: - 

(A) GNP/GNP per capita: The attraction of a given host 

market can be underlined on economic basis by several 
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criteria. GNP and GNP per capita can for example be 

used as a rough guide to the size of market and the 

purchasing power of a country. Despite the limitations 

on such criteria, it has been argued that a country with 

a high GNP will probably attract Mncs and more foreign 

investors. Conversely, a country with low GNP will 

possibly find it difficult to bring in mainly Mnc manuf- 
(116) 

acturers It has been also argued in the previous 

section that a tight relationship exists between country's 

GNP and the inflow of FID. 

It may, however, be useful to highlight both GNP and 

GNP per capita in the Middle East perspective as shown 

in table B-15) compared with some developing countries. 

As based on table (B-15) it is clear that there are 

substantial differences among both the Middle East and 

other developing countries. But it could be argued that 

the Middle Eastern countries represent a relatively 

promising and large market size compared with other 

developing countries. At the same time, it should be kept 

in mind that data concerning GNP and GNP per capita needs 

to be supplemented by further economic indicators in order 

to provide a more reliable picture of the market potential. 

In other words, a country may enjoy a high GNP per capita, 

for example, but may also suffer from a high inflation 

growth rate and this in turn will inlfuence the purchasing 

power. Additionally a Mnc whose markets lie in the services 

or the extractive sector for example, may need to have a 

(*) Table (B-15) follows on next page. 
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Table (8-15) - CNP. GNP per Capita and GNP per Capita growth rate for the Middle Cautc1f. 
and other developing countries*. 

(Val tie in 11 mi II jnrtý , 

Middle East Other Developing Countries 

Country GNP GNP per Capita GNP per Capita Country GNP CNP per CNP per 
1980 amount 1979 growth rate 1980 capital Capita 

1970-79 amoun t growth rate 
1979 1970-79 

Algeria 36,410 1,770 2.8% Chile 23,980 1,890 0.8% 

Bahrain 2,350 n. s. n. a. Pakistait 24, B7O 270 1.5 

Egypt 23,140 5oa 5.3 Malaysia 22,410 1,450 5.4 

Emirates, UA 26,850 n. a. n. a. lifX19 Kong 21,500 3,640 6.5 

Iran n. a. n. a. n. a. Peru 16,470 850 0.2 

Iraq 39,500 2,710 9.3 Singapore 10.700 3,770 6.7 

Israel 17,440 4,230 1.6 Kenya 7,790 390 2.6 

Jordan 3,270 1,200 6.0 Zimbabwe 4,640 550 -1.7 

Kuwait 30,900 20,250 1.4 Nigeria 85,510 910 0.2 

Libya 24,730 8,480 -1.6 E. Cuador 10,230 1.110 5.4 

Lebanon n. a. n. a. n. a. Ethiopia 4,320 120 0.3 

Morocco 17,440 0,780 3.5 Philippinet 34,350 640 3.9 

Oman 3,900 n. a. n. a. Uganda 3,750 290 -3.5 

Qatar 6,020 n. a. n. a. Tanzania 4,780 250 0.8 

S. Arabia 100,930 9,960 9.6 Guatemala 7,790 1,010 3.1 

Sudan 8,640 450 1.5 Angola 3,320 430 -9.6 

Syria 12,030 1,170 4.6 Chad 530 120 -2.4 

Tunisia 8,340 1,160 5.7 Mexico 44,000 1,880 1.9 

Yemen, AR or 2,620 420 n. a. S. Leone 950 250 -1.2 

Yemen, POR 0,810 370 n. a. Sri Lanka 3,990 230 2.5 

Average 
G) 

26.266 3,655 4.14 21,794 951.5 1.17 

23,639 
(*) 2959(m) 2.5 

NA = not available 

0 All figures at market prices. (+) calculated by lite researcher (-) iiicluded n. w. 

Source: "World Bank Atlas, 1982", in S. Robock arid K. Simmmids [siterstal tofial 
multinational enterprises. op. cit.. tables (14-1) arid (14-2). pp. 
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look at the structure of a given country's GDP (i. e. 

GDP supply), or for an exporting company it may be important 

to investigate the trends and the type of a country's 

imports and exports. 

(B) Inflation growth rate: Table (B-16) shows the 

percentages of changes in consumer prices in-the Middle 

East over 1978-1983ý*)i. e. the annual inflation growth rate 

which may infleunce decisions and marketing aspects 

(eg. pricing policy, cpaital and profits movements, 

production costs, etc). of a Mnc concerned. 

In the light of table (B-15) and (B-16) the following 

points can be derived: 

changes in consumer prices are associated with the level of 

GNP per capita i. e. almost all countries which enjoy high 

GNP per capita, they also enjoy low changes in consumer 

prices. This situation tends to be the same in most of 

the developed nations. According to the Economist, March 

23,1985 the annual change rate of consumer prices in all 

developed nations was between 2.3% in the case of Holland 

and 8.7% in Sweden (also wholesale price inflation is 

still under control in most of the developed nations which 

enjoy high per capita GNP which influence the percentage 
(117) 

of changes in consumer prices) 

. It is clear also that countries such as Isreal, 

Iran, Syria for example have suffered from a high inflation 

growth rate. This may be associated with the Gulf War 

(*) Table (B-16) follows on next page. 
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Table (B-16) - Changes *, 0 in consumer prices of the Middle 
Eastern Countries 1978/83 

1978 1979 1980 1981 1982 1983 1978-82 1979-83 

Algeria n. a. n. a. n. a. n. a. n. a. n. a. n. a. 
Bahrain 15.7 2.2 3.8 11.3 8.9 n. a. 8.3 

Eg pt(D) 9 9 y n. a. . 20.6 10.4 14.9 16.1 n. a. 
Emirates, U. A. 20e 20e 15e +7-9e +11-14e n. a. +15e 
I ran 11.8 10.5 20.6 24.2 18.2 n. a. n. a. 
Iraq 

(0) 
+4.6 +10.7 +16.1 +19.8 +13.4 n. a. n. a. 

l 
(0) 

I srae n. a. 78 131 117 120 145 n. a. 
Jordan n. a. 14.3 11.0 7.7 7.4 5.0 n. a. 
K it uwa +8.7 +7.1 +6.9 +7.3 +7.8 n. a. +7.6 
Libya 

(') 
29.6 -5.4 3.5 4.0 6. Oe n. a. 6.9 

Lebanon n. a. n. a. n. a. n. a. n. a. n. a. n. a. 
Morocco n. a. n. a. n. a. n. a. n. a. n. a. n. a. 
Oman na. na. n. a. n. a. n. a. n. a. n. a. 
Qatar 15.0 14.0 6.8 8.5 4.4 n. a. 9.7 

(0) 
Saudi Arabia n. a. +1.8 +3.7 +2.7 +1.1 1.0 n. a. 

(a) 
Sudan 19.2 31.3 25.3 24.6 25.7 n. a. 25.2 

(0) 
Syria 5.0 4.8 18.9 18.4 14.3 n. a. n. a. 

(0) ' Tun isia n. a. 7.8 10.0 8.9 13.7 9.0 n. a. 
Yeman, A. R. of n. n. a. n. a. n. a. n. a. n. a. n. a. 
Yeman, P. D. R. n. a. n. a. n. a. n. a. n. a. n. a. n. a. 

(*) per annum. 

e= estimate, (0) on average 

Source: Compiled by the researcher from I-loyds Bank Group 
Economics Reports concerning each country covered, 
1984, fact sheets, p. 1. 
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between Iraq and Iran, Israeli's invasion of Lebanon etc. 

Particulary as to the latter case, a striking record of 

inflation growth rate, ie. 400% has been realised in Israel 

(118) 
by the end of 1984 Sudan has also been hit by the 

draught which started in Africa by the early 19BO's 

A major problem, therefore whcih may face foreign 

companies in this region seems to be the high and continuous 

inflation growth rates which may influence most of marketing 

decisions concerning particularly consumer goods. 

(C) Sectoral shares of GDP 

As table (B-17) illustrates GDP shares varied from 

one country to another For some countries, oil represents 

the main source of their GDP, for others agriculture and 

services sectors accounted for an enormous percentage of 

th&ir GDP supply. Perhpas the most interesting contributions 

of the preceding table lie in columns no. (2) and no. (7). 

They provide not only the opportunities potential for a Mnc 

concerned but also provide one way to gauge the level of 

technologoy/material culture and level of economic develop- 

ment of each individual country. In this respect, Gladwin 
(119) 

has argued that when agriculture generally accounts for a 

greater share and manufacturing a lesser share of a country's 

GDP, one can roughly predict the kind of technology and 

material culture found in the society. ie. agricultural 

versus industrial tools, implements, machines, in-frastructure-s, -Ctc- 

Some political consideration associated with these issues will be 
highlighted later. 
Next page. 
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Table (0-17) - CDP supply In Middle East (Percentages) 

(I) 
Year 

(2) 
Agriculture 

a 
Fishing etc. 

(3) 
Extractive 
Industry 
mainly oil 
and gas 

(4) 
Manuract ur itiq 
other indust ry 
At Millifig 

(5) 
Curn. It rtic I. a ru I 

(6) 
Wholesale 

finijoirr 
f ade, 

t4mir a Lon 

7, 
III ht-I 
11.4.1 w 1. 
IIW --. I ,. I I 
W. d '. -'1 1. 

dkV!., V t 

AlgerL8 - 12.0 n. a. n. a. n. a. 11. a. It. 

Bahrain 1982 1.0 25.5 21.5* 14.2 26.8 11.0 

Egypt 1981/82 19.8 15.0 14.2' 4.7 19.5 21.. h 

Emirates. UA 1900 1.0 73.0 4.0 - - 22. Ij 

Iran 1982/83 15.5 10.9 17.2 - - 4d.. ' 

Iraq 1979 8.0 67.0 6.0 - - 

Israel 1984 5.8 - 40.1 - - 

Jordan 1983 6.6 - 17.3 12.1 15.7 

Kuwait 1982 - 48.0 7.0 - - 

Libya 1982 2.1 53.6 4.1 11.3 2H. " 

Lebanon - 11.0 n. a. 16.0 fl. a. n. a. (I. $. 

Morocco - 31.0 n. a. 13.0 fl. a. It. d. 

(l) Oman 1971 11.6 71.0 4.6 4.3 16.2 32. S 

Qatar 1982 0.5 66.2 4.1 7.6 12.1 

S. Arabia 1982/03 2.0 50.0 3.0 13.0 - 2 

Sudan 1981/82 36.6 - 13.7 - 41j. 11 

Syria 1981 18.1 - 29.4 - 52.1. 

Tunisia 1983 12.6 11.9 11.9 7.2 31.0. ) 21A. 2 

Yemen, AR (2) 1974 63.4 0.5 2.3" 3.0 14.6 15.1 

Yemen, PDR (2) 1970 19.4 0 26.9* 0.7 12.7 40.4 

Included electricity, (+) included transportation. - C) excluding mining. 

UN, "monthly bulletin or Statistics", in R. Wilson. The fcommies or the Middle 1.1A. 
London: The MacMillan Ltd., 1979. p. 179, (2) [bid. p. 179. 

Source: Compiled by the researcher on the basis or Lloyds Bafik Croups Ecoriumic fit-ports. 
1984, Loc. cit., and R. A. Ajami, Aral) Responss- to the Mull itent ionals. Neve V(brk: 
Praeger, 1979. pp. 98-99. 
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Additionally, the distribution of a country's labour force 

among productive sectors will generally correlate closely 

with the relative contribution of those sectors to GDP. 

Urbanisation level (as labour shifts from primary sectors 

to the secondary one (ie. agricultural activities to 

manufacturing and mining) etc, can often be predicted 
(120) 

In sum, as one would expect - with everything static 

a decision for entry to establish a manufacturing plant 

in a country such as Yeman, A. R. where the agricultural 

activities dominate a greater share of GDP may be 

influenced by the availability of a skilled labour force 

compared with another country e. g. Israel for example. 

By contrast, the former may provide a relatively promising 

market potential for a Mnc whose activities lie in this 

area i. e. in agriculture rather than the latter. In other 

words, several possibilities for explaining the influence 

of the previous characteristics of GDP structure of the 

Middle East upon FDI and associated marketing obstacles 

can be predicted as will be partly demonstrated later. 

D. Exports - Imports 

As argued earlier, a Mnc, a trading firm's market 

potential can often be predicted through scanning the host 

country's imports/exports shares. In this connection, 

Table (B-18) shows the structure and percentages of exports 

and imports, as well as the major suppliers and customers 

of the Middle Eastern countries. These are in addition to 

the relation of exports and imports to the GDP in each country. 
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Table (11-10) Exports-Impor u and their 

Middle East(O 
relations to GDP. major suppliers sond customers or the 

(Shares 
Major Exported Goods (*) Hajor lnq)orted Goods 

Country Year Petroleum Agricultural Manufactured lxparts Customers Machinery Foodstuffs lrq)ort, Suppli'. rs 
(crude A Products Cuods & in by major transport livestock in by 
refined related relation destination rquipownt related relation major 
oil) Minerals/ to CDP Manufact. products to CDP dest a n. 

Chemicals demand % roods && consunwr Demand' . 
Related goods 
Products 

Alyeria n. a. n. a. n. a. n. a. n. a. n. a. n. a. n. a. n. a. 

Bahrain 1982 83.0 - 8.5 96.2 W. Eur/11ong 02.2 - -82.3 W. Eur. 
Kong & S. A. 

Egypt 1982 67.2 13.1 - 28.5 W. Europe 28.4 24.5 -37.1 W. Eur. 

Emirates 19S2 91.8 - - 78.0 W. Cur &Mid 53.5 45.3 34 W. lur. 
East 

0 Iran 1983 97.8 - 12.1 W. Europe 54.5 24.5 18.0 W. Eur 

Iraq 1983 98.6 - - 63.0 W. Europe & n. a. n. a. 37.0 W. rurl 
Brazil (a) 

Israel 1982 - 11.0 70.0 41.1 W. Europe 36.5 10.5 -61.4 W. Eur. 

Jordan 1982 - 22.7 74.3 34.0 W. Europe 49.0 
(xx) 

16.0 -98.6 W. E. &S. 
Arab. Coun. 

Kuwait 1981 88.0 - 11.0 59.0 S. E. Asia 83.0 17.0 53.0 W. Cur. 
AW. Lur. 

Lebanon n. a. 

Libya 1983 99.0 - - 54.3 W. Europat 79.5 13.0 38.4 W. Cur. 

Morocco n. a. - 

Oman - (xx) - - n. a. W. Europe (xx) - n. a. W. Eur 

Qatar 1983 94.0 - - 70.5 W. Europe 76.3 12.7 -18.9 W. Eur. 

S. Arabla 1982 99.0 - - 54.0 W. Eurupe 63 6 -45 W. Eur. 

Sudan 1982 - 63.2 - 9.7 W. Europe& (0) 78.0 -13.7 W. E. &S. 
Arab. Coun. (xx) 

Syria 1982 51.3 11.7 6.1 13.4 W. Europc& 53.5 6.8 -23.2 Mid. last 
S. Arabla (xx) 

Tunisia'. 1983 44.7 - 36.1 35.4 W. Europe 50.0 - -44.7 W. Eur. 

Yemen, AR n. a. 

Yemen, PDR n. a. 

Percentage basically related to 19809 1981 1902 and 1903 except the case of Iraq Where '. relates 
to 1979. 

including Japan & U. S. A.. (xx) Mainly percentage not available. (a) including petroleum & fuels. 

Sources Compiled by the researcher on the basis or Lloyds Bank Ecaiiomic ReproLs. 1984, loc. cit. 

of 
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As one would notice, there is a tight relationship 

between a country's major GDP source and the type and 

shares of both exports and imports of that country 

(see table B-19). While export of oil mainly accounts 

for a greater share (44.7-99%) of total exported goods 

from most of the Middle Eastern countries except Israel, 

it is also clear that machinery, transport equipment and 

other manufactured and capital goods represent generally 

a greater share of imported goods of the Middle East. 

%? More specifically, the characteristics of the Middle East 

according to the above table can be summed up as follows: 

1. About 55% of Middle Eastern countries are oil 

exporting countries. 

2. Israel, Jordan and Tunisia are the main exporters 

of manufactured goods. 

3. Sudan is the main agri-exporter country. 

4. Over 60,00 of the Middle Eastern countries import 

I manufactured goods, machinery, transportation 
rl-l 

equipment, capital goods, etc. 

5. Food stuffs and livestocks and other related products 

account for a relatively large proporition of imported 

goods in the case of Emirates, U. A., Egypt and Iran. 

6. It is also clear that the percentage of imports fell 

markedly in relation to GDP demand in most countries. 

7. Western Europe represents the major trade partner 

with the Middle East. 
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ed E. Fixed investment consumption and capital formation 
in relation to GDP demand percentage 

In their relation to GDP demand both fixed investment 

and capital formation compared with private and govern- 

ment consumption are noticeably low in most countries in 

the Middle East as shown in table (B-19)! *)This 
in turn 

reflects - as demonstrated earlier - one of the most 

important reasons behind the gap of development between 

developed and developing nations. i. e. Low capital form- 

ation and investment produce low development growth rates 

in a given country. Nevertheless, as shown in the 

following graph (B-1), there is a tangible increase in 

gross domestic investment in the Middle East which is 

obviously higher than other developing countries in general. 

(2) Demoqraphic Factors: in assessing foreign markets, 

population size, population growth rate, and the surface 

area of a country will be among the important considerations 

-ýhl for the firms concerned. In this connection, it has been 

argued that although population figures in themselves are 

not usually a sufficinet guide to market size, nevertheless, 

the consumption of many products is correlated with pop- 

ulation figures, e. g. some food products, health care item, 

educational supplies, etc - for these types of products, 

population size may be a very useful indicator of market 

potential 
(121) 

. Having accepted this argument, it seems 

also possible that the growth of market potential for such 

products may be correlated to rate of population annual increase. 

(*) Table (B-19) follows on next page. 
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Table (B-19) Fixed investment, consumption and capital 
formation: 1%) of GDP demand in the Middle 
East 

Year Fixed Capital Consumption 
Investment Formation Private Govt. ' 

Algeria 

Bahrain 19B1 n. a. 27.6 47.4 0 
- 

Egypt 1982/83 23.8 n. a. 68.3 16.9 

Emireates, UA 1980 28.0 17.0 11.0 

Iran 1981/82 21.0 n. a. 54.0 23.0 

Iraq 1979 33.0 n. a. 41 0 
- 

Israel 1982 23.1 n. a. 63.6 33.6 

Jordan 1983 39.7 n. a. 90.6 25.5 

Kuwait 1982 21.0 n. a. 50.0 20 
(2) 

Lebanon 1972 6I. Ja., 24.8 84.1 9.0 

Libya 1981 30.0 25.3 27.6 

Morocco - n. a. n. a. n. a. n. a. 

Oman - n. a. n. a. n. a. n. a. 

Qatar 1981 MLýaU 15.6 14.4 n. a. 

Saudi Arabia 1983 28.0 - 33.0 27.0 

Sudan 1980 10.4 -- 80.1 12.5 

Syria 1982 W)a 22.8 66.3 20.7 

Tunisia 19B3 29.8 n. a. 62.9 16.9 
(2) 

Yemen, A. R. 1973 10.4 96.7 00 

Yemen, P. D. R. - n. a. n. a. n. a. n. a. 

(') Private and government groups 

Source: Compiled from Lloyds Bank Group Economic Reports. 
Loc. Cit., and R. Wil son. The Economies of the 
Middle East. op. cit., p. 180. 
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In the meantime, Wilson 
(122) 

, has argued that pop- 

ulation growth leads to an expansion in the labour force 

and this can have a positive effect from the point of view 

of output growth. Undoubtedly population size and its 

growth do not necessarily contribute to the growth of 

labour force where the need to educate people is also of 

fundamental importance. Distribution of population size 

by e. g. age, sex, education, etc. is also important to Mncs 

which manufacture in a host country. As to the surface 

area of a country, the international marketer investigates 

maps showing the physical size of a country the trans- 

portation situation and other related topographical 

characteristics in order to anticipate for example marketing 

and logistical, dsitribution problems, etc 
(123) 

. 

Accordingly, table (B-20) shows some demographic 

characteristics of the Middle East e. g. area, population 

size and growth rate, density of population (supplementary 

data concerning other developing countries is also provided) 

Briefly, from table (B-20), it may be established 

that the average rate of population growth in the Middle 

East is greater than the developing countries examined 

although the latter are obviously overpopulated compared 

with their counterparts of the Middle East. Having 

considered the argument demonstrated earlier it seems 

arguably clear that the Middle East represents a promising 

market potential for the Mncs concerned. 

Eventually, to underline the importance of the Middle 

Eastern market based on the preceding information and data, 

(*) Table (B-20) follows on next page 



- ill - 
It 

Table (8-20) - Demographic Characteristics or the Middle East and other developing countries 

Middle East Other Developing Countries 

Population Population Crowth Rate Area Denuity of Populatiull 1V80 
Country Year Size Year (sq. metre Population Country Size yrowl I, 

(Millions) unless (per sq. km) (mill. ) riot u 
mentioned) 1970- 711) 

Algeria 1980 18.9 1970/79 3.4 n. a. n. a. . 
Chile 11.1 1.7 

Bahrain 1982 0.359 1973/82 4.1 231 411 Pakistats 82.2 ). 1 

Egypt 1982 44.67 1977/02 2.9 306,900 )7 Malaysia 13.4 2.5 

Emiratea, UA 1983 1.2 1970/01 16.6 30,000 3 11ong Koruj 5.1 2. (. 

Iran 1983 41.64 1973/83 3.2 636,000 20 Peru 3.3 2.7 

Iraq 1982 14.0 1978/82 3.1 169,240 26 Singapure 2.4 1.4 

Israel 1982 4.02 1971/81 2.2 7,848* 162 Kenya 28.3 3.5 

Jordan 1982 3.13 1978/82 3.6 37,738 28 Zimbabwe 7.2 1.1 

Kuwait 1982 1.56 1978/82 6.7 6.880 56 Nigeria 84.7 2. A 

Lebanon 1980 2.7 1970/79 -1.0 104,000(Km) 276 Ecuador 8.4 5.5 

Libya 1982 3.2 1973/82 4.1 679,358 n. a. Philippines 47.9 2.7 

Morocco 1980 20.2 1970/79 3.0 n. a. n. a. Uganada 13.2 3.0 

Oman 1981 
0 

0.92 1970/75 3.1 300,000(Km) 4 Tanzania 18.1 3.4 

Qatar 1982 0.260 1978/82 5.4 4,402 8 Angola 7.1 2.4 
a 

S. Arabia 1983 10.0 1973/83 4.3 830,000 4 Chad 4.5 2.0 
0 

Sudan 1982 19.5 1972/82 2.8 967,500 7 Mexico 67.5 3.0 

Syria 1982 9.66 1971/81 3.5 72,234 40 Ethiopia 3.1 2.2 
e, 

Tunisia 1982 6.78 1973/82 2.5 63,170 Cuatemala 7.0 2.9 
a 

Yemen, A. R. 1980 5.8 1970/79 1.0 195,000(Km) 34 S. Leone 3.5 2.6 

Yemen, PDR 1980 1.9 1970/79 2.4 333,000(Km) 5 Sri Latika 14.8 1.7 

Average ** 10.5 3.9 21.64 2.60 

Excluding the administered territories. 0* dirrerence In tinto span is neglected. 

Source: Compiled from World Bank Atlas, 1982, Loc. CIL, * Lloyds Bank Croups Economic 
Reports. Loc. Cit., and R. Wilson, The Economics or the Middle East, op. cit.. 
Table B-1. p. 177. 
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it may be useful before forming any conclusion to present 

a summarised profile of the Middle East worldwide as shown 

in table (B-21) and graph (B-1) 
(. *) 

Based'on table (B-21) 

and graph (B-1) and taking into account the previous 

discussion, the following points might emerge: 

A. The Middle Eastern markets are likely to keep their 

particularities in the future. There are several 

characteristics which are commonly shared by the 

Middle Eastern markets and JLifferent fýrom other 

developing countries in terms of e. g. GNP, GNP per 

capita, population size and growth rate, output 

growth rate, etc. 

B. The Middle Eastern markets compared with the other 

developing ones are booming ie. they provide a 

relatively promising market potential for the Mncs 

concerned (despite the differences that exist among 

the Middle Eastern countries themselves). A relatively 

high growth rate in industrial and other economic 

activities, trade, population, domestic investment, 

etc. are evidence in this respect. 

C. There is a great reliance on imported manufactured 

goods, capital goods and technology. 

D. Western Europe particularly and the Far East in general 

are the major leading partners with almost all the 

Middle Eastern countries. 

E. Some problems are likely to affect Mncs which may 

manufacture in some Middle Eastern countries. High 

(*) See next page for Table B-21. 
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table (0-21) - Profile or the Middle Easts Economic and Demographic factors. 

Whole Developing Developed Whole 
Middle Countries Countries World 
Cast (2) (3) (2+3) 
(1) 

(A) Population (in millions) mId 1979 

(B) Average rate or growth or population 

(C) Average per capita CNP - 1979 

(D) CNP at marekt prices (S millions)t 1980 

1983 

210.399 3,244.5 1.074.2 4318.7 

3.9 n. i. n. s. 2.13 

3,656 $ 597 6,498 7.065 

525,320 n. a. n. s. n. a. 

n. a. n. a. n. a. $ 13.3 Tr. 

(E) Average Inflation growth rate 

(F) Oil production (million metric 

(G) share or free oil reserves 

(4) 1978-83 

tons) - 1977 

1977 

11.6-17.8 

1106.0 

75 

n. a. 

n. a. 

11.10. 

n. a. 

n. S. 

3025.1 

25 

Developing oil Industria l Whole 
(H) Trade: - e! To t countries Countries world 

H-I-Exports ($ billion) - 1983 15.200 17 1.145.5 1661.6 

H-2-Imports (S billion) - 1983 36.08, 141.12 1.201.1 1732.2 

H-3-Exports 1981- Middle East bn. ) 210.699 Excluding two Republics of Yem-e-n7T- 

H-4-Imports 1981- Middle East bn. ) 133.39 Algeria, Moroccoo Lebanon. 

H-5-Trade Balance 1981 ($ bn. ) 76.709 

H-6-Leading Communities In for eign trades 

- Exports Oil, agri-pr oducts (e. g. cotton) minera ls and chemical 

- Imports manufactured goods, machinery & capital goods, foodstuffs 

H-7 Leading Trading partners: - 

- Customers Western Europe and Far East. 

- Suppliers Western Europe and Far East. 

(*) Includes only: Bahrain, Egypt, Israel. Jordan, Lebanon, Yemen A, R. and Syria. 

Source: (A) Tables (8-13) and (8-20). 

(a) Table (o-2o), figure concerning the whole world Is calculated from% 
World Batik Atlas, 1982. Loc. Cit.. 

(C) Tables (0-15) and (8-13). 
(0) 1980 based on table (B-15). while the future of the whole world in 1983 from 

The Economist, March 23,1985, p. 99. 

(E) Approximately estimated from Table (0-16) because the absence and unsystem- 
atically reported date. 

(F) R. Wilson. The Economist or the Middle East, op. cit., Table 8-6. P-182. 
(a) Hold only by Bahrain, Kuwait, Iraq, Iran, Oman, aster and Saudi Arabia. reported 

by W. Keegan. Multinational marketing management, op. cit.. p. 132- 

(H-1 and H-2) IMF. International financial statistics, Feb. 1985, vol. XXXVIII No. 2. 
pp. 70-71. 

(H-3, H-4) Lloyds Bank Group Economic Reports 1984. Loc. Cit-- 
(H-5) calculated : H-3 minus H-4. 
(11-6 and 11-7) Based on table B-18. 
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Graph (B-1) Comparative rate of growth of output, sectoral 

. value added and changes in gross domestic 

investment 1963-1982. 

1. Annual average changes in output 196YB2 

,Z 

6*. 0 
. 
5-. 9 

_]LQrlo 
overage. . 4.1_ 

Industrial Developing 
Countries Countries 

Oil 
Exporting 
Countries 

Middleý 
East 

Il. Sectoral value added as 1,1o' of GDP at factor price 1963-81 

0/0 
*7 ch 

1 

GO ý; . 6. %S 

(3) Services World Average = 54.6 

so 

kt) Industrial world average= 38.3 

M. Agriculture. world average=7.2 

41 

11.0 
- -) to 

I(xiisLrial Oi I e%q-, ort. Nj--ý-oi I ýUclllfl LZISL 
ca I it ri CajiLries enmrL. 

DaLa on 1963-72 not -'v, 'il- mitries 

lr-rlLKis aily Mirain, E(M)t, isrel, 1-tixim, Syria arld yirm A. R. 

Source: Ct)"'; t 1-ticted by the rest, archor on tht, hasis OF: IMF InternaLional 
(11, (41 and 



- 111) - 

Graph (B-1) (Continued) 
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inflation growth rate in Israel primitive economic 

activities in Sudan and Yemen A. R. for example. 

Low capital formation and investment growth rate and 

so forth will probably hinder the efforts of a Mnc 

concerned to apply the latest techniques in production 

and marketing, to transfer goods, funds, pricing, etc. 

(3) Cultural-Political factors 

In general, it could be argued that country's specific 

cultural and political factors are important to Mncs/FDI 

decision-making in several ways. They may for example 

affect decisions which relate to product policies, promotion 

and distribution and marketing research activities, etc. 

Also, the introduction of a certain level of technology 

and the type of ownership in investment venture allowed 

in a given country can to some extent be influenced and 

determined by cultural and political considerations. In 

this respect, it is proposed firstly to shed light uponthe 

salient cultural and political factors in the Middle East 

and the associated marketing, personnel problems, etc. 

Afterwards, some empirical evidences will be pointed out 

to illustrate the extent to which cultural and political 

factors can influence FDI decision and other related market- 

ing, managerial aspects, etc. 

(A) Language and Religion 

To some extent each nation tends to have a unique 

linguistics and religious profile which differs in varying 

degrees from another nation. Also, it is p, )ssible to find 
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some differences in language and religion in different 

regions or communities in the same country. In India, 

for example, there are six religions, 15 major and 38 

minor languages all linked with other cultural dimensions(124). 

In sum, scholars and practitioners have argued that as 

long as the differences among nations in language and 

religion may affect many marketing aspects e. g. vending 

some products, advertising etc. the question of linguistics 
(145)(126) 

and religious divergences remains important to a Mncs 

While linguistics and religious differences are 

likely to exist everywhere, either between or within 

nations, the Middle East situation provides an outstanding 

example of linguistics and religious convergence. About 

18 countries out of 20 speak the same language while with 

exception of the Jewish and Christian Communities all 

of the Middle Eastern nations are Muslim. Table (B-22) 

illustrates language and religion profile of the Middle 

East. 

Table B-22 Profile of the Middle East : Language and Religion 

Ot Language and Religion '0 of Country 
Population 

(1) Language: 
- All Middle Eastern nations: 100 

of which: a. Arabic Speaking 79.0 All the Arz 
Countries 

b. Hebrew 0.02 Israel 
c. Persian 0.19 Iran 

(2) Religioný2) 
All Middle Eastern nations: 100 

of which: a. Islamic religion 95.0 

b. Jewish and Christian 5.0 

Source: (1) Percentage calEulateV on the basis of table (8-20) and the officia language of eac coun ry. 
(2) Compiled from W. Keegan, Multinational marketing management, 

op-cit., p. 132. 
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Broadly speaking, despite the apparent high degree 

of homogeneity between the Middle Eastern countries, it 

could be argued that heterogeneity exists to some degree 

among themselves 21% of total population are not Arabic 

speaking for example, but the most outstanding differences 

appear to be between the Middle Eastern countries and the 

Western developed nations in terms of religion and language, 

and this in turn may create the problems associated with 

those aspects of marketing which are culturally sensitive 

as will be demonstrated later. 

(B) Education and Mass Media Availability: 

In this respect, it could be argued that low 

literacy level combined with the low number of radio, TV 

and other mass media in a given host market may have great 

influence on many marketing and operational aspects of 

Mncs. Shortage of skilled manpower required, obstacles 

in advertising and promoting products, inadequate or non- 

existent marketing research, low productivity due to the use 

of unskilled labour or very costly manufacturing and marketing 

operations because of the limited available number of 

professional employees etc. are probably a natural product 

of operating in circumsta, nces of the above kind. 

In this connection, it may be argued that because 

of the existence of the wide gap between developing markets 

and the develpoed ones in terms of literacy level and mass 

media availability, a Mnc which operates in the former is 
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presumably very much open to most of the previous problems 

contrary to the case of operating in the developed markets. 

While the Middle East situation is typical of many 

developing nations which are characterised by low literacy 

level and low per capita expenditure on education as demon- 

strated in table (8-13), it is possible that Mncs operating 

in the Middle East might face several of the previously- 

stated obstacles. As an additional illustration on the 

gap which exists between the Middle East situation and the 

developed countries the following tables (B-23) and (B-24) 

can be employed as useful examples which may demonstrate 

not only the availability and possibility of mass media 

coverage in the Middle East compared with selected European 

countries but also the gap which exists between them in 

terms of the prospects of educated people/manpower. Based 

on these tables, it may be established, however, that there 

are relatively great differences between the Middle East 

and Europe. 

Table (B-23) Public expenditure on Education in the M. East & Europe 1978. 

Middle Europe 
East 

Average public expenditure on education at 
current prices: 
(1) - As percentage of GNP 

(2) - As percentage of government 
expenditure 

4.24, %0(+) 5.54*o 

9.67 (*) 
11.37 (**) 

Excluding the two Republic of Yemen, Iran, Iraq, Lebanon, Qatar & 
Emirates, U. A. 

(++) Excluding Monaco, Iceland, Greece, Gibralta, Germany Fed. R,, San 
Marino, Poland. 
Represents only 11 countries 
Represents only 15 countries 

Source: Computed and compiled from 1981 U. N. Statistical Yearbook, 1983, 
Table 62, pp. 399-409. 



- 120 - 

Table (8-24) - Mass Media In the Middle East and selected European Countries 

Country Number of 
Daily 
Newspapers 
1979 

Non-daily 
newspapers 

No. Year 

Cinemas 

No. Year 

Radio 
Roe. 

per 
1000 
ihab. 
1979 

T. V. 
Rec. 

per 
1000 
inhab. 
1979 

Country No. or 
Daily 
N/Papers 
1979 

Noii-dai Iy 
newspapers 

1979 
No. Year 

CI FWWAS 
No. Year 

Radio 
Ruc 

per. 
1000 

ihab. 
1979 

1A 
rJA .V 

pvr 
100( 
vahi 
1971, 

Algeria 4 3 1977 330 1977 168 39 Austria 31 132 1977 526 1978 352 2B2 

Bahrain n. a. n. a. - 10 1974 342 257 Belgium 26 2 1979 550 1977 452 295 

Egypt 9 19 1976 246 1975 132 32 Denmark 49 2 1978 442 1978 291 358 

Emirate, UA 3 3 1977 74 1977 316 n. a. Findland 62 245 1977 317 1978 525 316 

Iran 24 n. a. - 448 1975 n. a. 54 France n. s. 694 1977 4513 1978 337 292 

Iraq 5 n. a. - 84 1977 157 47 Greece 116 871 1979 1500 1977 307 147 

Israel 24 96 1978 214 1978 212 153 Ireland 7 54 1977 152 1978 371 223 

Jordan 5 4 1977 41 1978 174 53 Italy 73 151 1978 10341 1978 240 231 

Kuwait n. a. 16 1979 10 1975 409 425 N. Lands no n. a. - 484 1978 308 291 

Lebanon n. a. n. a. - n. a. - n. a. 194 Spain 3 24 1977 5736 1978 258 255 

Libya 3 5 1976 51 1978 46 56 Sweden 112 69 1977 1198 1978 na. 374 

Morocco 9 31 1979 227 1977 108 39 Switz. 88 169 1977 501 1978 355 312 

Qatar 1 7 1979 2 1975 476 -. U. K. 120 1092 1975 1579 1970 931 394 

Oman n. a. n. a. - 12 1976 n. a. n. a. 

S. Arabia 12 1 1979 n. a. - 37 38 

Sudan 3 n. a. - 55 1978 74 n. a. 

Syria 6 a 1979 92 1978 n. a. 45 

Tunisia 5 13 1979 82 1977 n. a 48 

Yemen AR n. a. n. a. - n. a. - 18 0.2 

Yemem PDR 3 n. a. - n. a. - 54 18 

Sourcet Compiled from: 1981 U. N. Statistica_l Yearbo2k, 1983, Tables 65.66,67.68 and 69, 
pp. 4ZZ-444. 
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Thus, having accepted the assumption that-close association 

exists between expenditure on education and the availability 

of skilled manpower, literacy level, usage of mass media, 

in advertising/promoting etc. and that a relationship may 

also exist between GNP per capita and the ownership of 

radio/tv etc. it is not surprising that the gap between the 

Middle East and European countries is a result of the 

accumulation of factors in development level between these 

countries. Therefore, the conclusion might be that the 

preceding argument concerning obstacles facing Mncs operation 

in the developing countries remain in the Middle Eastern 

markets perspective as well (quite apart from the extent to 

which such problems can exert influence on Mncs activities 

in these countries). 

Infrastructural facilities 

In their argument of marketing infractructure (which 

also relates to the preceding factors in mass media), Douglas 

and Craig 
(127) 

, Michell 
(128) 

, Keegan 
(129) 

among others 

have highlighted several problems that apply to Mncs, which 

manufacture in developing countries in general because of 

the lack of adequate infrastructural facilities there. In 

short, the feasibility or desirability of utilizing specific 

types of marketing research and so forth are dpendent upon 

the availability and degree of developmenL of the transport- 

ation networks and communication sysLem in the host country 

i. e. deficiency in communications and transportation's net- 
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works will drastically limit the range of physical 

distribution, implementation and marketing research and 

in general the extent of the market potential for the 

Mnc concerned. Additionally, a comprehensive communications 

system is a prerequisite to breaking down the traditional 

high-cost market s. trucure in LDCs, areas 
(130) 

. 

Regarding the situation in the Middle East, the above 

problems probably apply to a great extent to Mncs which 

operate in this region. Telecommunications and transport- 

ation networks in the Middle East are inadequate to meet 

the needs of Mnc as well as the economies of most Middle 

Eastern countries compared with the developed countries in 

general. 

According to the following table (8-25), it is clear 

that most of Middle Eatern countries' density of telephones 

per 100 inhabitants and the number of passenger cars and 

commercial vehicles, for example, is significantly lower than 

that of the European countries. It should, however, be 

noted that many logistical/physical distribution, communic- 

ation problems and so forth will continue to threaten Mnes 

effectiveness in the Middle Eastern markets. 

(D) Urbanisation Level 

It seems possible that the foregoing characteristics 

of the Middle Eastern markets may reveal the extent and 

pattern of urbanisation level which exists in these 

markets. As urbanisation can be viewed for example as a 
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result of the industrial progress or in the light of other 

infrastructural facilities, etc. Most of the Middle Eastern 

markets can, however, be seen as less urbanised compared 

with the developed countries. For a Mnc concerned, the 

prevalent level of urbanisation in a given developing 

country, may affect many of its marketing strategies. Hill 

and Still 
(131) 

, for example, have demonstrated that: (1) 

modern products are distributed over less urbanised markets 

to less experienced consumers, more adaptions are needed, 

(2) the increase in packaging, protection adaptions made for 

products marketed outside of urban areas suggests that LDC 

semi-urban areas have inferior storage conditions, and more 

primitive distribution and handling facilities. Therefore, 

extra packaging protection is necessary and (3) there is less 

need to change product features for products targeted to 

LDC urban markets because of similarities in consumption 

patterns between LDC urban markets and markets in developed 

countries. Meanwhile, many transferred U. S. /U. K. consumer 

products are launched initially in LDC urban markets, early 

adoptions being made to qualify the products for market 

entry. 

(E) Role of Government 

In differing degrees, all governments play important 

roles in the economy of their countries. Quite apart from 

the forces/reasons behind the intervention of governments 

in business cycles in general the roles played by the 
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governments are basically of two kinds: A participatory one 

through e. g. partnership with local or foreign firms or by 

exclusively possessing certain economic sectors enterprises. 

And a regulatory role e. g. governments plan and direct 

tax and regulate the economy as well as the regulations 

imposed through many fiscal and monetary policies 
(132), (133), (134ý 

In some Middle Eastern countries, government's 

ownership of business and servicing enterprises is high. 

Public sector's share in economic activities in these 

countries is obvious evidence of government's dominance over 

the entire economic aspects in their countries. As demon- 

strated earlier, the share of the public sector in total 

manufacturing investment in Algeria and Syria for instance 

accounts for over 80% in the late 19701s/early 19801s, 

contrary to this case, the share of the public sector in 

Tunisia was found to be from 40-60,10 while in Morocco it 

was between 25-40,00 during the same period covered 
(135) 

As one would expect, if government has strong 

economic social power, it may impose a wide range of 

regulations restricting operations of both Mncs and the 

national private sector. Even if Mncs, are allowed to 

operate on the basis of 50-50% partnership (or above or 

below this share division) it is also possible that such 

a partnership will pose constraints on Mncs global 

activities in general. As one can see by studying the case 

of Egypt, not only the government dominates an enormous 

share as a dominant partner or totally possessing the 



- 126 - 

industrial enterprises - but also the public sector-trading 

firms dominates the wholesale and distribution operations 

(particularly those operations concerning the state owned 

enterprises' activities despite the liberalisation 

programme started in the early 19701s. 

In Libya, not only does the government own 70/'0 of 

its major oil operations, but also in accordance with 

Qaddafils Islamic Socialism all the distribution and 

marketing facilities have been nationalised in order to 

(136) 
gain full control over the oil firms operating in Libya 

Not only is subsidizing some of consumer products 

well known in some Middle Eastern countries, but also prices 

of many consumer goods are controlled strictly. In Iraq, 

for instance, prices are determined by the Central Committee 

of the Arab Balath Socialist Party. There is no decentral- 

isation of authority for pricing right down to enterprise's 

level. Pricing decisions in all manufacturing firms are 

made by four organisations: Trade Regulation Board, the 

Ministry of Industry, The Public Organisation and The 
(137) 

Management of the Company 

The government of Iraq imposes fines or prison 

sentences on these merchants who neither post prices over 

the items nor sell the products at the suggested prices 

in order to force merchants to comply with the resale 

price maintenance laws. It is interesting to note also 

in this case that the procedure for price determination 

goes in a very long circular process which starts from 
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the firm, then up to the public organisation, then onto the 

pricing authorities in the Ministry of Industry and so to 

the Trade Regulation Board before it is finally back to 

the producing firms to apply these prices. Furthermore, 

The Trade Regulation Board reserves the right to cut prices 
(136) 

if necessary 

In general, it could be argued that the problems 

which affect Mncs in the Middle East-on the basis of the 

foregoing features of this region - are numerous. On the 

one hand, an entry into some markets on the basis of 1001% 

foreign ownership may be totally prohibited. Regardless 

of this method of entry into the Middle Eastern markets 

and despite any possible relaxation of control marketing 

control, the regulations imposed by governments will affect 

different elements of the marketing mix (expecially in areas 

such as pricing and distribution) on the other hand. In 

other words, as long as a Mnc's manoeuvrability is 

partially contingent upon its degree of commitment in a 

given market and partially too on the degree of the host 

government's intervention in the economic and social activities 

of its country, it is not surprising however, as illustrated 

in tables (B-7) and (B-9) for example to find out that 

most of Mncs are very much concerned with the restrictions 

imposed on ownership and other marketing production 

co*nsiderations in developing countries particularly. 
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(F) Management implications 

Not only may an MNc be concerned with the avail- 

ability of professional managers, but also it is important 

to consider the prevalent managerial values/styles and 

attitudes toward marketing when assessing overseas markets. 

In the Middle East perspective, it could be argued that the 

previous characteristics (economic and socio-cultural 

environmental factors) have exerted considerable influence 

on management process, availability of skilled managers 

and manageri'al values in general. 

In the Iranisituation, Hajimirzatayeb 
(139) 

has 

pointed out that the cultural values emanating from a 

country's social system do influence both organisations 

structure and management approach. Managerial value 

systems in Iran keep indicating low trust in others, low 

assessment of employee commitment, lack of communication 

andthe like. Furthermore, an authoritarian/traditionalistic 

culture like Iran's offers a low repertoire of options 

concerning modes of structuring and response to environ- 
(140) 

mental and other contingencies 

In the case of Libya after the 1969 revolution 

Buera and Glueck's study 
(141) 

, demonstratesthat management 

in Libya suffers from several problems such as: 0) inexper- 

ienced executive managers (most of the executives are new 

to their jobs where the median nurmber of years-in their 

position is only 2 years), (2) there is a lack of continuity 

in the careers of the manageers, (3) Libya has no training 
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facilities to carry out the training programmes required 

and (4) sending managers abroad for training leaves a crucial 

job vacant when there is already a critical shortage of 

managers. 

An added problem to management in Libya after the 

establishment of the People's Committee in 1973, the public 

sector lost some incentives to attract managers to it. 

Job security is one example. Moreover the removal of 

personnel (managerial as well as other) has become a very 

familiar and a very unregulated phenomenon. Eventually and 

perhaps most importantly, managers in the government sector 

seem to be cDnfused as to what their authority and respons- 

ibilities are and perceive outside interference with their 
(142) 

authority 

The hierarchy of authority in most of Middle Eastern 
b 

organisations is designed to flow in a triangular fasion. 

More authority is vested toward the top while less is 
(143) 

vested in the base of the triangle 

Above all, if they are to succeed, marketing control, 

training and recruitment, the reporting structure, operating 

practices used in selling function etc. must be adapted to 
(144) 

the local culture in the Middle East Attitudes 

towards doing business emphasise the importance of personal 

relationships. A study by Luqmain, et al 
(145) 

, suggests 

that the fundamental Islamic concept of worshipý (five times 

a day) means that the foreign marketer has to take into 

account the variability and shift in prayer timings in 

planning sales calls, work schedules, business hours, etc. 
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Eventually, despite the seeming popularity of the 

marketing concept, it could be argued that the greater 

majority of Middle Eastern marketing managers have not yet 

adopted this philosophy. Partly, because most of the 

Middle Eastern economies are characterised by a "sellers 

market"; partly too because of the lack of freedom of the 

management of the firms as in the case of Iraq, for instance, 

where prices are determined by macro-managerial level, etc. 

Even in case of acknowledging the necessity and importance 

of adopting the marketing concept in some Middle Eastern 

countries e. g. Egypt, it has been demonstrated that the 

degree of freedom allowed by macro-management to public 

sectors firms in making their decision and marketing 

policies is an important factor in encouraging the adoption 
(146) 

of marketing concept 

(G) folitical aspects and attitudes towards FDI 

On earlier occasions, it has been demonstrated that 

aspects of the political climate in developing countries 

are of great importance to Mncs (see for instance tables 

B-6/B-7). In this respect it may be useful - before out- 

lining the Middle East situation - to point out that the 

assessment of the political situation in a given country 

includes several factors (economic, socio-cultural, etc). 

Other than those already highlighted. According to Kobrin 
(147) 

and Haner 
(148) 

, among others, factors such as fractional- 

ization by language and religious groups, social conditions 
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including extremes in population and GNP distribution, 

xenophobia and nationalism, price controls, civil war/ 

disorder, labour disruptions, restrictive fiscal policies, 

dependence on a hostile major power, etc. are among those 

causes which may enhance political risk in a given country. 

As to the application of the above factors to the 

Middle East, the situation may involve the following 

examples: - 

1. In the light of table(B-22) it is clear that 

fractionalisation by language and religion does not 

exist in general. However, empirical studies and 

literature indicate that ethnic or religious groups 

do exist in countries such as Iran 
(149) 

and today 

in Lebanon. 

2. Civil war in Lebanon and conflict/war between 

neighbouring countries still going on between Iran 

and Iraq. While the conflict between Israel, Syria 

and Lebanon still shows no sign of change despite 

the departure of Israeli troops from Lebanon which 

started in the early part of 1985. 

3. On the basis of tables (8-15) and (B-16) low GNP 

per capita and the higher annual inflation growth 

rate have threatened political stability in some 

countries. The status quo in Sudan (April 1985) and 

the protests in Israel durng 1984 (where the inflation 

rate reached 400', 10 which is also expected to reach 

1000% by the end of 1985) 
(150) 

, provides evidence 
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which may to some degree confirm the relationship 

between the political stability and the prevalent 

economic conditions in a given country. 

4. In accordance with (E), it would be established that 

there is a greater degree of inclination towards 

nationalisation rather than internationalisation in 

Middle Eastern countries, e. g. Libya, Iraq, Syria. 

Also as demonstrated earlier, the history of business 

shows that the Arab states were responsible for 27% 

of all U. S. expropriation between 1960-1976. (see 

also table B-26 concerning the attitudes of Arab 

elites towards Nationalism, FDI, etc). Furthermore, 

price control is also evident in the case Iraq. 

5. In terms of the attitudes towards FDI in the Middle 

East, Ajami's survey 
(151) 

, of the Arab elitesattitudes 

provides evidence to suggest that there is an overý- 

all positive view toward FDI and Mncs activities 

(89% of the total Arab elite surveyed expressing 

the opinion that Mncs activities are good, with 90, o 

indicating neutrality and 21*0 an extremely negative 
(152) 

view) Meanwhile, there are some differences 

between the Kuwaiti and Iraqi elites in terms of 

orientation/attitudes towards nationalism, intern- 

ationalism as well as Mncs. As shown in table (B-26), 

the Iraqi elite nationalism s'core was higher than 

the Kuwaiti particularly among the governmental 

Iraqis elite compared with the business and economic 

elites. 

(*) See next page for table (B-26) 
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AddiLionally, while Arab eliLes are highly inLer- 

nationalistic and in favour of Nnes acLiviLies, there are 

also differences in orientation between the Kuwaiti and 

Iraqi elites. Among the former the most internationalistic 

were business and economic elites, followed by the 

intellectualls and governmental elites. As to the latter 

(i. e. Iraq) the same order also appeared among the Iraqi 

elites. Finally, the Kuwaiti economic and business elite 

was the most positive view towards Mnc, and the same view 

was held only by the Iraqi economic and business elite 

compared with the intellectualls and governmental elites. 

6. Perhaps one of the most impattaht indicators regarding 

the assessment of the political stability and 

attitudes towards FDIin a given country is to examine 

its record, . inflow, and its growth rate or 

trend in that country. Thus according to the 

most available data published by OECD, graph (B-2) 

demonstrates the inflow of FDI allocated by the OECD 

countries to three Middle Eastern countrires (namely 

Iran, Egypt and Saudi Arabia) from 1978 to 1981. 
(*) 

Interestingly to look at the trend of FDI inflow in 

relation to the prevalent Politi'cal events during 

the period covered, the Iran case is likely to be 

particulary useful inthis respect. As shown in 

graph (B-2) Iran recorded a drastic drop in its FDI 

(*) See. cjraph (B-2) on following page. 
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Graph (B-2) Net receipts of FDI by Iran, Saudi Arabia, 
and Egypt, 1978-81. 
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receipts from $ 909 million in 1978 to $ 64 million 

in 1979, then down to $81 million in 1980 and fell 

enormously to $24 in 19B1. If one goes back to 

the period 1979-81, it will be found that the 

decrease of FDI inflow in Iran was coincident/ 

associated with two major political events, the first 

revolution of Ayatollah Khomeini, while the second 

is the Gulf War between Iraq and Iran. 

As one would expect, the above events may to some 

degree influence the FDI inflow of some other Middle Eastern 

countries particularly the neighbouring ones, e. g. Saudi 

Arabia. According to OECD report, itis possible that the 

ongoing nationalisation of the foreign oilcompanies assets 

since the first oil price shock, though accompanied in many 

cases by production sharing and other componsation agree- 

ments - as happened in Nigeria in 1979 - have affected FDI 

inflow into Saudi Arabia and probably Egypt as well during 
(153) 

1980 

Having accepted the assumed relationship between 

the growth of FDI and the political stability in a certain 

host country, it seems obvious that Iran is the most 

politically unstable state compared with Egypt and Saudi 

Arabia. 

Eventually, it may be useful to conclude this section 

by presenting the following summary OF empirical evidences 

regarding some issues influencing FDI and associated 

marketing activities in the Middle East. 
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1. Al-Muathen(1541, in his study of marketing in the 

Iraqi situation he reported that: (a) the influence of 

religion an social life in Iraq is still great and some- 

times one cannot differentiate between religion and social 

custom. Most of the people do not eat pork, or consume 

alcoholic drinks. Islam has a great deal of influence on 

people's attitudes and behaviour in the Arab world in 

general. (b) the attitude of Iraqi management toward 

advertising is that it is a waste of resources. (c) Iraq's 

physical distribution system has been neglected. There are 

no modern department stores nor speciality shops. This is 

in addition to the absence of adequate infrastructural 

facilities and comunication networks. (d) trade assoc- 

iation information do not exist in Iraq. Additionally, 

marketing efforts in Iraq are devoted particularly to 

product policies rather than sales, distribution, pricing 
(155) 

and other marketing efforts The overwhelming 

majority_ of firms surveyed (36 firms) depend on retail 

outlets as the major-mpthod of direct sale rather than sales 
(156) 

offices In the meantime most of the Iraqi salesmen 

have little education, and most firms have no really effective 

training programmes 
(157) 

. 

2. Elbashier and Nicholls 
(158), 

have examined the impact 

of cultural differences on Bmncls export marketing in 
I 

the Arab countries and Middle East in general. 
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The findings of this study provide evidence to 

suggest that: (a): regarding the question of language and 

personnel employment, some British firms did not regard 

linguistic differences as a major problem because the Eng1lish 

language is regarded as the language of business in the 

Middle east. But firms of food manufacturing and health 

care product manufacturer did admit to minor difficulties 

in respect of translating brand names and slogans 

particularly. 

(b) In every case, the entry into Middle Eastern/Arabic 

markets took place through local distributors who could 

provide additional valuable help in overcoming local prob- 

lems concernings language and personal relationships. 

(c) It was found also that similarities and dis- 

similarities in behaviour exist between Arabic and British 

consumers in terms of some-products (see Exhibit B-2). 

(d) There is a greater personal involvement of Arab 

businessmen in terms of conducting business. In other words, 

if the Arabic businessmen does not like you he is less 

inclined to do business with you. Meanwhile, contrary to 

the widely held views in the West, Arabic businessmen are 

shrewd and competent traders. 

(e) The general . ýpicture of the Arabic consumer that 

emerge is that of a less sophisticated, less rational, 

highly price-oriented conservative consumer who is suspicious 

of frequent change and locally made products. 
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Exhibit (0-2) - Omncs observations about Arabic Consumers 

Brier Company Characteristics Observations about Arabic Consumers 

Subsididary of large U. K. retail group Wide variations between countries. 
Prefer rareign made goods. 

Large U. K. pharmaceutical and consumer Group shopping, buying decisions. 
yoods compaivy. inriuanced by other people. 

Buy larger packs rot prestige and 
family size. 
Prerer foreign made goods. 
Despite generally held assumptions. 
women still make the budying decisions 
rot most consumer goods. 

Large U. K. tobacco company Smoking habits similar to British. 
Women smoke less. 

Large U. K. Industrial and consumer Price Is main concern. 
goods company Little quality consciousness. 

U. K. subsidiary or large U. S. A. Shaving habits similar. 
Company producing a wide range or Consumers are conservative/suspicious. 
personal care products. More quality conscious than Arricans. 

Prefer stronger fragrance in perfumes. 
Cosmetic tastes dirrer. 
Wide variations by country. 

Subsidiary or USA large owned tyre Extremely price conscious. 
company Impressed by product appearance rather 

than by runcLional attrLbutes. 

U. K. subsidiary or U. S. A. health care Less able to make reasoned choice. 
product manufacturer. More emotional. 

Guided by prejudices and ideas from 
other people. 
Do not like change. 
Less aware or subtleties. 
Do not appreciate complicated ideas. 

Large U. K. road manufacturer Confectionery relatively a luxury. 

U. K. subsidiary or U. S. A. phurma- Differences In mentality. tastes and 
ceuL! cal and health care products. preferences. 

Colour appreciation dirrers. 
Prefer oral forms of drugs. 
Traditions limit the use or certain 
methods of contraception. 

Large U. K. rood manufacturer Many aspects unclear. 
Eating habits very different from British. 

Source: Adapted rrom A. Elbashler and J. Nicholls, Ekport Marketing In the Middle 
lost. op. cit., p. 75. 
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M Employing Arab nationals in more senior marketing 

position has been considered an effective way of building 

up enduring business relationships with intermediary 

companies. 

Finally, despite the higher degree of cultural 

convergences among the Arabic nations, exhibit (B-2) 

demonstrates some variations between Arabic consumers as 

reported by the Bmncs surveyed. 

(3) Dunn 
(159) 

, has confirmed the importance of personal 

relationships in doing business with the Middle Eastern 

businessmen and the participation of local partners. Dunn 

has found thati, (A) local participationinthe commercial 

sectors is required legally in Saudi Arabia, Vuwait, Emirates 

U. A. 9for example, because they fear foreign domination. 

Furthermore, the use of local partners provides knowledge 

of the market, powerful connection and logistical and 

service support, (B) Foreign companies in the state- 

regulated markets e. g Libya, Iraq, South Yemen, Syria and 

to some extent Egypt must sell direct to stated-owned 

trading companies operating on very low margins, (C) In 

Saudi Arabia, agencies and distributorships are owned by 

established merchant families. Big merchant companies 

in this country control the import trade in addition to 

owning construction, transportation companies etc. and 

(d) government is often the ultimate consumer in the Middle 

East. It is not also uncommon for large projects to 
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materialise abruptly. 

Eventually, interesting advice suggested by Dunn 
(160) 

on the basis of his survey can be summarised in a few 

words e. g. look for connections, be patient, develop warm 

personal relbtionships, etc. 

(4) Arbose 
(161) 

, attributed the success of Japanese 

salesmen in Egypt for example to their appreciation of the 

local attitudes towards doing business. The Japanese, for 

instance, are more polite, patient, efficient, flexible, 

alert, neat and generous than their Western counterparts. 

Finally, it has been argued earlier that the Egypt, s 

export/trade has been affected in the late 1970's, early 

1980's as a result of the Arab boycott associated with 

Camp David peace treaty in Israel. It seems also such 

a practice still has some significance-According to the 

Financial Times on May 19,1983 it has been revealed that 

the long-running problem of the Arab boycott has surfaced 

again with "Solomon Brothers" the leading Wall Street 

investment bank. This bank has been put on the boycott 

blacklist and in consequence no Arabic bank investor (Syrian 

or Kuwaiti) will be allowed to have dealings with Solomon. 

This boycott as suggested might stem from a previous 

association witb South African Mineral Co. and possible 

Jewish connections with Solomon. 

Furthermore, as one would expect, in some Islamic 

countries interest taking (ie. Usury) is strictly prohibited 

according to the holy "Quoraan". God permitted selling 
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but charging usury is totally reprobated/restricted 
(162) 

Despite this condition, it is not surprising that one may 

find a huge number of foreign and national banks operating 

according to Western basis and working side by side with the 

Islamic based/organised banks in other countries like Egypt, 

Jordan, etc. 

Broadly speaking, the preceding discussion/review of 

the. Middle Eastern market has revealed that: 

(1) The Middle Eastern market as stated earlier - seems 

to be a booming and rapidly growing one. 

(2) There are factors in economic, cultural and political 

environment have exerted a relatively significant influence 

on marketing development in this region. In other words, 

inadequate infrastructural facilities, inflation growth 

rate, lack of managerial and professional marketing managerrs, 

inadequate or absence of training programmes, lack of 

marketing research facilitiesq government control etc. are 

among the major problems which may face an incoming and 

existing Mncs which manufacture in the Middle Eastern markets 

(3) Despite the similarities which exist between the 

Middle Eastern markets there are also dissimilarities not 

only in terms of the degree of economic or socio-political 

development, but also in their orientation and attitudes 

towards the entire business affair and systems, national- 

isation; internationalisation etc. 

(4) FDI is generally welcomed in the Middle East, but it 

is likely to be affected to some degree by the foregoing 

described characteristics of the Middle Eastern countries. 
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C11APTER 2 

T14E IMPACT OF FDI IN DEVELOPING COUNTRIES "WITH SPECIFIC 
REFERENCE TO THE MIDDLE CAST" 

Introduction 

Despite the argument that the role played by FDI - 

as channelled through Mncs - in the overall development of 

developing countries is widely regarded as valuable, it has 

also been established in the light of the preceding chapter 

that a Mnc has its own reasons/motivations for FDI. 

As one would expect, it seems mutual interests exist 

among both partners as an investment venture (i. e. Mncs, 

and the host nations). Nevertheless, it is not surprising 

that one may find the list of arguments and counter arguments 
I 

about the FDI role is endless also. As demonstrated in the 

case of the Middle*East earlier some oppose FDI, while others 

who support it. 

Perhaps one cannot deny the importance of infusions 

of foreign capital, know-how and technology, etc. for a 

developing natl6n;. iYetthe potential payouts, transfer fund 

and profits, the creation of dependence case on foreign 

nations or hindering the development of national capabilities 

and discouraging the development of domestic entrepreneurship 

etc. still remain as causes for developing nations! 

concern. In other words, benefits which can be realised 

versus costs incurred as a result of FDI are the two major 

unresolved questions in conflict. Furthermore, the problem 

may become rather complex if the Mncs' parent countries' 
W 
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interest is included in the overall debate as well. Mncs 

home governments may have some economic interests behind 

the internationalisation of its national companies, and 

criticism is frequently directed at e. g the export of 

jobs, loss of capital investment, etc. as companies move 

production facilities, funds, and so forth to foreign 

countries. 

Broadly speaking, the question which focuses on FDI 

impact is presumably multi-fold. In other words, it, must 

be noted that one could make a very extensive list of 

possible arguments and counterarguments on FDI impact. But 

such a list would be of little value in assessing the impact 

of FDI as one would get confused by a large number of 

different viewpoints. However, it is proposed to provide 

firstly a summary of the theoretical background concerning 

the alternative views of FDI impact. Secondly, for am 

evaluation of FDI impact, a choice'has been made between 

certain types of FDI influences on host countries' 

development. A summarised review of some empirical 

evidence an FDI impact will follow thereafter. Thus, the 

impact of FDI in developing countries will be discussed 

through the following stages: - 

. Alternative views on FDI impact. 

. The benefits and costs of FDI in developing countries. 

Empirical evidence on FDI impact in developing 
countries. 

Empirical evidence on FDI impact in the Middle East. 



- 161 - 

2.1 Alternative views on FDI Impact 

As mentioned earlier, argument, counterarguments and 

studies on FDI impact in developing countries are very 

numerous. Meanwhile, it has been considered important to 

highlight some alternative views concerning FDI impact in 

host developing countries under the following headings: 

The Critical Views 

Some of these views can be summarised as follows: 

(1) Baliga (1), has discussed three major viewpoints 

(which have been based on an analysis of U. S. Mncsoperations 

in the developing countries). These viewpoints are as 

Follows 
(2) 

: 

(A) The pure Colonial world view: The main critical 

assumptions underlying this world view are: 

(a) The host countries are mainly sources of material 

resources. Thus, investment should be confined to extract- 

ing these resources for use in the home or other developed 

countries, (b) the price paid to the host countries For 

these resources should be the lowest possible, (c) Mncs 

should be exclusively responsible For determining the 

location, amount and type of investment, in addition to which 

the investment would be committed only if conditions were 

very Favourable, (D) host country's residents do not have 

the capacity to manage sophisticated technological and 

organisation systems, (e) Markets For Mnc produced goods 

either do not exist or the cost of creating them would be 
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prohibitive and M countries in which the government 

directs investment decisions constitute a higher degree 

of risk. 

(b) The investor-nation-converter world view: The 

assumptions underlying this view are precisely as follows: 

(a) Markets for converted goods and services do exist in 

host countries and it is useful to exploit. these opport- 

unities, (b) in order to exploit such opportunitiest it is 

useful to seek local investors' participation; control will 

be maintained in Mncs hands. This is in addition to the 

decision as to how much and when to invest will still be 

left in the hands of Mncs, (c) in order to operate effect- 

ively, control and majority share-holdings should still be 

held by Mncs also, and (e) markets outside the host 

country are better covered by the parent than the host 

nation subsidiary. 

(c) The host-nation-converter world view: This view is 

also based on certain assumptions such as: (a) in order to 

remain competitive, it is necessary to invest in those 

countries where labour costs are low and productivity is 

fairly high, (b) additionally, labour intesnive production 

should be shifted, whenever feasible, to the countries that 

satisfy assumption (a), (C) the jobs that are shifted should 

be fairly routine and mechanical, so that they can be learned/ 

performed by the developing countries' workers, and 
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(d) to retain flexibility to shift operations to other 

attractive markets, the size of investment should be kept 

fairly low. 

Based on the above views, it could be stated that 

FDI in the host countries can be seen as an exploitative 

relationship. In this connection Frank 
(3) 

, has also pointed 

out that FDI is an exploitative relationship in that such 

investment is largely concentrated in extractive industries 

and therefore it provides only weak linkages backward and 

forward with the rest of a nation's economy. Moreover, it 

tends to reinforce a pattern of development that over the 

long run would trap the poor countries in their poverty 

because of the inevitable decline in the prices of exports 

of primary commodities as compared with the prices of 

imports of manufactured goods. Meanwhile, rich countries 

would gain both from high financial returns to their 

investors and from a flow of cheap raw material for their 

own industries 
(4) 

.- 

(2) As might be expected in the height of the analysis 

of FDI theories, it could be argued that many of the 

previously-presented views may be associated with or based 

on the characteristics and objectives of Mncs for FDT. e. g. 

there are several forces governing a given host market's 

comparative advantages. Country-specific factors (e. g. 

locational factors or market imperfections etc) and Mncs 

specific factors (e. g technology, personnel and capital 

capabilities, etc)t explain to some extent why Mncs activities 
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have been shifted and developed abroad. In other words, 

the larger the market, the lower the degree of competition, 

the more highly endowed the market, the greatest the 

possibility that will attract Mncs. Furthermore, not only 

through analysing the Mncs characteristics can one explain 

the exploitative relationship, but also such characteristics 

might have influences on the host countries goals (see no. 3). 

(3) Hood and Young 
(5) 

have argued that there are some 

ways in which the characteristics of Mncs may affect host 

countries goals and sovereignty. Exhibit B-3 shows Mncs 
A In 

characteristics, exmaples of problems for host countries 

and the areas in which the latter's goals are affected. 

Based on their analysis of the relationship between the 

host countries, the conflicts and the imperialist behaviour 

of investigated various theories of which one is the 

radical theory. According to this theory, a Mnc is regarded 

as a new agent of imperialism. Motives for imperialist 

behaviour could include for example: the declining rate 

of profit in Mncs home country may encourage the export 

of capital abroad, which in turn may produce an imperialist 

relationship between home and host states. There is a 

continued need to find new outlets for surplus production 

(either by taking the form of exports or by involvement in 

FDI) in order to avoid economic crises. Additionally, 

technological dependence, high import dependence, foreign 

aid, transmission of tastes and misallocation of resources 

etc. in poor countries are also an outcome of imperialism. 

Moreover, the importation of skilled manpower may limit 



- 165 - 

(n 
0 

CD 

0 
CL 

03 

CL 

tn 

c 

U3 

CD 

CD 
0 
0 
:3 
0 

0 
En 

0 

c 

0 

CD 
pi 
-0 

CD 

0 
13 

_0 

0 

0 CL CD 0 C: (1) 
V, < 

< CD Lo 
a) CD 

CD 00 clr 
CD CD CD CL 
CL 0 C-" H. 

< 
(D 

0 CD 01 
(D 0) m EF) 

CD 

M r- ---1 0M r- a C-) x 
=3 CD CD 0 0 1-. 0 

'a < 0 co I-- ti :3 
ý- CD :r 0 ý-,. (D ý-- 0 0 

0 U3 0 23 0 
a) CD -, P) CD < 

CD n 0 :3 En CD 
= CL 4m w :3 co 
C"r En c 

0 CD 0 rt, 
m ri- a) 0 0 0 

cr 0 ý- a 
rr 9 C) 
C13 l< 

cn 

m CD 

0 3 
a) 

CD cr) 
0 

(D 

CD 
co 

0 :3 

CD 
-0 c 

rri 
-t) 

CD 

(1) 
0 

CD 

CD 

En m 
0 -T) < --t) CD f-- 
"0 
CD 

c1t, 

CD 

-0 c 
p- 

cn 
0 

CD 
pi 
CD 

Lo 
-1 

m rrt 
.0 -111 

CD 
:3 

rn CD 
b-- c 

IM H. 
re 

C- 
CD 

Z 
cl 
(n 

=' m 
0x 

_0 
0" 
0 CD 
a 
=1 0 

CD 

-1) 

c 

0 

CD 
0 
cl, 
CD 
C3. 

1--0 

CD 

0 

V) 

0 
:: r 

CD 

rr 

0 

(n 
0 

0 

0 
0 
c :3 

cu 

V) 



- 166 - 

the possibility of developing the local skills or the use 

of high technology may damage the human capital in the 

(7) 
host countries 

(4) Biersteker(8), has analysed some areas of criticism 

of Mncs investments in developing countries. A summary of 

his analysis as portrayed in exhibit (B-4) shows five areas 

of criticism, two types of consequences of Mncs investments 

in developing countries and the mechanisms by which they 

are facilitated. Meanwhile, he argued that there is broad 

agreement among the critical views about first-order 

consequences of Mncs investment in terms of e. g. income 

flows and balance of payments affects, displacement of 

indigenous production, technology and patterns of consumption, 

etc. At the same time, he argued that the disagreement 

between Marxists and non-Marxist's views lies only in the 

ascription of how Mncs cause the first-order consequences. 

Moroever, Mncs are criticized for their distortion of 

development and whether they can ever make a contribution to 

development in certain situations. They often increase 

the propensity for conflict either international or domestic 

between Mncs and the host country or between competing groups 

within the host country. Even when overt conflict is absent, 

there is a consensus that investment by Mncs both enhances 

and maintains their hegemonic dominance in under-developed 

countries. 
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Exhibit (B-i4j MNCs investments inriuenres in developing cottritries- Mectimitbos and rotisequences. 

Areas of critics Reasons/mechanisms First-order Secot"i-Order runse. pounce 
of MNC* facilitate the Consequence 
investment 

G) 
onsequences 

Income flows A MNCs --(I) Bring in Net r%it now or 0) rf"hit'l I'M' 11f 111-1 It Wall CupWIS III let.; ýk 11.1j 
balance or payments little capital capital and a a ftinsta. 61 to tun revettiseas tal Wait 
effects initially, (2) limit worsening balance goveri-tals. (2) Hetkictiua# of ectwMaknic capalisli(tt., 
(International subsidiaries to local of payments. blockinq the di(fustutot of isoultiple effects unit 
capital movement) markets (3) remit ck-orresouirag capital stock necessary to ecuiximic 

exessive profit (4) grow[ h. (1) oncieuse sit the p(opensity for cutiflict 
employ transfer pric- ouid maintaiiaed duatinutace: wfia! n the- uL4)piy of furriqn 
ing (5) establish few capital is kicsorce, a net outrikaw can be a boanarcir 0 
financial linkages to tension. Dependence on further roareigri SIOVebtý-I 
the local CCOtKM1y to make up for the cioptial drain is irecrewbed. 

Displacement or (1) buy out import- Displacement or (1) reduction of political capabilities; dis- 
indigenous substitution industr- indigenous prod- placing entrepreneurs eliminates a air" groul) (no 
production lea and transform uction (displace- behalf car reforming Institutes Woof iteutrbittk4u) 

them into subsid- mant. or both enter- pum-trui qi-txjpu orolsoued to devalutament efforts. 
isriess export finidied prise said entrepre- (2) Reduction of ecotatimic cripubilitiess tsenefttu 
products, establish a neurs. increasingly go abroad, worsening balance of put- 
subsidiaries & sales ments, displacing entrepreneurs harms the qualst) 
organisaLions, buy err or iucei factors or production and self developami. t. 
local sawassafacturers (3) Increabe too live propensity for conflict wood 
(2) drive indigenous hedemaxial dominance: displacement increase 
competitors out or dependency on HNCs and reduce autonomy in decistwo- 
business due to their making. 
competitive advantages 
e. g. economics or 
scale, finance, mark- 
eting, attractive wages, 
vertical integration, 
capital intensity, ete. 

The extent or (1) Concentrate R&D Transfer a small or (1) Reduction of political capabilities: coratral 
technology transfer efforts in the home or limited amount of over changisag Lerhatiology enables MNCs to retard 

the parent. technology the dpcline it% their bargaining pnwer. 
(2) Attempts to retain (2) Reduction or economic capabilities: W; Cs 

a monopoly over their cast ificreuse their infuence on oksootestic cons- 
technology umplikin patterns. 

(3) Increase in the propensity for maintained 
dominance: technological dependence is increased. 

Introduction of (1) Undertake R&D Inappropriate (I ) Reduart ion or pol it octal copubi Iat tea: creat its. 
inappropriate efforts in the home technologies or a restricted tood upper class oriented market, 
technology country where labour ravouring skilled over utobitilled liobour. said 

Is scarce and capital encouarge or an unequal distribution of income 
relatively abundant, leading to growth without development. 
hence the factor mix (2) Reduction or economic capabilities: aggra- 
becomes capital gatinat of unemployment, discouragement of product- 
intensive. ion linkages. bias against the development or 
(2) Transfer their capital, encouragement of further displacement, 
forms of production and worsening balance or payments. 
en masse(bring with (3) Increase in the propensity for hegemori 

, 
tool 

them complete manage- dumintatire majoilenance; creation or technological 

ment, technology, dependence. 

skills, etc. 

Inappropriate (1) Concentrate an Inappropriate (1) Reduction or political capabilities: W. Cs cost. 

patterns or continuous innovat- patterns of retard the decline of their bargaining pu. rr in 

consumption ion for a small no. consumption. relation to that hout country. 

of people and the (2) Reduction or economic capabilities: Increase 
introduction or new pressure art foreign reserves stood reducitag 

'consumption goods capital formation potential, stimulate further 

before the old ones capital ititookisive productitsio facilities sit local 

have fully spread. enterprises, and weaketas the links betweeit the, 
(2) Employ marketing modern sector said the rest of the economy an tlw 

techniques (first periphery. 
through trade and (3) Increase in thit propensity for conflict: 
then by investment to introduction or foreign cultural values. a crisis 
create marketing in in which expectations for additional consumption 
developing countries) goods exceed the capacity or economic and 
(3) Take advantage or political systems to skeet then can develop. 

capital-Itnesive 
techniques & other 
competitive advantages 
to establish and main- 
tain their inrluence 
over consumption 
patterns. 

As to the Issues of development or allied local groups and income distribution afid 
widening gap or MNC8 investmelits see: 1. Oierstoker. Otuturltun at Devetni'meot 
ap. cit., pp. 17.19-25. 

Sources Compiled rrom: 1. Bierstekers Distortion or Develolmwnt ? op. rit ., p1j. 3-17 (1 igures 1.1. to 1.5). 
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(5) Brandt(9), Freeman and Persen 
(10) 

, Gladwin 
(11) 

9 

Livingstone (12) 
among others have argued that Mncs have 

been heavily criticized for numerous unfavourable influences 

on the host countries development. Some of these 

influences can be summarised as follows: (A) the ability 

of Mncs to manipulate financial flows by the use of art- 

ificial transfer prices is bound to be a matter of concern 

to host governments due to the potential influence of such 

practices on host countries' foreign exchange. As Mncs 

can evade some controls on foreign exchange by blurring the 

distinction between current and capital transaction, setting 

special prices for goods/raw material sold by one sub- 

sidiary to another, setting prices artificially to minimize 

their profits in high tax countries, shifting profit from 

high to low tax countries to get around exchange a price 

controls or customs duties etc. Practices of these kinds 

may produce a potential clash of interests between the 

host countries (developmental objectives and national 

interests) and the Mncs. 

(B) As the host governments increasingly seek to 

protect domestic enterprises or to earn foreign exchange 

through imposing some measure/restraints as a part of their 

national planning, Mncs try to free themselves from such 

restraints. This in turn may disrupt the host country's 

national planning. 

(C) As the Mncs tend to keep the bulk of their R&D 

activities located in their home countries, or to bring 
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in high/low technological level and other related activities, 

such issues/practices may eitber perpetuate the technological 

gap between the host states and the Mncs home countries, or 

they might create technological dependency and brain drain 

(with the possibility of immigration or importation of 

scientists, engineers, etc. could exist). 

(D) Mncs have also been criticized for unethical 

political and commercial activities. There have been 

attempts to bring down governments, illegal payments to 

government officials etc. such cases have also exposed the 

Mncs to criticism which is often very severe. 

In general, it is clear that many of the criticisms 

of the role played by Mncs in developing countries have 

emerged from and are perhaps associated with the growing 

power of Mncs in recent years. Consequently, the developing 

governments may face a series of frustrating problems as 

they seek to shape a national policy towards FDI or dealing 

with Mncs. If, for exmaple, a Mnc repatriates profits or 

fuods, it may influence the host countries' balance of 

payments and foreign exchange gains. On the contrary, if 

a Mnc reinvests the bulk of its profits domestically, it 

may be accused of increasing its ownership or monopolistic 

power and control of the host country's economy. If the 

Mncs pay the prevailing wage rate, they may be accused of 

exploiting cheap labour. If they pay a higher rate, they 

may be accused of widening the gap between social classes 

in host countries and in some cases of attracting skilled 
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manpower the shortage of which will cause indigenous 

enterprises to suffer. 

Comments on the Critical views: 

It may be useful - before reviewing the counter- 

arguments concerning Mncs role to present some perspectives 

in relation to the foregoing views. Initially, despite 

the difficulties which may surrouhd the examination of many 

of the previously-reported critical views, it could be argued 

also that one cannot suggest that Mncs are madels of 

virtue and selflessness. The analysis of Mncs overseas 

activities/investment provides evidence upon which some of 

the critical perspectives have been based. 

Baliga 
(13) 

, for example, has argued that the pure- 

colonial view or the feelings of exploitation are compounded 

by and linked with observations such as that a significant 

proportion of investment by Mncs is geared towards setting 

up primary production systems for exploiting natural 

resources like oil, rubber, iron, ore, etc. for consumption 

at home or other countries. Furthermore, little or no 

effort is devoted to creating secondary or tertiary production 

systems. Additionally, the feelings of exploitation are 

compounded by the prices Ldcs have to pay for processed and 

finished goods, the desire of LDCs for better terms of 

trade, control over their resources, etc. and Mncs negative 

perceptiosn of these have resulted in numerous conflicts, 

Mncs dinvestment, nationalization, expropriation, etc. 

Moreover, some Mncs have tended to be very suspicious Of 

government intervention and have tried to organise their 
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operation by means of alternative forms such 

venture or minority holdings, etc. - 

As argued earlier, the size of market 

be determined by e. g. GNP, GNP per capita in 

country. It has also been suggested that a 

enjoys high GNP per capita, for example, cou 

as joint 

can probably 

a given host 

country which 

Id attract more 

FDI. In this connection, Lall 
(14) 

, has reported evidence 

which may demonstrate that Mncs are considerably concerned 

with the richer markets rather than the poorer ones. i. e. 

Mncs do not necessarily intend to develop the underdeveloped 

countries, but rather the profitable markets. Distribution 

of FDI and other resources from OECD countries among groups 

of developing countries as shown in Table B-27 may illustrate 

this argumentý+) 

According to Lall's comment, high income developing 

countries (with over $1,000 per capita GNP) accounted for 

60% of the stock of FDI by the end of 1978 and also took 

the lion's share of fresh inflows in 1978-80. Low income 

developing countries (with an annual per capita GNP of less 

than $380 in 1979 but excluding the socialist countries 

of Asia) accounted for almost 60/lo of the population of the 

same group of developing countries, but received less than 

5? a of the flow of FDI in 1978/80 compared with 14? 0 in 

1970-72. 
(15) 

In other words, while the poorer countries 

holding the great mass of the third world's population, 

receive yery little of Mncs investment, the largest Latin 

American countries namely Brazil and Mexico account by 

(+) For table (8-27) see. folloiwng page. 
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themselves for roughly 40G, o of total FDI in the Third 

(16) World This in turn may mean that the richer the 

country, the larger the market and the more will it receive 

of Mncs investments despite the possibility that economic 

factors in determining FDI flows are generally overwhelmed 

by political and policy factors 17) 
. 

Going back to the second critical view presented by 

Baliga (The Investor-Nation-Converter), and in the light 

of the preceoding empirical evidences illustrated in 

Chapter (1), it could be argued that there is desire 

expressed by some Mncs to be exempted from any restrictions 

on ownership, trade, etc. i. e. the restrictions imposed by 

the host governments on foreign ownership, labour conditions 

and so forth are not welcomed by some Mncs. Such demands 

may broadly suggest that Mncs want to exercise total control/ 

to keep as high a degree of manoeuvrability as they can 

over the host market within which they operate. Even in 

case of the presence of local partnership (minority/majority 

partners), management will not entirely be localised. 

This in addition to the presence of local partner - as 

demonstrated previously in the case of the Middle East - 

will probably create potential for Mncs or overcome any 

domestic problems. Examples of these kinds may highlight 

the source from which the assumptions of the investor- 

nation-converter view reported earlier were derived. 

Once again, based on the empirical evidences associated 

with the locational factors presented in the previous 
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chapter, it could also be argued that there is some 

doubt about the reasons or basis underlying the assumptions 

concerning the third critical view (host-nation-converter) 

presented by Baliga. Particularly in some cases the main 

concern of Mncs was linked with factors in investment 

climate, marketing, etc. rather than, in cost ones. 

As FDI is occasionally denounced on the ground that 

it takes out of poor countries more than it puts in, this 

type of argument particularly among the Latin American 

states' critics in the 1950's and 1960's was based on a 

comparision of two annual financial inflows: outflow of 
(18) 

profits from developing countries Despite the fact 

that a simple comparison of such kinds of flows does not, 

always make sense, it has been reported that in the latest 

year for which global data are available (i. e. in 1974), the 

Mncs repatriated profits of more than $16,000 million from 

developing nations but brought in only $7,000 million in 

(19) 
new capital Furthermore, the fiery speech made by 

the Chilean Leader 'IS. Allende" to UN General Assembly in 

1972 has also increased the tension between the host natios 

and Mncs. In his speech he reported that "not only do we suffer the 

financial blockade, we are also the victims of clear 

aggression. Two firms that are part of the central 

nucleus of the largest transnational companies that sunk 

their claws into my country, the International Telegraph 

and Telephone Company and the Kennecott Copper Corporation, 

tried to run our political life" (20). 
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Other unacceptable practices made by Lonrho in 

Africa, the improper and illegal payments by Lockhead 

Aircraft Corporation whilst the former has been accused by 

active involvement in the politics of Africa e. g. duplicity 

in dealing with black and white African countries, breaking 

of economic sanctions taken by the U. N. against the illegal 

regime in Rhodesia and the special payments and bribery, the 

latter has also involved in bribery cases and illegal 

payment to number of key overseas officials such as the case 
(21) 

of the former Japanese Prime Minister 

As might be expected, practices of the above kind - 

regardless of how valid they are - make it possible for - 

the radicals to regard the Mncs as a threat to host countries 

national sovereignty either in political or cultural terms. 

As to the issues of dependency on Mncs as a sourceof finance, 

technological know-how and so forth, it could be argued 

that despite the doubts that may surround the assumption 

that the greater the reliance of developing country on 

Mncs, the greater the possibility of feeding their fear 

further, the relationship between Mncs home government and 

the host developing counterpart tends to play an active role 

in this respect. One of the most recent examples which 

may bring the issues of dependency into question is that of 

the U. S. - Nicaraguan case. In May 2,1985, it was 

revealed that President Reagan implemented economic sanctions 

against Nicaragua in a move which appears certain to force 

(22) 
the Sandinista regime closer to Moscow As this 
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embargo will cover all trade between US and Nicaragua, 

despite the statements that there will be no attempt to 

widen the scope of the sanctions to include subsidiaries 

of U. S. companies operating in the Third World , the feelings 

of fear among many developing countries about their tech- 

nological, trading, finanicial independents, etc. may be 

increased. 

In short, having stereotyped Mncs as foreign and 

likely to act as instruments on their home governments or 

perform only for their own interests sometimes using 

unwelcome practices including embargoes made by some Mncs 

home governments on trade, etc. all of these stereotypes 

that can be spread so quickly in public thinking will be 

effectively used to channel mass fears or discontent about 

the role and the future of Mncs throughout the developing 

host states. 

The Conventional views/Counter-arquments. 

In discussing the contributions of FDI to the 

development of developing countries, one must keep in mind 

that the current theme is concerned only with outlining some 

views presented by the conventional writers, while the 

extent to which FDI can add particular contributions or 

bring in some undesirable effects will be illustrated in 

the next section more specifically. Thus, the following 

are exampleb of benefits which have been attributed to FDI/ 

Mcns as suggested by sCholars, economists, and practitioners, 

etc.: - 
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(1) Carr 
(23) 

, has argued that FDI is undertaken by investors 

and is accepted by host countries because of the shared 

belief that substantial returns are available from FDI 

operations. According to the industrial Organisation 

approach to direct investment advanced by notably by Hymer, 

Caves and others, these returns are attributable to the 

transfer and exploitation of special assets possessed by 

foreign investors. While the returns to foreign investors 

are principally in the form of dividends, technical fees, 

and any unusual profits received from the sale of raw material, 

capital appreciation above the normal rate of inflation, 

etc., the returns to host countries may comprise higher 

productive capacities, higher wages, income, and employment 

and so forth, It has been argued also that because FDI 

can attract many criticisms such as the use of inappropriate 

technology, it is possible that the growth effect on host 

countries is critically related to the effectiveness with 

which the new technology is absorbed and diffused which in 

turn is dependent upon the responsiveness and creativity of 
(24) 

local institutions 

Finally, according to Carr's viewpoint, figure (B-I) 

illustrates a visual impression of the various effects of 

FDI . 

(2) Mikesell 
(25) 

, Vernon and Wells(26) , in their 

discussion of 'FDI benefits to development, do not deny many 

of negative influences of such investment in host countries 
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but rather relate the extent to which FDI can effect or 

contribute to development of some factors. Mikesell 
(27) 

for example, has argued that FDI contributions (that have 

greater or lesser importance) depends on the nature of the 

industry and the level of development of the economy. Not 

all FDI is desirable in terms of its social benefits in 

relation to its social costs, and there are alternatives 

to the specific contributions of FDI. Meanwhile, FDI has 

been seen as a source of numerous benefits. It can play 

various roles in the development efforts of countries, e. g.: 

(A) FDI as a source of capital. Although lack of foreign 

capital is frequently not a major constraint on development 

in some developing coutries, most of these countries have 

generally relied in part on foreign capital to finance their 

needs for growth despite their fears about relying on 

outsiders. 

(B) FDI can play a role in supplementing domestic entre- 

preneurship and inducing local people with resources to 

engage in entrepreneurship activities. Perhaps, many 

developing countries - even the primitive ones - have a 

considerable stock of latent entrepreneurial capacity, but 

the vast majority of the population lacks the knowledge and 

resources to break away from their traditional activities. 

Foreign firms, however, can bring to developing countries 

part of the dynamic entrepreneurial environment of the 

developed countries, and find opportunities for creating 
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new and better products from the natural resources etc. 
(28) 

(C) FDI as a source of technology. Although technology 

can be brought in from abroad in various forms other than 

FDI e. g. management contract, licensing agreement, published 

material, etc. , it has been argued that FDI remains the 

most important form of technology transfer. For certain 

types of industry and levels of development, FDI may be the 

only Feasible way of acquiring technology. A minimum level 

of industrialisation including e. g. trained labour, prof- 

essionals, engineers, etc. is required before a country 

can utilize technology purchased from abroad. Additionally 

in order to remain competitive in the export market for 

relatively high-technology products, it is usually necessary 

for the producers in a given developing country to have a 

continuous flow of technology from Mncs home country where 

the product was first produced. Above all, labour training 

at all levels and functional activities is also considered 

as one of the most important contributions of FDI to 

development in host countries. 

With the concern about costs and dependency associated 

with the acquisition of foreign technology in general, host 

governments can establish special units to screen purchases 

of foreign technology by local firms, specify certain sums 

to be paid for royalties, encourage local firms to generate 

or at least to adapt technology at home, etc. (some 

government have already employed such practices/regulatory 
(29) 

procedures) 
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(D) FDI is a method of providing access to export markets 

particularly in certain cases where Mncs control foreign 

markets of some products. In other cases if developing 

countries want to export certain manufactured goods, the 

alternatives to the presence of Mncs seem few. As the 

desireS of developing countries for exports have been so 

great, many of them have been willing to offer large 

incentives to Mncs that promise exports even if a wholly- 

owned subsidiary is involved. 

(30) (3) Hood and Young have also acknowledged, Under 

certain conditions - the potential contributions of FDI 

(capital inflow, technology, employment, etc), to the 

development of a host country. Interestingly, however, 

referring to their argument in terms of the imperialist 

behaviour of Mncs, in this connection they have argued that 

many of the theories of imperialism cannot be readily tested 

empirically and whatever the relationship between the two 

countries (e. g. the dependence of home country on imports 

of basic raw material, direct investment in host country, 

the military assistance to host country, etc. ) - none of 

these examples prove that imperialist relationships exist, 

or that Mncs are agents for imperialism. Although it may 

not be possible to identify cause and effect at an empirical 

level the inter-relationships between politics and economic 

are apparent both from the case studies e. g. ITT, Lqnhro, 

etc. and research works. Mncs activities must be assessed 

in political and social as well as in economic terms. 



- 182 - 

Despite their criticisms of the neo-classical theory 

(which asserts that the most important gains to host 

countries from FDI derive from higher tax revenues, economics 

of scale, etc), Hood and Young 
(31) 

have extended their 

argument to include the following perspectives: 

(A) Global neo-classical's view is based on an assumption 

that the market mechanism must be allowed to operate 

unhindered in order to produce a fully rational international 

division of labour that will optimise the productive resources 

of the world. The Mncs is regarded - according to this 

view - as the most effective medium for integrating and 

organising resource utilization on a global scale. It is 

also seen as the institution most likely to survive changing 

internaticanl political relationships. Throughout this 

process, Mncs is considered to be benign-aiding for example 

the transfer of resources from the developed nation core 

to the less developed periphery. 

(B) The mercantilist's view is based pn the belief that 

the world economy will become less interdependent as the 

conditions which originally facilitated the emergence of 

the Mnc have now changed. This view foresees the future 

development of regional economic blocs, so that international 

trade, investment patterns, etc. will increasingly become 

inter-regional. 
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(C) The orthodox theory. Although the dependency issues 

are important to the orthodox analysis of the impact of 

FDI on host countries, the orthodox school considers that 

there are also some elements of harmony and benefits in 

the interaction between home country government, Mncs, 

and the host country. Cohen's model, in this respect, 

assumes that a non zero-sum game exists between the Mncs 

and the nations in both developing and developed parts of 
(32) 

the world 

(4) Stoever 
(33) 

, has argued that FDI can contribute 

several types of benefits to developing countries, e. g. 

FDI may increase the possibility of capital formation through 

increasing the number and value of plants, equipment and 

possible transportation and communication networks, housing 

and health facilities, etc. It can also raise both 

quality and quantity of a country's GNP. FDI can also 

create new opportunities for complementary growth of 

employment, new skills, etc. A country's capital account 

is also likely to be improved - even temporarily - by the 

inflow of foreign capital, import substitution and the increase 

of the value of exports. Furthermore, the utilisation of 

local skills and resources, development of the depressed 

areas, the provision of an avenue for income redistribution, 

the establishment of political and military ties between 

Mncs parent government and the host counterpart, etc. - 

all of these benefits can possibly be created through FDI- 
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(5) Biersteker 
(34) 

, has argued that the conventional 

writers attribute major economic benefits to Mncs because 

they bring in missing or deficient factors of production 

(e. g. capital, technology, managerial skills, etc). Mncs 

also provide access to foreign markets for exports, new 

jobs and the like. From the consumer's point of view, 

Mncs provide a better product at a lower price. There is 

also a whole series of indirect benefits resulting from 

Mncs investment. They can provide the necessary stimuli 

to energize the resources of LDCs, and have a considerable 

multiplier effect. Mncs enhance the competition and break 

local monopolies. Moreover, Mncs are agents of change 

altering traditional value systems, social attitudes, etc. 

The nation shares in the increased profits of the Mncs 

through taxation which will raise the former's financial 

capabilities. Above all, by improving the economic situation 

and capabilities of LDCs, MNCs. facilitate political 

development whether defined in terms of stability, 

industrialization, etc. 

In discussing the neoconventional school's opposition 

to critical perspectives in each of the critical areas 

considered earlier, Biersteker has investigated the 

consequences of Mncs investment in developing countries. 
(35) 

Exhibit (B-5) therefore, portrays Biersteker's investigation 

of MNCs investment consequences in developing countries 

from the neoconventional school's viewpoints 

Envisioned by Vernon and his colleagues with Harvard 
enterprise project. 
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Comments on the conventional - neoconventional perspectives 

In general, the current debate on the consequences 

of FDI for the economies of developing countries is not 

limited. Without denying both the critical and conventional 

perspectives concerning FDI consequences, it should be 

admitted that not all the consequences - even if they can 

be verifibd - lend themseleves to measurement on a quant- 

ifiable and significant basis, separately or in the light 

of their interacted relations , hips. In other words, it may 

be a risky proposition to assume, for example, that an increase 

in the propensity for conflict due to the introduction of 

foreign cultural values by Mncs occurs in country 1XI while 

in country 'Y' there is, an increase in political 

capabilities as a result of the additional knowledge, R&D 

efforts, etc. associated with the presence of Mncs. 

It may also be hard to argue that the recent 

development in some deveLoping countries (e. g. Hong Kong, 

Singapore, etc. ) can only be explained by factors in FDI 

contributions, while in other parts of the world the 

deterioration in economic and s. ocial welfare is due to the 

lack of such factors. 

Nevertheless, despite the problems surrounding the 

measurement of non-economic effects of FDI particularly, 

it must be noted this does not mean that these effects are 

for that reason either less important or can be neglected 

when assessing FDI impact in a given developing country. 

At the same time, it could be argued that as the develop- 
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ments or the benefits related to FDI may occur, the costs 

associated with these are inevitably incurred. ie. benefits 

and costs of FDI are facts and it must be acknowledged that 

pragmatic and mutual interests are likely to exist between 

both host countries and Mncs with particular reference to 

FDI. 

As much of the criticisms of FDI is based on the 

argument that FDI may involve a higher cost to the nation 

and perhaps do'not provide comparable benefits or that there 

are alternatives to FDI contributions of such investment, 

most'of the counterarguments have suggested that FDI is one 

of the most effective mediums to the development of a given 

country, and as to the question of costs it is likely to be 

dependent on factors other than FDI perse (e. g. type of 

the industry, government policies and regulations governing 

FDI activities, level of development and so forth). 

As the critical views/writers of FDI have a number 

of observations or events some of which have exceptionally 

occurred and inconsequence they launched thier attack on 

Mncs, the counterviews have also advanced and built up 

their arguments on several observations some of which have 

validity for .. many, contributions associated with Mncs 

presence in developing countries. Taking the preceding 

argument into account, as will be demonstrated in the next 

section, one cannot ignore observations such as: 

(1) The remarkable development and the growth in the 

share of*some-developing countries (e. g. Brazil, S. Korea, 
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Taiwan, etc. ) in the world markets for exports of manuf- 

actured goods 
(36) 

(2) The growth of net direct inflows of capital from 

developed to developing countries. In 1971, for example, 

it accounted for $3,309 million versus $14,639 million in 

(37) 
1981 i. e. in 1981 the inflow of foreign capital 

increased dramatically (442510) compared with 1970. 

(3) The growth of competition among developing countries 

to attract foreign investment by offering a wide range of 

incentives (even by sacrificing some ideological consider- 

ations and permitting the 100,10 foreign equity ownership 

required in some cases). In other words, despite the 

fears of dependency and other associated undesirable 

influences many developing countries still welcome of FDI. 

(4) What happened when some of the largest oil-producing 

countries including Iran, Saudi Arabia, Libya, Kuwait, 

Venezuela, etc. have fully nationalized thoir oil industries, 

and 66. w foreign firms perhaps provided only technical 

know-how. The national sovereignty of each country remains 

as it was before the nationalization measures were under- 

taken. Furthermoreý in nearly all of other LDCs oil 

producers the government in large measure owns and controls 

the national oil industries by means of joint ventures with 

foreign firms or by means of so-called production sharing 

agreements, etc. and the most significant point to be 

mentioned is that under such arrangement 85-90% of the net 
(38) 

profits from oil operations accrue to the host government 
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In other words, no political upheavals of any kind caused 

either by Mncs or their parent governments accompanied 

the nationalization measures (or the imposition of any 

arrangements of the above kind) in these countries. 

Broadly speaking, observaCions which may support many 

of the conventional and neo-conventional perspectives are 

numerous. At the same time, the question of costs and 

benefits of FDI is probably contingent upon several factors 

some of which may be peculiar to factors in host countries 

(level of development, investment climate, past and present 

experience with FDI, etc. ) and others seem to be associated 

with MýCs capability to adapt to the environment and 

requirements of these countries. Meanwhile, any general- 

ization about the relationships between both developing. 

host countries and MNCs may be oversimplified or it may be 

too complex to be explained or measured on only one base. 

Both have widely diversified objectives and ambitions, but 

the existence of mutual interests between these partners 

in investment is still regarded as the major factor to be 

considered. Or according to Hood and Young's argument it 

would be wrong to suggest that the effects of foreign 

investment are all beneficial to the investment partners 
(39) 
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2.2 The Benefits and Costs of FDI in Developing Countries 

In the light of the preceding section, it may be 

established that FDI in developing countries has long been 

a subject of controversy. Some views are highly critical 

of FDI impact, while others are mostly supportive to FDI 

contributions in terms of the development of developing 

countries. 

In the current section, an assessment of selected 

influencesof FDI will generally be examined. In this 

connection, it has to be mentioned that the selection of 

FDI effects evaluated here is not either because of their 

great importance compared with other effects which have 

not been considered in the present theme, or are outside 

the researcher's field of interest. The selection is 

actually based on the current study limitations, some effects 
0 

are not verifiable on an empirical basis, and the previous 

review of the alternative views on FDI impact and the 

comments made have also highlighted those types of effects 

which have not been presented in the present section. 

As to the criteria for assessing, the effects of FDI, 

Young 
(40) 

, Hood and'Young 
(41) 

, and Biersteker (42) 
among 

others have suggested several criteria. It may be useful 

however, while discussing the effects of FDI to refer in a 

very precise way to some of the criteria suggested(taking 

into consideration the foregoing conceptual discussion 

developed in section 2.1). 
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Resource Transfer Effects: 

These types of effects can be reviewed generally 

under the following three main headings (bearing in mind 

the previous arguments in section 2.1): 

a) The provision of Foreign Capital: While the critical 

writers suggest that MNCs contribute to a net outflow of 

capital from developing countries by means such as failing 

to import/bring in much capital for investment, transferring 

profits and repatriating capital, etc., an opposite counter- 

part view considers MNCs because of their great capabilities 

have access to enormous financial resources and capital 

markets (internal and external) for investment. MNCs, 

therefore may make a contribution to filling the resource 

gap in the host economy between desired investment and 

local savings, in addition to other indirect provision of 

capital e. g. MNCs may mobilise local savings by offering 

attractive investment opportunitiest stimulate the flow 
(43) 

of official aid from their home country, etc 

On the other hand, the provision of benefits in 

this respect provided by MNCs may be reduced by various 

offsetting influences or be dependent upon certain factors 

for instance 
(44): 

1. The size of capital brought in by MNCs. 

2. The extent to which MNCs may borrow locally and 

divert local savings from other productive uses. 

3. The size of reinvested profits vs. the repatriated 

capital and profits. 
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4. The degree of commitment and the type of investment 

projects. Foreign-owned affiliates, for example, 

generally reinvest higher percentages of after tax 

profits, spend more of their sales on R&D locally, 

pay a higher amount of corporate taxes etc. compared 
(45) 

with some other form of investment Capital- 

intensive p, rojects may arguably provide more capital 

inflow than the labour-intensive investment. 

In terms of the criteria relevant to measure/evaluate 

the influence of FDI in relation to capital provision, the 

following may be suggested: 

(1) Trends or annual inflow and outflow. 

(2) A comparison between total capital inflow (e. g. 

the amount of initial capital brought in, loans borrowed 

by MNCs from home or office overseas banks, etc. ) and total 

capital outflow (e. g. remitted) profits/capital, remitted 

salaries etc. ). This comparison will roughly indicate the 

net capital losses or gains of a host country. 

(3) Size of invested capital by MNCS compared With a 

country's GNP. 

(4) The annual borrowing by MNCS from local banks 

compared either with the domestic firms' loans or 

the total savings. 

(5) The size of reinvested capital and profits per annum 

in relation to the annual MNCs sales, and 

(6) The share of MNCs taxes paid to the government 

compared with the indigenous one in a certain sector 

etc. 

In short, there are plenty of criteria which can significantly 
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be used in relation to the extent to which MNCs can 

contribute to filling the capital gap in a host state 

(MNCs must also be assessed in the light of the indigenous 

enterprises contributions as relevant to each case). 

(B) Technology Transfer. 

Considering the previous debate concerning the 

role that can be played by MNCs in technology transfer, 

one would expect that technology would tend to play a crucial 

role in the development of developing countries. As 

demonstrated in Chapter One, it has been establis. hed that the 

technological lag of developing countries is a major 

obstacle in their growth process. In sum, the importance 

of technology is so obvious as to require little reiteration. 

It is, however, an awkward fact that most of the arguments 

are concerned with questions such as the extent, the 

appropriateness, the terms, the costs, etc. of the tech- 

nology transferred by MNCs to the developing countries 

rather than with the role perse. 

At the outset, Loehr and Powelson 
(46) 

have suggested 

that technology incorporates both the technical change 

which occurs when new machines and processes combining witb 

other factors of production, raise the productivity of 

those factors and disembodied progress which refers to an 

entire set of potential forces and new porcesses promoting 

greater efficiency in the use of resources such as more 

highly skilled labour, reorganisation of plant layout, 
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(47) 
improving accounting for inventories, etc. Another 

definition suggested by Hood and Young 
(48) 

is "Technology 

represents knowledge incorporated into new processes, etc. 

which in turn must be capable of converting inputs into 

consumable outputs at competitive costs". 

The introduction of new products, material inputs, 

scale of production, managerial inputs/know-how, labour 

skills, and investment requirements, etc. have been conceived 

with respect to technology components that may be trans- 
(49) 

ferred to the host countries 

Having considered the debate over the role that can 

be played by MNCs regarding technology transfer (as presented 

earlier), and the importance of technology as a major 

factor in developing countries' growth, there are other 

factors in transfer of technology which are important enough 

to warrant consideration. Some of these factors/issues 

are as follows: 

The cost of technology. In this respect, it has 

been argued that technology never comes cheap, it is not 

a "public good" which can be made freely available to all 

possible users. As long as its creation is risky, 

expensive, its utilization a source of income, etc. buyers 

must accept that innovators must necessarily appropriate 
(50) 

substantial benefits if they are to innovate at all 

The absence of a free market in which a host country could 

buy knowledge, the marginal cost of developing an alter- 

native technology (particularly the unique types) in the 
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developing countries, the fact that every new application 

of certain technology requires an adaptive engineering 

work/skilled workforce and experience, adequate industrial 

structure, etc - all of these considerations could lead to 

the conclusions that technology transfer faces a series of 

. 
(51), (52) 

difficulties Taking into account that a developing 

country because of its lack of almost all the requirements 

for the introduction of new technologies, it could be argued 

that the costs entailed are usually higher in developing 

countries where the absorptive capacity/environments for 

new technology, etc. is weak. 

In certain circumstances (e. g. 'simple industries, 

standard products, labour intensive activities) it has 

been argued that, the host country would do better to 

'unbundle' the package which MNCs bring and to buy the 

technological element on its own. This in turn would 

provide cheaper technology, not under the control of MNCs 

(53) 
and more amenable to local adaptation Meanwhile, 

in more complex industries, the cost advantages of 

licensing technology is not obvious. Partly because some 

leading-edge technologies are not available simply on 

license, and the transfer may be less efficient, slower, 

less continuous under licensing, partly too a licensee 

may be subjected to severe restrictions on the use of 
(54) 

technology transferred In addition, the previously 

mentioned obstacles may face the licensee in developing 

countries particularly, even in the case of the developed 
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host countries, both licensees and licensors may also be 

subjected to any embargo measures imposed by the parent 

governments on selling/exporting technology as has been 

mentioned earlier. This-means that the cost of technology 

if it is transferred - will be much higher or almost 

impossible to be bought at any price where there are 

embargo practices and trade sanctions. 

Furthermore, Contractor 
(55) 

has argued that if 

technology were freely transferable as a public good 

where transfer of patented technology would involve no 

more than issuing permission to the licensee, in some 

cases (in the chemical and pharmaceutical industries) where 

the licensees were technologically capable and ready to 

proceed on their own with only a patent licence, this 

system would work in practice. On the other hand these 

are recorded instances of licensees failing to produce a 

viable product with a pure patent license and being forced 

to call on the licensors for further assistance in the 

shape of "know-how" or unpatented but proprietary inform- 
(56) 

ation 

On the utility of trade marks, it has been argued 

that developing countries which accept in principle the 

value of patents as an impetus to innovation and technology 

transfer consider that the costs of foreign trademarks out- 

weigh the benefits to their population. They contend that 

the trademarks which are foreign confer an advantage on 

the international firm in xenophilic societies and inhibit 
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local competition. Meanwhile, licensee exports may be 

curtailed if they lack trademark rights outside their 

territory. 

Eventually, Prasad (58) has argued that technology 

transfer has significant costs. The reasons for the higher 

costs are 
(59) 

: (1) need for adaptation to local conditions, 

(2) resistance to foreign technology (in developed country 

firms and LDC governments), (3) large differences in infra- 

structure and (4) distance and thus higher communication 

and travel costs. Given the previously mentioned issues 

and the costs of innovation in the developed countries, 

etc. it could be established that the cost of transfer of 

technology is significantly greater for the developing 

countries and perhaps also for the MNCs themselves. 

(2) Appropriateness of technology. The question of 

appropriateness of technology seems to be associated to a 

considerable degree with the costs of technology itself. 

Acquisition of technology - as stated before - is crucial 

to development, but the choice of technology involves 

several issues. Each developing state needs various types 

of technology, indigenous firms and institutions are far 

from responding to local needs, transfer of technology may 

involve enormous costs, etc. Even apart from the question 

of costs, social conditions and other factors in develop- 

ment may also impair a country's abilities to benefit from 

and diffuse certain types of technology which may be of 

great importance to the development. 
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Arguments over the appropriateness of imported 

technology for developing countries are endless. Hood 

and Young 
(60) 

, have argued -that much of the effectiveness 

of know-how and innovation will depend upon the transfer 

to host countries of appropriate technologies which should 

be relevant to the relative "factor endowments" or "factor 

proportion" in a given country. A useful demonstration 

by Hood and Young in this respect is presented in figure 

(B-3) below. 

Figure (B-3) The factor proportion problem 
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(2) K, s and u represent three factors of production 
(3) The ray from 0 to K 9S ,U represents the relative availability of the 

three factors of pr du tion during a particular period. 
Source: N. Hood and S. YOU11g, The Economics of Multi- 

national enterprise, op. cit., p. 187. 



- 199 - 

According to figure (B-3), it has been assumed that 

projects established should utilize Ki, S, and U 1, if, 

the projects use technologies which are inappropriate perhaps 

relying on K1 and S1 only unemployment among unskilled 

labour force will exist. Also, if the products use factor 

inputs in the combination shown by the ray from 0 to Kly 
(61) Sig U2 then U1, U2 unskilled labour remains unemployed 

In accordance with the above analysis, the following 

issues are likely to emerge: (a) if capital-intensive 

technologies are transferred to a developing country, it 

would be expected that severe job losses or a high scale 

of unemployment will result from deployment at such a high 

technological level. In addition, income inequalities may 

be intensified, local Firms may be encouraged to operate 

similarly (capital-intensive) to cope with or because of 

"demonstration effect", and production may be directed 

towards the sophisticated commodities for which the tech- 
(62) 

nology has been developed 

(b) If labour-intensive production i. e. low level 

of technology is imported , it may respond to employment 

requirements of the developing countries, but the 

technological gap will inevitably be widened or perpetuated 

between-these countries and the developed ones. 

(c) If (a) and (b) are accepted, it has also been 

argued that in large areas of industry especially the 

complex sectors (making consumer durables and produces 

goods, etc) which it is vitally important should come in 
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the later stages of development, the issues of finding 

intermediate or appropriate technologies significantly 

differ in their labour usage, skill requirements, etc., 

have slid into policy oblivion. 

Reasons for this may be that appropriate technology 

does not exist outside the traditional sectors, and its 

development - if possible - would be expensive. The 

difficulties may be involved with the direction of 

technology to suit different factor end owments, etc 
(63) 

. 
(d) It is also argued that labour saving on products 

will induce their cost and thereby increase demand for 

them, thus balancing out job losses. Additionally, economic* 

activity and the totality of products, services, etc. 

consumed are neither static nor subject to extra-terrestrial 

determination. The sum total of human wants, needs, etc, 

is arguably infinite and the obsolesence of labour intensive 

products should only free labour for the provision of more 

different goods and services for which no capacity was 
(64) 

previously available 

(E) If one accepts the proposition that a tight 

relation exists between technology as a factor in determining 

both micro and macro productivity and in consequence the 

overall welfare of an economy, it seems, however, that 

developing countries by keeping out new technology - what- 

ever its level is - cannot easily make tangible progress 

in any sector they wish to promote, even in the most 

traditional/primitive activities, productivity/competitiveness 
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is probably contingent upon the level and intensity of 

technology deployed. ' 

As to the question of appropriateness and the 

adaptability of MNCs to the particular labour surplus and 

other host state conditions, it has been argued that there 

are factors'which may work against adaptation. Some of 

these factors have been stated earlier, while some other 

factors can be summarized as follows: 
(65) 

A) bistortion in the prices of goods and factors which 

may encourage the use of too much capital in relation to 

labour because the developing countries may operate policies 

which cheaper capitftl (capital subsidies, low interest rates), 

and raise labour costs (minimum wage laws for example). 

This in turn may encourage firms to economise on labour. 

B) Small markets and monopoly advantages may reduce 

the incentive to find appropriate technologies to meet the 

needs of developing countries. 

C) Production and marketing infrastructure, art, 

knowledge df marketing, and other associated marketing 

requ I irements are not available 
(66) 

D) Product suitability rather than the appropriateness 

of factor use. In this connection, it has been argued that 

MNCs have been seen to be biased towards sophisticated, 

high technology products and heavily advertised, differ- 

entiated goods (e. g. hi-fi equipment, cosmetics, etc. ) 

which may not be suitable for low income countries because 

they are only within*the reach of a small elite or their 
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consumption may be at the expense of more essential items. 

Thus the difficulty may be in deciding what is and what is 

not beneficial in different circumstances 
ý67) 

E) As long as the labour-intensive processes require 

well-disciplined and skilled workforce, supervisory personnel, 

etc. and these may be scarce in LDCs, capital-intensive 

technologies may be chosen to reduce the skilled labour 

requirements. Additionally, when MNCs may obtain cheaper 

capital from international markets and this in turn could 

be associated with paying higher wage rates than the 

indigenous firms, further reasons exist for MNCs to transfer 

unadapted technology to the developing countries. 

(3) The development of local technology. One major cause 

for concern about MNCs entry into developing countries is 

the need to develop local technological capabilities. At 

the same time it has been argued that developing countries 

are also concerned with the issues of dependency, types of 

technology, etc. These also may be associated with 

whether or not the MNCs are prepared to behave as model 

to generate new technology, implement R&D activities, 

transfer know-why as well as know-how in the developing 

countries. Moreover, the questions of appropriateness 

of technology, costs/requirements of transferring technology 

or developing it domestically through eg. education and 

other public sources etc. still also remain debatable. 

Obviously the situation is rather complex. Mean- 

while, Lall 
(68), (69) 

, Prasad 
(70) 

and Loehr and Powelson 
(71) 
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have suggested that: 

a) The promotion of local technology may not necessarily 

involve excluding MNCs. There are several simple industties 

where MNCs are not active in any case and developing 

countries can go a long way under their own steam. MNCs 

may be necessary in high technology industries where it 

simply ýdoes not make sense to set up indigenous R&D 

activities. Between the two extremes, MNCs may be persuaded 

into transferring a greater amount of-R &D work than they 

would do without intervention. 

b) A policy of excluding MNCs may have detrimental 

effects on local know-how. Meanwhile, the protection of 

local enterprise from foreign competition may induce 

inefficiency in production. 

C) The protection of local learning may easily be 

carried out to the extent that local technologies become 

outdated and uncompetitive as well, especially as developing 

countries do not have the capabilities to keep up with 

changes in a technology they have assimilated and the 

imitation is also complex, risky and expensive. 

d) A careful blend of permitting MNCs entry, licensing 

and stimulation of lcoal technological level may be of 

great help. 

e) It may be important for the developing countries to 

think of goods that had been previously imported for which 

the market has been proved. In such a situation, domestic 

firms may be willing to produce these goods (i. e. substitutes) 
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or a government may see the possibility of initiating a 

public enterprise either by protecting the activity by 

means of a high tariff or by wholly or partially excluding 

imports of the same goods. The production of such goods 

was often capital-intensive so that the comparative 

advantage lay with MNCs. 

f) Increased transfer of technology through small- 

sized MNCs. 

g) Increased transfer of technology through the Third 

World MNCs. 

The above suggestions/views can be debated or still 

demand more illustration. But (F) and (G) may receive 

special attention from a developing country - with every 

thing static - since both small-sized MNCs and the Third 

World MNCs may possess not only technological advantages 

because their processes and products are relatively better 

adapted to local conditionsbut they may also soften the 

attitudes towards the large MNCs. 

Finally, with regard to the criteria for evaluating 

the effects of MNCs in relation to technology transfer, 

Young (72), and Biersteker 
(73) 

, have suggested some criteria 

such as: (a) the introduction of new products and processes 

(which lags behind compared with introduction elsewhere), 

(b) terms of technology transfer, (c) capital intensity of 

production, operationalized as the ratio of machinery value 

to operatives, (d) existence of and nature of local R&D 

organisation and machines for incorporating R&D into 
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production. 

(e) Number and quality of employees in relation to 

machinery value etc. Historical analysis of domestic-MNCs 

comparisons as relevant to each case, are required to 

provide a relatively significant assessment of MNCs effects 

in this connection. 

(C) Management 

Management ormanagerial input - as an element of 

technology - plays an important role in determining factor 

productivity and thereby affects both firms' competitiveness 

and overall productivity of the economy. As to the 

developing countries particularly, the shortage of exper- 

ienced management and other associated implications - as 

illustrated earlier - are incorporated in a set of ther 

problems which impair the development of their national 

economies. It is not surprising, however, that greater 

demand will probably be put on MNCs by developi, ng countries 

to provide the scarce factors in management development 

required for their growth. 

In general, there is a number of benefits can be 

gained by the developing countries from the provision of 

foreign management through FDI, e. g. the introduction of 

new mangement techniques, the implementation of training 

programmes, the development of entrepreneurial abilities, 

etc. Even the domestic enterprises can benefit from MNcs 

through e. g. demonstration effect/learning process or the 
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former may be encouraged to develop their managerial skills 

in order to compete with MNCs. 

As stated on earlier occasions, there are major 

causes for concern about MNCs entry into developing countries 

in this connection. For example, competition, and the 

possibility of attracting the skilled managers from the 

indigenous firms because of higher wage rates paid by MNCs. 

The consequence however will be that the elimination of 

skilled manpower/managers from local firms may considerably 

influence their productivity or competitive position in 

the market. In addition, the question of appropriateness 

of training schemes, imported skills, etc, to the domestic 

conditions of the host country may arise again. This in 

turn could add other questions regarding the potential 

benefits that can be earned and the costs that may be 

incurred. 

Regarding the assessment of MNCs' influences on 

management many crit-eria can be used, e. g. (a) number of 

training programmes for the managerial workforce every year, 

(b) costs of training per annum in relation to, for 

example, total wages or management (c) annual number of 

trainees in relation to the total number in the managerial 

workforce, (d) number of indigenous managers versus foreign 

managers in decision-making positions, (e) the annual turn- 

over (replacement/displacement) of local versus foreign 

managers, M number of managers who have been sent abroad 

for training purposes etc. These examples have been 
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suggested quite apart from e. g. type of industries, manag- 

erial functions. The importance of monitoring the effect- 

iveness of training programmes by a method which will 

neutralize or isolate their effects from other factors in 

overall firms' effectiveness, etc. As to the adverse 

effects, one of the simplest criteria which can be used is 

the number of1management workforce who move by choice every 

year from the indigenous firms to the foreign ones. 
I 

The Creation of Job Opportunities and Employment Gains 

The creation of new jobs and other related gains is 

of basic importance to the developing countries and perhaps 

it is one of the most important objectives it is hoped 

will be realised through FDI in these countries. With 

regard to the effect of FDI/MNCs on employment in host 

countries, the previous discussion concerning the transfer 

of technology, as connected with employment issues should 

be kept in mind. In the meantime, the total employment 

effects of MNCs can be broken down into two types. The 

first, is the direct effect, while the second is the 

indirect one. Watanabe 
(76) 

, has suggested (as shown in 

Figure B-4) that: 

(a) The direct employment effect of MNCs i. e. the 

number and related wage bill of employment can be found 
J, 

in the enterprises' plants as one part of the total 

employment effect of MNCs may be determined by two factors 

(1) the labour-intensity (labour-output ratio) of its 
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Figure (B-4) Total employment effects of MNCs(+) 
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products and (2) the size of the existing market for these 

products (together with the firms ability to expand the 

market). Contrary to domestic enterprises, at least those 

without export activity, the international network of MNCs 

is an important specific factor for market expansion. 

(b) The indirect effects. The major conceivable 

indirect effects can be depicted from figure (8-. 4), 

despite the difficulties of quantifying the indirect 

effects. The solid lines in the figure (B-4) indicate the 

primary indirect effects of MNCs operations outside their 

plants including the multiplier effects of the wage bill 

related to their direct employment, and the backward and 

forward linkages of the input/output type to the rest of 

the local economy. The dotted lines indicate the secondary 

indirect effects on the local economy that accrue as feed- 

back from the prim&ry effects. 

On the macro-level although the enormous import. ance 

of MNCs impact on tax revenue, balance of payments, the 

supply of financial resources etc. (see the left-hand side 

of figure B*ý. 4) in a country it is very difficult to isolate 

and evaluate the indirect employment influences of changes 

in these variables attributable to the MNCs. Meanwhile, 

no one can ignore e. g. the fact that increased revenues 

in the hands of the government can permit it to create 

employment in any way it chooses. 

As to the input-output linked indirect employment 

effects, on the one hand MNCs which are involved in export 

processing of imported material or assembly of consumers' 
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goods imported in the completely knocked down form. In 

such cases these indirect effects are almost limited to 

those arising from modest linkages with supporting activiites 

such as transport, banking, etc. Also the same could be 

said about MNCs engaged in extraction of minerals for 

example, although they might stimulate the development of 

communications systems (e. g. railways) and create indirect 

employment there. Meanwhile, it must be noted that in 
, 

spite of the limited effects in such cases the secondary 

employment effects can be important through the creation of 

new effective demand for local industries 
(75) 

. 

On the other hand, in cases such as 
(76) 

: (1) the 

trading MNCs, - through their purchasing offices or 

commercial subcontracting of labour intensive products - 

can be accompanied by sizeable indirect employment effects 

despite the marginal direct employment which has been 

initially created, (2) basic or intermediate, materials 

manufacturing eg. chemical fertilizer production, export 

processing sector of the garment industry, etc. the indirect 

employment effects of MNCs via the user industries can be 

important as well, (3) MNCs' indirect employment effects 

can be constrained not only be the scale of their capacity 

to use the local inputs but also by the availability of 

these inputs, capacity of user industries, material 

suppliers and subcontractors, etc. and (4) most importantly 

both direct and indirect effect of MNCs on employment can 

be negative if MNCs' entry in a country takes the form of 

a takeover of an existing local firm for instance. 
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Additionally, as one would expect, the net effect 

of MNCs on employment in other local firms linked to them 

in the production chain (selling, buying from them) may 

either have favourable contribution to employment increase 

because the potential growth or encouragement of local 

firms to expand their activities or an adverse one in the 

case of merging or buying them by MNCs as in (4) above. 

The adverse direct effects of MNCs on employment may 
i 

take the'form of attracting local firms' employees due to 
I 

the MNCs higher wages. As to the indirect effects of 

MNCs on employment, a number of studies consider this effect 

from a variety of ang. lbs. In general, the displacement of 

existing employment can occur as a result of MNCs activities 

in one or more of the following types case 
(77) 

: 

1) The disappearance of a certain number of local 

enterprises as a result of competition from MNCs in the 

same production line (i. e. horizontal effect). In this 

connection, the greater economic and technological resources 

of MNCs may allow them to achieve market domination and some 

local firms can disappear as a result of competition. 

Additionally, a number of smaller indigenous firms can be 

taken over by MNCs or may have to accept subcontracting 

arrangements with larger enterprises. 

2) The adoption by local companies of more capital- 

intensive production methods to enable them to compete with 

MNCs entering the market is another horizontal employment 

effect of MNCs through which existing employment may be 

displaced. 
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3) The control which MNCs may exert over production 

sectors furnishing inputs or using their outputs (i. e. 

vertical integration case). In both cases, such integration 

in MNCs production process may result in the adoption by the 

supporting industries of technological and organizational 

transformations entailing an absolute or relative diminution 

of the number they employ. 

4) In the labour market, MNCs activities may result in 

the disappearance of traditional occupations or the increase 

of unstable seasonal employment. 

It could be argued that there is great potential 

for both the direct and indirect employment effects of 

MNCs in developing countries. At the same time, both the 

adverse and the favourable impact of MNCs on employment 

are contingent upon several factors (bearing in mind the 

preceding types of effects an micro and macro-economic 

levels) such as: 
(78), (79) 

1) On the level of industry, the contribution of MNCs 

via-a-vis domestic firms depends on the monopolistic advantages 

of the former. In cases where modern technology is used 

or marketing/managerial and other high skilled workforce 

are employed etc. the domestic enterprises will find it 

difficult to compete with MNCs unless they can induce them 

to enter into joint ventures or pass on to them the benefits 

of the special MNCs advantage under licence. Or the 

domestic firms will disappear due to the competition. 
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2) Labour-intensive compared with capital-itensive 

investments (see also Hood and Young's model as demonstrated 

in figure B-3, the comments made and related to the issues 

of technology transfer) are different in their effects. 

3) The import/buy locally factors. Very complex 

components requiring high technology will tend to be imported 

and vice-versa. MNCs from countries which have highly 

developed components suppliers or particular close ties 

between buyers and suppliers will have a greater degree of 

buying out and will tend to create more linkages also in 

the host country as compared with MNCs from areas where high 

degrees of vertical integration are the norm. 

4) Market orientation factors. MNCs which have geared 

their operations to protected domestic markets in developing 

countries will be prepared to set up more linkages than 

MNCs which are geared mainly to exporting. 

5) Local linkages also between MNCs and indigenous 

firms depend on the complexity of MNCs activities i. e. 

buying components locally depends on the relative sizes, 

capabilitits and technologies, etc of the parties concerned. 

6) The import/procure, and the make/buy decisions and 

linkages are also contingent upon local suppliers efficiency 

ie. technological, manpower skills, labour costs and other 

host countries' conditiosn will help to decide whether to 

take over a gupplier by MNCs or to buy instead of importing 

the components required or to make these components by 

themselves (ie. MNCs). 
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7) The linkages between MNCs and domestic enter., - 

prises are relatively contingent on the inter-relationships 

between their activities. 

8) The degree of vertical integration of a given 

industry in the developing countries-taki6g into account 

the Factors in production and technological development and 

capabilities etc - has also a great influence. i. e. MNCs 

will probably try to persuade their original supplier to 

invest in a developing country or encourage a local Firm 

to obtain the relevant license. Otherwise the MNCs will 

import From home or from their subsidiaries in different 

markets those items which will not normally be made by them. 

g) Export-oriented, labour-intensive projects in the 

Free Trade Zones and similar manufacturing sites may open 

up considerable job opportunities (in addition to other 

benefits e. g. Fostering import substitutions), but the 

indirect effects on employment of these Forms of investment 

may be relatively small because of e. g. the weak sourcing 

and distribution links of MNCs in question with the local 

economies. Meanwhile, where product and market consider- 

ations limit the possibility of MNCs backward linkages to 

the host economy, the indirect employment potential of 

MNCs activities in Free trade zones may thus be derived 

much more from the additional export earning they generate 

For the host country concerned. Moreover, government 

policies including the requirements of specified degree 

of local sourcing For MNCs may have increased the amount of 
I 
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employment-related linkages which MNCs free trade zones 

export-oriented manufactures develop with the local economy. 

10) As related to (9) the case of takeover of existing 

local enterprises are rare in the Free Zones operations/ 

forms of investment. Therefore the creation of new jobs 

in addition to other indirect employment effects particularly 

the favourable ones may be a major contribution of such 

investment forms (with everything static). 

11) The host government policy and technology choice 

are also important determinants of MNCs employment effects. 

At one extreme, the interaction of host government's 

policies in terms of trade, wages and labour legislations 

etc. may have a considerable influence on MNCs activities 

and growth including their direct and indirect employment 

performance/effects. At the other extreme, there are in 

addition to the foreign investment policies adopted: (a) 

policies aiming at greater duplication of MNCs with the 

economy (e. g. import-substitutions, export-oriented, sub- 

contracting policies, etc). and (b) government policies 

for employment and staff localisation which aim at the 

enlargement or employment opportunities of skilled nationals 

and representation of them in high level managerial 

positions/functions. With regard to the choice of technology, 

reference has been made to factors such as product/industry 

characteristics in relation to capital/labour intensity, 

MNCs scale of operations, availability of skilled manpower 

at every level, etc. 
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A very much associated effect of MNCs on employment 

is the contribution of these firms to the improvement of 

knowledge in host countries. This can be done through 

technology transfer and by training as partly described 

earlier. Bearing in mind the earlier arguments in this 

respect, the provision of access of local staff to managerial 

posts, vocational and the other types of training programmes 

for production and other companies' activities, etc. Can 

be affected (positively or negatively) by factors in host 

government policies, co-operation of MNCs with local inst- 

itutions, MNCs personnel policies and so forth. 

Finally, on the question of evaluating MNCs effects 

on employment, one can formulate some criteria from the 

foregoing discussion, in addition to those criteria which 

have been reported with regard to management (in 2-C). 

Young 
(80) 

has also suggested some criteria which are 

significant in this respect such as: 

1. Level (and cost) of job creation (gross and net 

including the role of acquisitions, displacement of 

domestic employment). 

2. Employment stability. 

3. Skill, sex and qualification breakdown. 

4. Locational concentration and concentration by size 

of enterprises. 

5. Wage and salary levels. 

6. Employment of local versus expatriate personnel. 

7. Labour relations practices and performance. 
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. 1gr 

Furthermore, there are also some ratios which can be 

used e. g. labour-capital ratio, labour-input ratio, the 

existence of R&D and training departments/units, etc. 

In the meantime most, if not all, types of effects must either 

be examined on a historical base if relevant or in comparison 

with the indigenous firms operating in the same production 

or activity of MNCs under investigation. 

(3) Trade and Balance of Payments Effects 

Bearing in mind the introductory arguments which 

have been presented in 2.1 and the considerations associated 

with the transfer of resources (capital inflow) as wel-1--as 

those related to the total effects of MNCs on employment, 

it could be argued that the more fundamental question 

relates not to the balance of payments consequences of 

FDI, but to the effects on the host country's trade and real 

income as well. 

In other words, the impact of FDI on the supply of 

financial resources, income, balance of payments, govern- 

ment revenues, etc. in the host country may be significant 

but it is practically misleading to look at only one item 

e. g. capital inflows or the amount of wages paid by MNCs 

as one element of a country's value added, etc. and compare 

it with one item such as the size of capital repatriated 

or wage remittances for example. It is, however, important 

that one must look at the influences of FDI on all elements 

in a host country's balance of payments including consider- 
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ations such as export performance, import substitutions, 

transfer pricing effects and so fortb. 

In general, as shortages of foreign exchange may act 

as constraints on growth in just the same way that a 

deficiency of savings does, even if savings were adequate 

domestically, these could not be used to buy investment 

goods from abroad until the resources had been converted 

into foreign exchange. Thus, import substitution, increased 

foreign aid, greater FDI, etc. can be seen as. means by 

w hich the foreign exchange bottleneck could be releived in 

developing host countries 
pi) 

In theory, once a MNC has been given access for 

investment in a given host country (through e. g. establishing 

of a 100% foreign subsidiary, or 50/50 joint venture, etc), 

it is possible that more or less the initial capital inflow 

will benefit the balance of payments ofthe country 

concerned. Then when production starts, more benefits can 

be earned as a result of possible import substitutions, 

export earning and other benefits may be associated with 

trade and production in general. Contrary to these possible 

positive effects, it is also probable that MNCs may be 

depriving host countries of income and foreign exchange 

gains by practices such as transfer pricing, remittances 

of profits, capital and wages. This is in addition to 

a succession of other adverse indirect effects which have 

been outlined earlier. 
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Indeed, there is the prospect of increased exports 

and decreased imports through FDI, but the situation may 

be rather complex. On the one hand, in terms of export- 

oriented investment, it has been argued that in the case 

of natural resource investment, for example, the bulk of 

the output is typically exported from the host country 

contributing to net foriegn exchange receipts on the trade 

account, whereas in manufacturing the output may be sold 

in the domestic market in partial substitution for imports 
(82) 

Even in the case of components assembly or manufacture etc., 

it is also important to take account of the raw materials 

and intermediate inputs which the MNCs may import in order 
(83) to assess the net benefits/effects for the host country 

On the other hand, alternative import-substitution 

investment may have positive balance of payments effects in 

releasing valuable foreign exchange, but the net effects 

depend on the import propensity of MNCs in the host 

(84) 
country 

Furthermore, it has also been argued that the income 

and foreign exchange impact of MNCS may become more obvious 

if export-oriented, rather than import-substitution activities/ 

investments are considered, where a great deal of MNCs 

export activities particularly of the free trade and export 

processing zones, offshore variety, and international 

subcontracting etc. can add considerable growth of'exports 

to the host countries. Such activities especially cannot 

be replaced by domestic firms acting on their own or could 
(85) 

not be sustained by these firms alone 
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At the same time, even with international sub- 

contracting form of investments (where a MNC/buyer provides 

for example designs, marketing services, raw material in 

some instances etc. to local firms), free trade and export 

processing zones, etc. applying to a wide range of product 

choice and activities factors such as input costs or tariffs 

imposed by the importing countries etc. probably eliminate 

the gains potential (taking into account that the host 

country may also prohibit the sale of free zones production 

in domestic market). 

Perhaps in some cases the export production of local 

enterprises which forms part of international. subcontracting 

arrangements including MNCs trade houses or retailing firms 

which act as intermediaries between producers and sellers 

is more common in the textile and garment industries but 

it may not apply to the electric and electronics products 
(86) 

Undoubtedly, some developing countries which have 

relied heavily on MNCs have gained substantially by way of 

increased exports. At the same time many developing 

countries have not gained much export earnings via MNCs 
(87) 

because of one or more of the following reasons 

(a) some developing countries have the wrong location, 

(b) some others do not have the requisite material, skills 

or infrastructure and so are too costly, (c) some are too 

unstable for MNCs to commit themselves to world-wide 

sourcing from them, and (d) some are too restrictive to 

permit efficient MNCs operation in world markets. For 
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reasons of this kind and despite the liberalization measures 

on export-oriented ventures enacted by some countries most 

of the dynamic export-oriented industries, semi-conductor 

assembly is shifting back to the industrial world because 

of automation where no other comparable activity based 

primarily on cheap labour has made an appearance.. 

Leaving the export-oriented investment aside, it seems 

also that most of the above problems could influence the 

import-substitutions investment in the developing countries. 

Factors in marketing, production inputs, investment climate, 

etc. in addition to the possibility that MNCs may import 

raw material and intermediate goods - as noted before - 
trade barriers and the choice of technological level and' 

so forth will probably affect the gains potential of the 

developing countries from this type of investment. Even 

in the case of providing more attractive incentives to MNCs, 

the small number of MNCs and inconsequence the small size 

of investment in this area may not boost the benefits of 
(88) the developing host country substantially In short, 

there are internal and external barriers (trade barriers) 

to both export and import-oriented investments. 

Before forming any conclusion regarding the preceding 

issues, there are other issues relating to the balance of 

payments which are transfer pricing and the role of MNCs 

in exchange rate speculation. Only the former issues will be 

considered there as an important factor which may operate 

against the interest of the host country (and this does not 
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mean that the latter is less important). At the outset, 

the transfer price "is the price at which a transfer or sale 

of goods takes place within a firm, regardless of whether 

or not the firm spans different countries" such prices can 

be quite different from the prices that would obtain in arm's 

length transactions and therefore can be used to shift profits 

clandestinely between affiliates and the parent company or 

between affiliates themselves" 
(89). 

Transfer pricing practices can also be used because 

there are difficulties in setting a fair price either when 

there is not a free market or when transactions between units I 
of the same enterprise (ie. intra-firm transac*ions) are 

subject to one or more factors among the following 
(90), (91), (92) 

(a) inter-country differences in tariffs, taxes and sub- 

sidies, (b) currency risks, (c) restrictions enacted by host 

governments on the remission of profits, (d) political- 

social pressures which may stem from trade union pressures 

(for e. g. increased wages consequent on the level of declared 

profits) to political risk e. g. nationalization. In 

addition, adjustments in transfer prices may be important 

to advance various enterprise goals and for the enhancement 

of overall corporate profitability, as well as for positioning 

funds within an enterprise. Moreover, *it is argued that 

transfer pricing may be used in terms of exercise of mono- 

poly power. The MNCs may not wish to make above-normal 

profits in the host market either to avoid taxation of profit 

within the host market or to avoid the fair share argument 
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about the distribution of gains from FDl including the 

desire to maximize their share of profits in joint venture 

operation-s and minimize customs duties on imports in high 
(93) 

tariff host countries 

The use of transfer pricing as a major maans of making 

profits outside the actual host market may have a number of 

implications for the host-country's share of gains from 

FDI as MNCs set the prices of various imported inputs into 

the host market, so that the monopoly rents are appropriated 

by the MNCs outside the host market itself. These intra- 

firm transactions embrace raw materials, capital and similar 

equipment and know-how, etc. which are tied to MNCs in the 

host market. The use of transfer pricing in this way can 
(94) 

shift returns between various parts of the MNC 

Also, because actual gross profits of the MNCs exceed 

the apparent gross profits within the host country, any 

host country taxation will be levied on the understated 

output contribution of foreign capital. It is the taxation 

of lower, apparent foreign profits rather than of actual 

MNCs profits that affects the re-distribution of gains from 

FDI. To the extent that actual returns are understated as 

a result of transfer pricing, the host country is limited 
(95) 

in its re-distribution of these gains The host 

country's share of incremental output via the taxation of 

foreign profits will be lower where hte MNCs take part of 
(96) 

its returns-outside the host country via transfer pricing. 

Furthermore, not only will the balance of payments gains be 
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affected but also local shareholders may lose part of 

their legitimate profits, workers may lose if wage increases 

are curbed and customers may pay higher prices than 

necessary 
(97) 

Despite the foregoing issues of transfer pricing 

policy it has been argued that the flurry of policy interest 

which had been aroused in the early 1970's had died down 

(at least in the Third World). Lall 
(98) 

, in this connection, 

had pointed out that: recently interest has been aroused by 

the US proposal to impose unitary taxation (which means that 

MNCs are taxed on a portion of their worldwide profits 

without reference to the profit gains in a particular state) 

on foreign MNCs. These factors which made Third World 

countr'ies seek MNCs investment more eagerly also made them 

more willing to accept the potential abuse of transfer pricing 

as a necessary cost of having MNCs. All possible regulations 

which could be applied to transfer prices were cumbersome 

and possibly unfair to MNCs (such as unitary taxation). 

Thus an otherwise welcoming posture to MNC entry could be 

outweighed by strict policy of transfer pricing control. 

Meanwhile, some developing countries which had adopted 

very liberal policies on MNCs with no regulation on trans- 

fer pricing and relatively low tax rates did not seem to 

suffer from the problem. But in general, Third World 

countries' desire to attract MNCs in consequence caused 

them gradually to downgrade the priority fhey had once 

attached to transfer pricing; this does not imply that a 

transfer pricing problem does not exist. 
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Finally, taking into account the concept of 

comparative advantages in international trade and the factors 

in developing countries' overall characteristics, it can 

be concluded in the light of the preceding discusssion of 

trade and balance of payments effects, that MNCs could 

yield some definite benefits to host countries which adopted 

adequate investment policies, enjoyed a hnspitable invest- 

ment and marketing climate, directed MNCs towards areas of 

investment and marketing climate, directed MNCs towards 

areas of investment where they could operate in relatively 

competitive conditions, etc. Meanwhile, the costs may 

be enormous partly because of absence of the previous 

conditions, partly too because of the possible practices 

of transfer pricing by MNCs. 

2.3 Empirical Evidence of FDI impact in developinq countries 

This section highlights briefly some of the empirical 

evidence that is presently available concerning fDI impact 

in developing countries. Taking into account the main 

arguments for the alternative views and criteria which have 

been summed up in the previous sections, the sequence of 

presentation is as follows: 

1. Foreign Capital Flows. As can be seen from table 

(B-28) and graph (B-3) the annual FDI flows to developing 

countries grew at a fairly rapid pace over the last decade 

1971/81 to some $15 billion in 1981 despite the "break-in" 

the trend in 1973/75 (due to abnormally high oil-disinvestment 
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Graph (B-3) The trends of net direct investment flows from 
DAC countries to developing countries, 1971- 
1981, 
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in 1973 and 1974 particularly by U. S. firms in the 

Middle East and heavy reinvestment by the oil industry in 

1975 in other regions of the Third World. ) Also, figures 

for 1980 ($10 billion) indi'cate another "break" probably 
(99) due to several takeovers of oil assets in that year 

Moreover, From 1971 to 1981, the average annual growth 

rate of net FDI flwos was 14%. It may also be useful to 

mention that the U. S. 's -investment flow in 1979-81 

was 48.2'%). Next was Japan's share 10.9,00 with a 22% annual 

growth rate, then Germany's share 10.1,10 with annual growth 

rate 13,0o, and finally U. K. 's share 8.9% with annual growth 

rate 15% over the same period. 
(100) 

Furthermore, table (B-29) shows the net receipts of 

geographically allocable DAC FDI 1978-1981 by developing 

country groups and selected recipients. According to 

table (B-29), it is clear that the NICs accounted for more 

than half of the total DAC FDI flows, about 61% in 1979 and 

44'1'0 in 1981. MICS were the second largest group of 

recipients (31% in 1979 and 27% in 1981) but their receipts 

are dominated by off-shore banking centres, LICs captured 

only a marginal protion (about 4% in 1981) of FDI. As to 

the OPEC countries they recorded a temporary drop in their 

FDI receipts in 1979 due to the developments in Iran and 
(101) 

disinvestments in Indonesia and Nigeria 

Above all, it may be useful as relevant to the 

present theme to report that: 
(102) (a) in 1979-81 the 

net FDI receipts of the host developing countries as a 
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Table (0-29) Net receipts or geogriiphically allocable DAC direct Ifiv-0-111 
1970 to 1901 (by developitig couFstry groupa witi selected rucipie"15) 

M) 

Group/Recipient 1970 1979 1900 1981 

LICs 
(I) 

or wiicti. 
Egypt 410 434 511) 54U 

India 22 30 27 120 

Niger To 49 55 72 

Somalia x00x 

Zaire 98 144 111 67 

(2) 
HICS 1666 2796 2768 3680 
of which: 

Colombia 79 96 113 19) 

Peru 66 326 98 231 

Philippines 144 330 12ýý 110 

Thailand 3B 30 217 218 

orr-Shore Banking Cent. rcs 
(3) 

1317 1703 1 71JIJ 1996 

(4) 
NICs 3799 5477 5125 5990 
or which: 

Argentina 310 667 880 638 

Brazil 1730 1533 7U8 1256 

11ong Kong 252 342 365 964 

Korea 184 1 -208 260 

Mexico 495 1040 2001 1154 

Spain 527 1233 486 415 

OPEC 1905 257 1005 3330 
or which: 

Gabon 9 20 25 27 

Indonesia 410 -383 2f10 2580 

Iran 909 164 fil 24 

Nigeria 164 -49 92 406 

S. Arabia 54 73 27 42 

Venezuela 184 131 99 296 

Total Allocated 7700 0934 9217 1 3540 

Notes: (1) Low-income cotinLries, (2) Middle-itic"O cOullt"" 
(3) Bahamas, Bermuda, Guyman Is., Liberia, Netheralit(Is. Atitill'*5 wid 1'"llualu, 

(4) Newly-industriulizing counLries. 

Source.: Ibid., table (4), p. 23. 
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percentage of total bilateral financial receipts was 18% 

(an average), the average of net FDI receipts of developing 

countries as a percentage of non-concessional bilateral 

financial receipts was 27%. 

b) The distribution of the estimated stock of FDI among 

developing host countries at the end of 1981 accounted for 

$137.2 billion distributed as follows: 7% in LIC, 36% in 

MICs, 41', (') in NICs and 16'1'0 OPEC members. Accordingly, the 

data shows also a clear preponderance of the NICs, while 

the lICs hold only a small portion of the total stock. 

c) A breakdown of DAC FDI by major sectors of activity and 

recent flows and accumulated stocks in various years shows 

the following(*): 

1. A high share of German and U. S. investments in 

manufacturing and high shares of petroleum investment from 

Japan and France. The share of U. K. stock in the manuf- 

acturing sector is also hi'gher than the share of the U. S. 

0' (46, o vs 390, o of FDI allocated). 

2. For all the five major DAC, manufacturing accounts 

for the largest share of both flows and stock with a bigger 

share in new flows (flows 47%, stocks 42% of the total FDI 

allocated). Approximately the same rising tr d is dis- 

cernible for FDI in other sectors mainly services activities 

including trade, finance and insurance. In contrast, the 

agriculture, petroleum and gas, mineral mining, including 

coal, show a decreasing trend. 

(*) DAC in this case include France, Germany, Japan, U. K. and U. S. 
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As data from other sources confirm - in some cases - 

the above trends of FDI dsitribution and its shares of 

developed nations 
(103) 

9 it is also important to note that 

according to the UN report in 1982 the total financial 

resources flows to developing countries amounted to $80.04 

billion in 1978 while in 1970 it was $19.52 billion 

(inclduing FDI, official development assistance, multi- 

national non-concessional, bilateral non-concessional, bank 

lending, private export credits, official export credits, 
(104) OPEC non-concessional and other types of resources) 

Before reaching any conclusion on the above information 

it may be useful to look at some additional data concerning 

the outflow of FDI from developing countries, reinvestment 

earning, and income payments in these countries as shown 

in table (B-30). 

Table (B-30) Outflow of FDI, reinvestment earnings and 
income payments in developing countries 

(value in $million) 

Years 

1973/75 1976/78 1975 1976 1974 1978 
19 

Outflow of FDI from 
all countries (1) 150.3 508.4 

Reinvestment earnings (2) 

Income payments (3) 

3,830 1,963 

-10,776 -16,691 

Sources: (1) U. N. salient features and trends in direct 
foreign investment, 1982. 

(2) U. N. transnational corporation in World Develop- 
ment Re-examined, 1978, (reinvestment earnings 
made by Belgium, Canada, W. Germany, Italy, 
Sweden, U. S. and Australia). 

(3) U. N. (the Centre on Transnational Corporation). 
All figures quoted from: J. Fayerweather, International 
business strategy and Administration, op. cit., tables A/9, 
A/10 and A/11, pp. 21-24. 
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it is interesting to note that the outflow of FDI 

from developing countries is a relatively new feature of 

the picture despite the fact that the enormous amount of 
(105) 

FDI outflow belonged to the oil rich nations Also, 

the most notable fact is that about 40% of FDI growth in 

1975 and 1976 was by reinvested profits. 
(106) 

Meanwhile, Table (B-27) in the earlier section and 

a comparison between net receipts of fDI by some developing 

countries and their GNP in 1980 as portrayed in table (B-31) 

reveal that FOL inflow accounts for a very small protion 

(perhaps it has no significance) in relation to GNP. 

Table (B-31) - Net receipts of FDI and GNP in selected 
developing countries - 1980 

(Value in $M) 

(1) (2) 
Country Net Receipts GNP (1) (2) 

of FDI 

Mexico 2,001 144,, 000 0.014 

Brazil 788 243,240 0.003 

Zaire ill 6,340 0.018 

Venezuela 99 54,220 0.002 
Nigeria 92 85,510 0.001 
Hong Kong 363 21,500 0.017 
India 55 159,430 0.003 
Thailand 217 31,140 0.007 
Peru 98 16,470 0.006 
Colombia 113 31,570 0.004 

3937 793,420 0.0723 

Source:. As to GNP: World Bank Atlas, 1982, loc, - cit- 

. Net receipts quoted from table (B-29). 
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At the same time, payments of royalties and fees by 

some developing countries constitute also a small portion 

of their exports. In 1978 for example, payments of 

royalties and fees paid by Brazil totalled $ 604 million 

i. e. about 4.41% of its total exports, Israel's payments 

were $4 million (about 0.82,10 of the total exports), Costa 

Rica's total payment pf royalties and fees accounted; also 

for about 0.40% of its total exports while India's payments 

were also about 0.8190 of its total exports in 1978 
(107) 

It has been mentioned earlier in the context of 

comments made on critical opinions that the outflow in the 

form of repatriated profits exceeded the inflow of capital 

in some Latin American countries in 1974. Also a case 

study on Nigeria using different techniques to estimate 

the impact of MNCs on capital movement showed that MNCs 

contribute to a net inflow and outflow of capital in general. 

Meanwhile, the use of different estimation methods, 

demonstrate that in some of the firms surveyed the outflow 

of capital exceeds the net inflow and vice versa ie. in 
(108) 

other firms the inflow exceeds the outflow of capital 

Although this evidence is almost of an ancedotal nature 

it could be argued that the influence of capital flows may 

not only differ from one firm to another perhaps because 

of differences in the nature of products and activities, 

etc. of different firms, but it is also possible that the 

degree of impact of capital flows on the macro-level is not 

the same as the micro one, because e. g. factors in govern- 
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ment policies towards FDI, or in the entire economy, etc. 

. 
could enhance or eliminate such. impact. 

Based on the above limited and uncompleted statistical 

coverage of FDI inflows and outflows and taking into account 

that governments of host developing countries do not 

necessarily expect MNCs to provide capital throughout 

the entire economy or to give without gains for in addition 

to the considerations which have been partly outlined 

earlier (upon which the impact of FDI is dependent), it 

could be concluded despite the lack of FDI costs that: - 

1. Despite the "break", which has occurred, developing 

countries tend to continue to rely on FDI as a source of 

financial flows. The growth trend of FDI flows over the 

past decade is encouraging and more favourable. 

2. The reinvested profits can arguably be considered as a 

source of foreign exchange if these profits have been 

transmitted from subsidiaries other than those which exist 

in a given developing country. If not, in this case-the 

reinvested profits can be seen as an instrument of growth 

and expansion of FDI cc; ntributions to the host state or at 

least it will eliminate the outflow of funds. 

3. It could be argued that the more rationally governments 

implement their investment policies and take advantage of 

their special economic features and needs, etc. the more 

benefits they will gain. In other words, it has been 

argued earlier that in some cases (Mexico for example) 

foreign-owned companies in developing countries generally 

re-invest higher percentages of their after-tax profits 
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than do locally owned firms, they are also more productive 

and profitable and bring more and new capital, in addition 
(109), (110) to which they may not absorb scarce local savings 

4. The available evidence suggests that a substantial part 

of FDI flows is in the new industrializing countries (NICs) 

rather than the less developing ones since the former tend 

to possess several advantages in factors in the economic 

and marketing etc. environment compared with the latter. 

Thus, the argument made earlier concerning the influence of' 

e. g. inadequate infrastructure and skills, the need for 

the requisite materials, etc. on the direction and location 

of MNCs investment still remain. ie. Factors of these kind 

have probably affected the inflow of FDI in LDCs (see also 

table B-27 and the related comments). 

5. Although a relatively high portion of MNCs investment 

is allocated in areas of investment such as manufacturing, 

services, etc., rather than the extraction industries, it 

is hard to conclude whether or not an exploitative relation- 

ship does exist between MNCs and the host country. 

6. In terms of capital formation, it could be argued that 

the provision of MNCs' homegovernments aid (financial and 

non-financial), or any type of assistance which may 

exclusively aim at facilitating their firms investment in 

developing countries, and so forth may make the formation 

of capital possible. Moreover, MNCs can themselves if 

needed - build communication and transportation systems 

to ease the implementation of their activities. Above all, 
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the number and value of plants and equipment which can be 

established/or brought in by MNCs (and other related 

projects/services) in a developing host country are also 

phases of capital formation i. e. they can increase the 

formation of capital in the country concerned. 

2. Technology Transfer. It has been argued that the 

relative contribution of MNCs as compared to the domestic 

firms depends on the monopolistic advantages of the former. 

Technological advantage of MNCs - under certain conditions 

has two-fold impact. It amy fill the technological gap 

or the missing factor in host developing countries' growth, 

or it may adversely influence both macro and micro economic 

progress. 

With the preceding arguments in mind, empirical 

evidence suggests that: 

1) As to the extent of technology transfer, some evidence 

from Nigeria in the early 1970's, suggested that for most 

subsidiaries of foreign companies, R&D is performed in 

the parent company Concerning the same country, 

another study suggested that in a Nigerian state-owned 

and controlled establishemnet (in the petroleum-refining 

industry), foreign management and technical advisors are 

under contract for a specified and limited period of time 

to provide services and train their replacement. Such 

contracts are oriented towards developing the national 

technical capacities by MNCs have contributed to the transfer 
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of skills and knowledge(112). But it has been argued that 

it is not clear from the available evidence that MNCs have 

always provided the most suitable mechanism 
(113) 

for this 

purpose. 

In other case studies (five cases) concerning the 

location, the scope of the foreign R&D activities, etc. 

of 34 American, 16 European and 6 Japanese firms, the 

evidence suggests that 
(114): (a) there is considerable R&D 

activity by MNCs in locations other than their own parent - 

countries. Of the 34 U. S. firms, 31 reported having 

some R&D activities abroad (it was also reported that 

about 106 active foreign R&D groups have been identified 

by the researchers). The 16 European multinationals inter- 

viewed have 100 distinct foreign R&D activities. However, 

it has been pointed out that the foriegn R&D activities 

of the firms surveyed were smaller in size and more restricted 

in scope than were R&D activities pursued at home; 

(b) despite the foreign locations chosen by MNCs survýyed 

for their R&D were dominated by the developed nations, 

more than 30 foreign developing countries hosted R&D 

activities of the firms interviewed (mainly in Mexico, Brazil 

and India, rather than e. g. S. Africa, Taiwan, Hong Kong, 
(115) 

Egypt 

(c) Perhaps one of the most interesting results was that 

most R&D being performed abroad by MNCs is primarily 

addressed to applied research and development. Moreover, 

the market orientation of a firm has strongly influenced 
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its decision to implement R&D abroad. 

(e) With regard to the diffusion of R&D capabilities to 

local scientific and technical communities, it has been 

pointed out that 
(116) 

: 1. Almost all the firms surveyed 

employed nearly 100% host-countries nationals as prof- 

essionals, on their foreign R&D staffs, and many firms 

had also local nationals only in the first-level R&D 

positions. 2. Some training of personnel did take place 

and the training programmes added substantially to application 

skills. 3. Turnover among foreign R&D professionals 

was quite low and 4. Evidence of technical upgrading of 

local suppliers and customers was also found in e. g. active 

participation in market development, training programmes, 

technical assistance missions, improving local quality 

control skills and local warehousing and distribution systems. 

This was in addition to support for local universities and 

government agencies. 

Finally, in cases where modern technology has been 

partly or fully absorbed by local firms through e. g. 

licensing, copying or buying the technological elements 

required as in the case of Korea, Taiwan and Hong Kong for 

example it has been reported that the large part of the 

industrial success or the initial spurt of these countries 

was based upon labour-intensive activities in mature tech- 

(117) 
nologies which are not the main stamping grounds of MNCs 

Thus, in the more complex areas of industries the cost 

advantages of licensing for example may not be obvious for 

the reasons highlighted earlier. 
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Nevertheless, the channels of technology transfer 

all have different strengths and limitations. In other 

words, it is possible that transfer of technology is 

partly dependent upon the type or investment forms adopted 

by the host country. Empirical evidence in this connection 

suggests that most of R&D projects in 24 U. S. multinationals 

were undertaken by foreign subsidiaries rather than by 
(118) licensing, exports, and joint venture Examples of 

this kind may demonstrate that the developing host states 

should think about the capacity of alternative channels of 

technology transfer. 

2) The appropriateness of transferred technology. In 

this respect, Lall 
(119) 

has reported that the premise that 

MNCs transfer unadapted technologies from developed to 

developing countries is unfounded. Product ranges of MNCs 

in developing countries are very different from those in 

the developed ones. i. e. MNCs do not introduce the same 

products made to same specifications in every country in 

which they operate where local market conditions require 

adaptations (e. g. storage properties of medicine, ruggedness 

of vehicles, etc. ), such adaptations are made. 

But the study of Hill and Still 
(120) 

as mentioned on 

an earlier occasion provides evidence to suggest that: 

(a) more than half the products that MNCs sell in LDCs 

originated in the parent companies home markets (1200 products 

out of 2,200 products sold by 61 subsidiaries in 22 LDCs 

had originated in U. S. and U. K. ). 
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(b) The 174 products surveyed out 1,200 transferred 

(mostly consumer packaged) to LDCs have been modified, 

except for 15 products which were not changed at all. In 

other words, the results showed that nearly seven changes 

out of ten (e. g. labelling brand name, products features, 

package size, usage instructions etc. ) have been modified 

to be marketing-oriented. 

On the other hand, Turner 
(121), Hel, leiner 

(122) 
as 

well as Biersteker 
(123) 

, have found that no considerable 

adaptation of production processes has taken place in Nigeria. 

Manufacturing technolgoy has been imported from abroad 

without major modifications. Little adaptation was also 

found in the establishment of Nigeria's first petroleum 

refinery. 

Furthermore, Behrman and Fischer's study 
(124) 

demosntrated that the extent to which significant adaptations 

to process machinery or product designs were made, were 

typically a function of market size rather than local 

resource endowments. No firm appeared willing to make a 

major change in its production processes to accomodate 

different foreignresource factor endowments although there 

was some willingness to modify a production system so as 

to build in more labour-intensive activities at the periphery. 

, 
qf-f-actor 

d-int 

'nsity 
of investment, empirical 

s 

In respe: 
/t 

evidence sugges s that petroleum, mining and smelting 

sectors are generally capital-intensive (in addition to 

manufacturing sector which is of a capital-intensive 

nature) and 45% of the stock of FDI in developing countries 
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in the early 1970's was allocated to these types of 
(125) 

industries But in the light of the statistical 

data presented earlier, it has been demonstrated that a 

rising trend is discernible for FDI in the service sectors 

e. g. trade, insurance etc. while petroleum and mineral 

mining for example show a decreasing trend in the early 

1980's. 

Meanwhile, a study of Table (B-32) shows the shares 

(in '%) of the subsidiaries of the U. S. and non-U. S. multi- 

nationals in developing countries and the rankings of the 

industries according to the importance of such shares. 

It also gives the ranking of the same industries according 

to different measures of capital intensity. It has been 

argued that in the absence of large scale factor intensity 

reversals one would expect an inverse correlation between 

the rankings according to the capital intensity and the 

shares of MNCs in developing countries. Otherwise stated, 

the higher the capital intensity of the industry concerned, 

the lower would be the share of the subsidiaries located 
(126) 

in the host developing countries 

Additionally, other evidence suggests that a sub- 

stantial part of MNCs investment in the apparently capital- 

scare developing countries is in capital-intensive sectors, 

and the factor proportions variable is only one - albeit 

"Factor intensity reversals" by which the rankings of 
industries according to their factor intensities can 
vary between countries (see the reference noted). 
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an important one - of the variables affecting the decjuitms 

and the plans of MNCs investing in deve Jnpintj coun rics 
(128) 

Table (0-32) Capital intensity of mulLinaLional subsidiaries 
of US and non-US multinaLion als in each 
industry and percentages or subsidiaries in 
less developed countries, by industry. 

0. :! ordinq r. 

Principal The Capital share of the % share of 1he Capital 
Industry of Intensity of subsidiaries the sub- intensity 

subsidiary the industry of the U. S. sidiaries of the 

measured by firms in LDCs of the non- industry 
the stock (1.1.68) US firms in measured b) 

concept the LDCs the flow 
(1.1.71) concept 

Chemicals 1 4 (46%) 4 (42110 1 

Petroleum 
refining 2 9 (35%) 7 (39% 2 

Food & Tobacco 4 5 (44%) 4 (39%) 3 

Precision Goods 9 11 (26%) 10 (1606) 4 

Transport 
equipment 7 6 (42%) 2 (6200) 5 

Primary metals 3 8 (371M) 6 (3910) 6 

Electrical 
equipment 10 7 (41'0) 5 (41%) 7 

Fabricated 
metals & non 
electrical 
machinery a 10 (32%) 0 (38. ) 8 

Wood, furn- 
iture & paper 5 2 (52%) 9 (279) 9 

Rubber & tyres 6 1 (591A 3 (50, Q) 10 

Textiles & 
apparel 11 3 (471. ) 11 (69*0) 11 

Sources: 

(1) The percentages shares of the subsidiaries of MNCs 
in developing countries are from L. Franko. Multi- 
national enterprise, the international division of 
labour in manufactures and developing countries. 

(2) The capital intensity rankings according to the 
"stock-concept" are estimated on the basis of the 
relevant data in G. Hufbauer. "The impact of National 
Characteristics and Technology on the commodity comp- 
osition of trade in manufactured goods" in R. Vernon(ed) 
The technolgoy of factor in international trade". 

(3) The capital intensity ranking according to the "flow 
concept" are from 11. Lary "imports of manufactures 
from less developed countries". 

All (1), (2) and (3) in P. K. Tharakan, Multinational 
companies and a new international division of labour, op. cit., 
P. 92. 
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Among the reasons behind the previous results are 

briefly as follows: the policies followed by a number of 

developing countries encourage investment in capital- 

intensive sectors. As the structure of protection in 

developing countries is one of the important inducements 

for FDI, thus to the extent that such tariff and non- 

tariff protection also covers capital-intensive industries, 

MNCs investments will tend to'be attracted to those sectors 

too. In addition, the structure of incentives, particularly 

for accelerated depreciation allowances, low taxes on return 

to capital and tax duty exemptions on the imports of capital 

equipment, etc. favour the use of capital-intensive 
(127) techniques Other reasons suggest that the generally 

high capital intensity of MNCs operations-in developing 

countries stems from the deliberate use by MNCs of their 

advantage in the "ownership endowment" in technology, 

marketing skills, etc. in order to derive monopoly 

benefits 
(128), (129) 

.- 

3) Regarding the cost of technology, it has been pointed 

out that the cost of technology is high and there are many 

problems which make it difficult to price technology. The 

absence of a free market is not the only problem, but also 

the level of royalties and licence fees paid by host 

countries cannot be adjudged empirically because of the 

lack of any objective method of pricing technology and most 

of royalty payments can be settled through bargaining. In 

consequence the agreement which could be reached will depend 
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a great deal on the relative negotiating strengths of the 

(130) 
parties involved Thus previous examples concerning 

the royalty and fee payments by some developing countries 

(which shows in some instances that these payments accounted 

for a small portion of the exports of some countries while 

in others it was relatively high) may be misleading or 

oversimplified . 

Finally, while the preceding eviAence tends to be 

somewhat conflicting, it has suggested that (a) MNCs make 

efforts to transfer technology either by locating their 

R&D activities in developing countries or recruiting local 

nationals training programmes etc. (b) there are efforts 

made by some MNCs to adapt their products, technology and 

production techniques to local conditions, (c) in most 

cases MNCs tend to use their ownership-specific factors in 

developing countries particularly in capital-intensive 

technologies, and (d) in general it is difficult to accept 

a wholly definite conclusion as to whether the contribution 

of MNCs to the developing countries in terms of technology 

transfer is contingent upon the MNCs ownership-specific 

factors only ordepend on the factor proportions problems 

and polities of the host developing countries. 

3. Displacement of Indigenous Enterprise & Market Power 

As already stated the disappearance of a certain 

number of local firms may be a result of competition from 

MNCs. An illustrative example of this natures was found 
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in Brazil. Between 1970 and 1975 more than 200 local 

enterprises in the animal food industry disappeared as the 

result of competition from MNCs and large enterprises. A 

significant number of small enterprises have also been 
ro 

transformed in this porcess into sales outlets for the 

products of the large enterprises while in other cases a 
(131) 

number of firms have been taken over by MNCs In 

Nigeria, although the empirical evidence demonstrates that 

a little firm displacement and only a limited amount of 

market displacement (cases in which MNCs retarded the growth 

of local firms by capidturing an icnreasing share of the 

local market for comparable products) have taken place, both 

(132. ) 
artisan and pre-emptive displacement have been widespread 

Meanwhile, despite the widespread concern over the 

adverse impact of market domination by MNCs in host countries, 

Negandhi and Bahiga's study 
(13.. '3) (of American, European and 

Japanese multinationals operating in Far East and Latin 

American countries) did not indicate a significant relation- 

ship between the market share of the MNCs and the nature of 

conflicts in the host countries surveyed Of the six 

countries studied only in Malaysia and to some extent in 

Brazil did the MNCs market share have some impact on-the 

type of problems faced by the government in terms of e. g. 

pricing, production control, etc. but the lack of relation- 

ship does not imply that developing countries are unconcerned 

about issues of economic domination by MNCs. The market 

Examples of areas of conflict have been highlighted 
earlier in the context of Chapter (1) in detail. 
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conditions (degree of competitiveness) faced by MNCs had 

in this case a significant relationship with the nature of 

Conflict. Overall, firms facing a seller's market or a 

moderately competitive market encountered a greater number 

of negotiational (terms of contract between the government 

and MNCs) and policy (pricing and production control) 

conflicts than firms facing a highly competitive markets. 

Finally, Mexico provides an example of MNCs strong 

position in some economic activities. In 1970 the sharp 

of MNCs in production of durable consumer goods was 62% 

and between 30-36% of non-durable consumer goods, producer 

goods and intermediate goods., Between 1965 - 1975 

industries such as textiles, leather, machinery, electrical 

goods, etc. were also dominated by MNCs. In this example 

competition from MNCs has doubtedly led to some-displacement 
(134) 

of manpower from local firms to MNCs 

4) Employment 

Taking the previous discussion into consideration, 

empirical studies and statistical data available provide 

evidence which suggests that MNCs have contributed to 

increasing the number/level of employment in developing 

countries. In Mexico, very high annual employment growth 

rates in the whole of the industrial sector go together 

with a fall in employment in local firms between 1965-1975 

(e.. g in miscellaneous activities the annual growth rate 

in MNCs amounted to 23,0o against 3.2, o in local enterprises; 

the smallest growth rate was 8% in MNCs textiles activities 
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against -1.7% in local firms in the same act ivity 
(13S) 

. 

Multinational trading houses in the same country accounted 

for another substantial proportion of the total employment 
(136) 

found in MNCs (some 12% in 1977) In South Africa, 

table (B-33) portrays the contribution of MNCs by country 

of origin in employment. 

Table (B-33) Employment by foreign-controlled enterprises 
in South Africa, by country of origin 1978. 

Enterprises Plant Employment 

No. A No. A No. 

U. K. 551 59.2 767 59.7 210,186 55.7 

U. S. 228 24.5 304 23.7 95,818 25.4 

W. Germany 67 7.2 90 7.0 25t932 6.9 

Switzerland 21 2.3 36 2.8 9,583 2.5 

France 18 1.9 24 1.9 7,575 2.0 

Netherlands 15 1.6 21 1.6 109409 2.8 

Others 30 3.2 42 3.3 17,596 4.7 

Total - All 
Foreign 930 100.0 1284 100.0 377,099 100.0 

Sources : C. M. Rogerson., Multinational corporations in 
. Southern Africa: A sp atial perspective, in 

M. Taylor and N. Thri ft, The Geography of multi- 
nationals : studies in the spatial develop ment and 
economic consequences of multinational coreorations, 

London: Croom Heim, 1982 , p. 202. 



- 248 - 

In general, according to the ILO, the shares of MNCs 

in employment in other countries can be summarised as 

follows: 
(137) 

1. In Kenya, the share of MNCs in manufacturing employ- 

ment was estimated at between 30 and 35% in 1976. 

2. In Mauritania, approximately 40 to 50% of employment 

in the industrial sector seems to have been accounted 

for by a few MNCs in the mid-1970s. 

3. In India, during the period January-June 1978, the 

employment share of MNCs was 80'1'0' for the production 

of record-playing, 73% for automobile tyres, 72% for 

storage batteries, 6290 for acetic acid, etc. 

4. As to Nigeria, the employment of MNCs identified by 

the industrial survey of 1975 which covered 1,290 

establishments was estimated at 20%. 

5. In the Philippines the estimated percentage of the 

total employment provided by the major 138 MNcs in 

,a 1976 was as follows: 55" in manufaccturing, mining 

and quarrying 14%, construction 111*0, agriculture 7,1o, 

transport communications and utilities 7, 'o, etc. - 

The share of MNCs in total manufacturing employment 

was estimated at 7'10. The employment share of MNCs 

in the whole economy was found to be approximately 

1% in 1977. 

6) In Zaire, about 30 to 35% of the workers in the 

manufacturingindustry sector would appear to have 

been employed by MNCs. 
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In short a huge amount of evidence in several 

developing countries demonstrates both the continuing 

growth of employment in MNCs and the great extent of MNCs 

share in employment creation in several economic activities 

in the developing host countries. 

The MNCs direct employment trends in general was 

estimated at 4 million persons directly employed by these 

firms in developing countries in 1980. This figure was 

about 5% of the 

The increase in 

75% 
(138) 

. See 

of MNCs of varii 

of Asia, Africa 

table (B-34) in 

total labour force in the developing world. 

employment for the period 1970-1977 was about 

also Employment Trends for the affiliates 

3us origins in the main developing countries 

and Latin America which are shown in 

the next page. 

It is interesting to look at the breakdown of 

employment by nationality of employees. Table (B-34) 

therefore shows the structure of employment in MNCs by 

sector of activities and skill-mix in selected developibg7 

countries in 1977. As table (B-35) demonstrated it is 

clear that the overwhelming majority of total MNCs. 1 

employees in the developing countries covered are local 

nationals either in terms of technical/professional employees 

or managerial staff. It was also realised that a high 

Concentrated in Mexico -Brazil, Argentina. mainly. 
While in Singapore, Hong Knog, Zambia, there was also 
a high proposition of concentration in MNCs employment. 
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proportion of the employees in MNCs was concentrated in 

production and other related activities. 

In terms of employment in the Free Trade Zones and 

similar sites, tables (B-36, B-37) portrays the size of 

the labour in selected developing countriesý*)As can be 

seen the free trade zones and manufacturing zones invest- 

ments and similar sites have added arelatively significant 

number of jobs in the countries covered. At the same 

time it is difficult in the light of the above data to 

define the extent of the contribution of such areas/zones 

to the total employment in each country. 

Regarding training, enquiries covering U. S. multi- 

nationals shows the importance of training in these firms. 

In Latin America 63% of the 310 subsidiaries questioned 

had regular training programmes. (These are extremely 

varied, ranging from marketing to executive training and 

include industrial painting and courses in reading). 

Howevever, in other cases, companies have reported that 

the cost of training is high and there is difficulty in 

inculcating the habit of working in a given environment 
(139) 

Taking into account the wages and other related 

employment benefits (particularly the learning of 

demonstration effects the previous evidence has arguably 

illustrated that MNCs have contributed on a relatively 

significant base to the total employment in the host 

developing countries, regardless of the variation in 

concentration of employment throughout the countries covered. 

* For tables (B-36) and(B-37)see following pages. 
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Table (B-36) Employment in Free 
sites of selected 

Trade Zones and similar 
developing cuontries (mid 1970) 

Thousands 
Labour Force 

Country of Origin Free Trade All 
Zones Manufacturing Sectors 

Asia. '. 

Hong Kong 60.0 n. a. n. a. 
India 3.2 17,067 240,285 

Korea R. OF. 120.0 2,798 12,686 

Malaysia 50.0 -n. a. 4,095 
KAZ AA I- r--&- . 

Egypt 

Jordan 

Syria 

Caribbean: 

Haiti 

Jamaica 

Africa: 

Tunisia 

Mauritius 

Central America: 

El Salvador 

Mexico 

10.0 1,296 15,517 

0.6 n. a. 652 

0.6 276 1,890 

40.0 n. a. 2,299 
1.0 99 672 

24.0 n. a. n. a. 
17.5 n. a. n. a. 

2.9 128 19270 

70.0 3,277 17,071 

Brazil 27.3 n. a. 34,612 

Colombia 2. B n. a. 7,678 

Frobel, et al., "The new international division of 
labour" - 1960. 

Source: EIU"Investment: the growing role of export proc- 
essing zones 1979" in ILO, Employment effects .... 
op. cit., quoted from Annex table, p. 90. 
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Table (B-37) Employment in Asian exprot. processing zones 
(a) 

Employment a of 
Country (thousands) Year manufacturing 

employment 

Hong Kong 70.0 (b) 
1979 8 

India 3.100 1980 0.1 

Indonesia 8.800 1981 0.2 
(C) 

Malaysia 73.100 
(d) 

1980 23.4 

Korea R. of 121.700 
(e) 

- 5.1 

Philippines 22.800 1980 3.2 

Singapore 105.0(f) 1980 35.7 

Sri Lanka 14.700 1981 7.3 

(a) In organized sector 
(b) In wholly owned foreign firms only. 
(c) Based on employment data in manufacturing for 1977. 
(d) West Malaysia 
(e) 31200 in two zones (1970) plus 80,000 in seven export 

industrial estates, (1975). 

(f) Estimate of employment in export processing zones type 
of industries (export-oriented, foreign-owned firms 
in textiles, garments, electronics, etc. 

Source: ILO: Yearbook of labour statistics, 1982", in 
R. Maex, Employment and Multinationals in Asian 
Export Processing Zones. Working paper no. 26, 
ILO, Geneva, 1983, p. 33. 
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Perhaps the differences in the volume of employment 

between the countries surveyed may be connected with e. g. 

FDI flows, FDI orientation/distribution by sectors, factors 

in host government policies adopted towards FDI, locational 

factors, etc. 

Finally, it is probable that there are types of 

FDI where particular empl 

the more labour-intensive 

developing countries, the 

be created, the lower the 

or the lower training and 

would be possible, etc. 

oyrýent gains can be earned i. e. 

processes are transferred to 

greater number of jobs that can 

level of skilled worker required, 

development of labour skills 

(5) Balance of payments effects 

As demonstrated earlier, the impact of FDI on host 

countries' balance of payments and trade is a function of 

number of interacting and inter-related factors. Without 

embarking on more detflil, some empirical results concerning 

factors influencing the host country's balance of payments 

as attributed to FDI (with the inflow/outflow of capital 

etc. in mind) can be summarised as follows: 

1) Transfer pricing. In this connection, Lall 
(140) 

has 

reproted that in the case of Singapore, it is felt that 

it probably gained from transfer pricing rather than losing 

even though it was not a tax-haven country. This allayed 

fears that transfer-pricing was bound to be used to exploit 

the Third World, regardless of tax-tariff considerations 
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(also some developing countries which had adopted very 

liberal policies on MNCs did not seem to suffer from 

this problem). 

Biersteker 
(14.1) 

, has pointed out that there is no 

evidence that MNCs have systematically used transfer 

pricing mechanisms specifically to reduce their tax payment 

to Nigeria. Nor is there evidence that the Nigerian 

government's ability to undertake projects or expand social 

services has been reduced by a capital outflow from foreign 

manufacturing investments as it would be for most 

underdeveloped countries. 

However, Yunker's study 
(14,2) 

illustrates that MNCs are 

still using transfer pricing as an instrument for enhancing 

their overall profitability. It provides evidence to suggest 

that high profitability in a particular subsidiary may 

partially be the result of transfer pricing policies or 

practices which artificially allocate a greater proportion 

of total subsidiary profit to that particular subsidiary 

is operating in a low tax country. Briefly, the survey 

discloses significant inter-relationships between sub- 

sidiary autonomy, performance, assessement and transfer 
(143) 

pricing Practices of this kind (i. e. transfer 

pricing) as argued before, will have some influence on 

the country's balance of payments. 

Broadly speaking the history of business includes 

evidence which illustrates that some countries have been 

affected by transfer pricing practices by MNCs. Studies 
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on Latin American countries for example show examples of 

both overpricing and underpricing. Over pricing for 

instance in Columbia for the period 1967-70 wasýestimated 

in relation to pharmaceutical import prices to be 87% 

greater than the world prices, and for 1968 the extent of 

overpricing was 155% 
(144) 

. 

2) Trade effects. During the last decades or so, 

exports of manufactures have played a vital and increasing 

role in the development of developing countries. In this 

connection, Maex 
(145) 

has demonstrated that the' aggregate 

developing countries' manufactured exports surged from 

$2.5 billion in 1960 to 32 billion in 1975 and 63 billion 

in 1978. In South and East Asian countries, the annual 

growth in exports of manufactured goods from 1960 to 1979 

was 19.8% which was much the same as that for all developing 

countries taken together. Growth accelerated remarkably 

towards the end of the period between 1975 and 1979, the 

annual growth rate exceeding 30%, increasing from $1.6 

billion to $42 billion. The share of south and east 

Asia in world exports of manufactures rose from 2.4% in 

1960 to 5.3% in 1978. 

The share of MNCs and the contribution of FDI in 

general in the exports of manufactures are shown in the 

folloWing tables (B-38), (B-39) and (B-40). Although the 

figures in these tables seem to be out-of-date they high- 

light the extent to which FDI contribute to the exports 

of manufactures in some developing countries. 
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Table (B-38) Shar 
from 

Hong_ South 
Kong Taiwan Korea 

(at least) 
10,00 2 0% 15 

e of MNCs in the exports of manufactures 
selected LDCs - 1972. 

India Singapore Brazil Mexico Argentina 

(nearly) (at least) 
5% 7 0% 43 to 25-30', o 3 0% 

Pakistan Colombia 

5 -10% 301'0 or more 

Note: Excludes multinational buying groups. e. g. Marks & 
Spencer of U. K. 

Source: D. Nayyar, "Transnational corporations and 
manufactured exports from poor countries", in 
N. Hood and S. Young, The Economics of Multi- 
national enterprise, op. cit., p. 206. 

Table (B-39) Share of MNCs in exports of manufactures from 
selected developing countries. 

Country Year MNCs share in the exports of 
manufactures, (*, 0) 

South Korea 1974 27.8 

Tai wari 1971 20.0 

Singapore 1976 90.0 

Colombia 1970 35.0 

Argentina 1969 30.0 

Mexico 1969 25.0 

Brazil 1969 43.0 

Source: P. K. M. Tharakan. Multinational companies and a 
new international division of labour, op-cit., P. 98. 



- 259 - 

Table (B-40) Exports of Taiwan, South Korea and Singapore 
due to foreign investment ($ Millions) 

Value 
Country 1967 1971 Annual Percentage Change 

Taiwan 

Manfuactures(l) 394 1428 38 

Others 247 570 23 

Total, Taiwan 641 1998 33 

, Qniif-h Vnýmn 

Manufactures 214 875 42 
Others 106 193 16 
Total, S. Korea 320 1068 35 

Singapore 

Manufactures (2) 
94 221 24 

Others 1043 1631 12 

Total, Singapore 1137 1852 13 

Notes: (1) Excluding canned pineapple, canned mushrooms 
and canned bamboo shoots. (2) excluding rubber, 
petroleum and road motor vehicles. 

(3) The incentives and general economic and political 
conditions in these three countries led to a 
large increase in foreign investment in the 
late 1960's. 

Source: Cohen , Multinational firms and Asian 
exports, (New Haven: Yale University press, 
1975), p. 61. 

3) Investment orientation and factors in costs effects. 

There are sourcing of investment types and cost factors 

where a possible particular favourable impact on the host 

countries' balances of payments can happen. Inithis respect 

for instance, Maex 
(146) 

, and Tharakan (147) 
, among others 
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have pointed out that as a result of incentives for exporters 

of manufactures, new influx of FDI for labour-intensive 

production (partly connected with relocation of production 

lines from the developed countries), differences in the 

average hourly earnings in some industries between developed 

countries (DCs) and LDCs, etc. it is not surprising to 

notice the recent sharp increases in the export-oriented 

investment of MNCs in the developing countries. 

Table (B-41), for instance, shows average hourly 

earnings in electronics and garment manufacturing and other 

industries in selected countries. 

Table (B-41) Average hourly earnings in selected industries 
and countries 

Year Electronics Garments 

Asian developing US Japan 
& U. S. (1) 

H6ng Kong 1980 0.97 1.03 
Korea, Rep of 1980 0.91 0.59 

Malaysia 1980 0.42 n. a. 
Philippines 1978 0.30 0.17 

Singapore 1980 0.90 0.80 

Sri Lanka 1981 n. a. 0.12 

Japan 1980 5.97 3.56 

U. S. 1980 6.96 4.57 

Ratio DC/LDC (2) 

Hong Kong I U. -5 Y. / 

Jamaica As pub- 7.4 n. a. 
Mexico 

lished 4.2 6.2 in 1976 
S. Korea 10.2 10.1 

Singapore 11.6 1j, 6. 

West Indies 4.6 n. a. 
Taiwan n. a. -9.8 

Sources: (1) G. Edgren. "Export processing zones... " in R. Maex 
Employment and Multinationals in Asian Export processing zones. 
(2) Y. Sabolo, et al., "The Impact of Transnational enterprises on 
employment in developing countries.. ", in P. K. Tharakan. 
Multinationals corporations and a new International division of 
I nhni or nn-r-i f-- n- inh- 
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In reviewing the costs and benefits of the export- 

oriented labour intensive investments of MNCs in developing 

countries, Sharpston(1413), and Helleiner (149) 
have 

demonstrated empirically that this type of investment as 

a direct source of foreign exchange is or can be largely 

positive. But most of the growth effects in this respect 

can be eroded through the concessions and subsidies offered 

to attract the MNCs. 

In the case of international subcontracting, Table 

(B-42) provides evidence which suggests that a tangible 

increase of Haiti for value of exports to the U. S. has been 

realisedý+) 

As would be expected, a tight relationship may exist 

between production growth of manufactured goods in a given 

country and consequently the possibility of reducing imports/ 

increasing exports, affecting the contribution of the 

balance of payments of that country. In this connection, 

the role of MNCs is bound to become important in the 

production growth rate in the developing countries. Also, table 

(B-43) thus aims to focuseson the role of the MNCs in 

production growth rate in manufacturing in selected countriesý+) 

Nevertheless, an attempt was made to assess the balance of 

payments and income effects of MNCs investment with 

reference to two different sets of assumptions on "alter- 

native situations"(". Lall and Streeten (150)_ 
using the 

alternative situation of importing the product of the 

MNCs in question- have found that over half of the foreign investment 

See next page. 
Importing the products vs. local replacement. 
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Table (B-42) FOB value of exports by sub-contracting 
industries to the US. products manufactured 
using imported elements (1970-1976): 
The Case of Haiti 

Products Value ($ thousand) 
1975 1976 

Tulle, lace, ribbons and others 270 198 

Iron and steel goods 46 n. a. 
Electric generators 41 n. a. 
Office machines & accessories 3190 6258 

Machinery and spare parts 800 1134 

Transformers, switches 3750 5484 

Equipment for electricity supply 1520 438 

Radio, record player, TV & accessories 70 82 

Electric & electronic material 6299 11820 
Luggage, handbags 505 793 
Clothing and Accessories 23876 33840 

Footwear 1020 1637 

Recording equpment, etc. 696 628 

Rubber and PlaEltic goods 320 482 

Toys, sports goods incl. equipment 17870 25100 

Total 60273 87894 

Notes: The rate of growth of the main categories of off- 
shore international subcontracting industries and 
of the total over 1970-1976 as follows: clothing 
= 68.27, *0, toys and sports goods = 36.99%, and 
electrical and electronic equipment = 322.870%. 
The total growth rate = 59.98%. 

Source: Jean-Robert Estim6j "International subcontracting: 
the case of Haiti: In: D. Germidis, International 
Subcontracting: a new form of investment-. 
OECD, Paris, 1980, Table (7), p. 84. 
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Table (B-43) Annual average production growth rates in 
manufacturing and selected branches for several 
developing countries - 1968-77 (percentages). 

Country Total Selected branches in which MNCs are 
Manuf. mainly concentrated. 

000) 

Brazil 10.0 Transportation equipment 16.3 

Industrial chemicals 11.2 

Colombia 6.6 Rubber 12.4 

Metal products & non electric machinery 9.2 

Kenya 9.9 Paper and paper products 15.2 
Rubber products 14.3 

Korea 21.9 Electrical machinery 44.4 

Transportation equipment 32.4 
Mexico 6.1 Industrial chemicals 11.8 

Electrical machinery 8.7 
Peru 6.4 Industrial chemicals 14.4 

Non-electrical machinery 11.8 
Philippines 4.8 Wearing apparel and footwear 10.5 
Singapore 12.6 Electrical machinery 32.0 

Paper and paper products 21.0 

25.3 of which: 

wholly foreign-owned enterprises 31.7 

joint ventures 26.6 

local enterprises 15.8 

1963-1975. 

Source: U. N. Yearbook of industrial statistics, 1978, ed., 
1980, in ILD employment effects of multinational 
enterprises .... op-cit., Annex table III, p. 51. 
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in a sample from six developing countries yielded negative 

effects because of the high protection accorded to all 

imports substitution investment (local and foreign). The 

countries would consequently, have been better off in social 

cost-benefits terms in these cases, if they had imported 

the product instead of manufacturing it locally on a small 

scale in highly protected industries with costly inputs 

and poor infrastructure. 

A comparison-. between Lall and Streeten's findings 

and another piece of work is portrayed in table (B-44). 

As the table shows, the aggregate effect of FDI on the 

balance of paymerits in a particular sense was also negative, 

while it was generally positive in most cases in terms of 

the income effects. 

Table (B-44) Some aggregate effects of foreign private 
investment in selected de*veloping countries - 
results of two studies. 

Bos, Sanders and Secchi Lall and Streeten 

Countries Income Balance Countries Income Balance 
Covered effects of Covered effects of 

Payments Payments 

India +- India + 
Philippines +- Iran + 
Ghana +- Colombia 

Guatemala +- Kenya + 
Argentina +- Jamaica + 

Malaysia 

Source:. H. C. Bos, M. Sanders and C Secchi., "Private 
foreign investment in developing countries", 
S. Lall and P. Streeten., Foreign investment: 
Transnational and developing countries!. ', in P. 
K. Tharakan,, Multinational companies and a new 
international division of labourpop-cit. 

-, 
p. 122- 
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Meanwhile, the second study by Lall and Streeten 
(151) 

which examined the performance of 159 companies with 

different structures of ownership (foreign controlled and 

locally controlled) in the same countries, found that the 

balance of payments effects were negative in all cases 

except in the case of Kenya probably due to the rather 

unrepresentative nature of the export performance of the 

firms included in the sample for that study. It has been 

argued in this regard that the main reason for these' 

negative results are that the export propensities of the 

subsidiaries of the MNCs do not appear to be very high and 

the percentage of value added domestically in the final 

product though varied was never high in the case studied 
(152) 

It is also possible that other inputs (direct or indirect) 

of the country's balance of payments as well as income may 
(153) 

not be included in all cases 

(6) Other effects Particularly, as to the cultural 

and political impact of MNCs, it has been argued that it 

is difficult to establish criteria for judging the influence 

of MNCs on national sovereignty/autonomy and the mere 

assumption that loss of sovereignty entails a cost involves 

a value judgement 
(154) 

. Nevertheless, it may be useful 

to highlight in general the results of two recent surveys 

which investigated the so-callled "credibility gap" between 

the MNCs and the host Third World Countries. With the 

preceding discussion of dependency issues and some other 
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practices of MNCs, the following are the main results of 

the two surveys: 

As to the first survey, it has been undertaken by 

the London-based Corporate Responsibility Centre (CRC) (155) 

The CRC set up a special working party involved with key 

groups of people closely associated with the problem under 

investigation (ie. credibility gap). These included 30 

different London-based diplomatic missions of Third World 

Countries, corporate officers in 48 different MNCs, 52 

academics at London Business School and the London School 

of Economics and 33 foreign U. K. based journalists). 

Sensitive areas like secrecy, technology transfer, 

political involvement and questionable business practices 

such as bribery and so forth were considered. But the 

opinion gap among the panel's members was widest - partic- 

ularlyly - on political and commercial issues. The 

followings, however, are the main findings: 

(1) In terms of the current political behaviour of the 

MNCs, 60% of diplomats said only a minority behaved well. 

Although the top corporate officers of MNCs have denied 

the diplomats' opinion, a similar divergence of opinion 

emerged from responses to a contentious statement that MNCs 

sought to change hostile governments by conspiring to 

bring about their downfall with opponents of such regimes, 

while the overwhelming majority of MNCs denied this, a 

third of the diplomats thought it was true. 
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(2) In regard to the issue of commercial behaviour, more 

than three quarters of the diplomats said that MNCs were 

often involved in corrupt practices, particularly the 

bribery of ministers and officials. In contrast - and not 

surprisingly - the majority of MNCs officers denied this, 

although a significant number - roughly a third admitted 

it was true. 

Perhaps, the relationshp between MNCs and Third 

World countries is an uneasy one, where the latter have 

nurtured the growing suspicion of economic exploitation 

and political impact; "while the MNCs - after being criticised, 

investigated and progressively restrained - have emerged 

with the corporate paranoia of being the industrial whipping 

boys of governments, only their mutual need for each has 

kept the relationship going,, at least this is the conven- 

tional wisdom", says C. R. C. report 
(156) 

. ý_ The-key recommendations, however, 

was that the MNCs should devote more resources to building 

up their reputation in the Third World countries. 

With regard to the second survey, the Financial 

Times (on Feb 2,1983), quoted this: 

In 16 countries - outside North America and the 

Eastern bloc, a survey concerning corporate ethics 

revealed that: more than half of the managers surveyed 

(53, o) have faced at least one conflict between the demand 

of their company and what they personally believed to be 

right. In that majority of managers faced with an ethical 

conflict, it was found that 27% of them (equal to 1 in 7 
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of all managers surveyed) said they did what was expected 

of them by their employer. irregular and/or illegal 

payments is a major issue in business ethics facing the 

managers. 
I 

In regional terms, the pattern of unethical behaviour 

varies widely. Just over a fifth of European executives 

said they had been asked to make irregular payments, 

compared*with just under a third of managers in the Middle 

East and 44,10 in Latin America. Moreover, far fewer 

businessmen admitted receiving gifts or bribes, around 10% 

in Europe and Latin America and only 2% in the Middle East. 

Final Comment 

The available evidence reported previously suggests 

that substantial benefits have been earned through FDI in 

developing countries, costs are inevitably incurred. In 

general terms, it is difficult to conclude from the 

preceding empirical evidence framework that increasing FDI 

in developing countries will not lead to a better economic 

and social progress within/between these countries. At 

the same time, it may be a risky proposition to conclude 

that increasing FDI in the developing host states will 

negatively influence their overall eco-social development. 

Numerous types of FDI effects still require more verification 

and examination on an empirical basis. Interactions, 

inter-relationships and the integral nature of several 

direct and indirect effects of FDI may make it difficult 

to determine the extent to which FDI is definitely 
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favourable in a certain situation compared with another. 

Furthermore, both country-specifýc factors (economic, 

socio-political, investment climate and policies adopted, 

etc. ) and MNCs practices, objectives and many of their 

ownership-specific factors are of great importance in 

assessing the cost and benefits of FDI. Meanwhile, to 

evaluate FDI effects, standards upon which costs and benefits 

should be viewed-must firstly be specified. At present, it 

is difficult to suggest whether or not a certain level of 

capital inflow or technology, for instance, will benefit 

a given hostcountry compared with another or even the 

same country at different times. 

2.4 The Benefits and Costs of FDI in the Middle East: 
Empirical Results 

In highlighting the benefits and costs of FDI in 

the Middle East perspective, it has primarily tobe noted 

that empirical studies in this connection are quite rare. 

Partly, because most of 'the Middle Eastern countries - 

particularly the Arabian states - have only recently 

admitted the MNCs participation on a relatively significant 

scale. Partly too, international business studies in 

general are arguably a new phenomenon which does not receive 

a significant degree of commitment in most of the academic 

institutes and universities-in this region. Nevertheless, 

examples of empirical evidence on FDI infuences in the 

Middle East can be summed up as follows: 
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(1) Capital Inflow. With incomplete data which prevents 

the detailed analysis required, the main feature of FDI 

inflow in the Middle East is as follows: (*) 

(a) With regard to FDI distribution by major developing 

host regions, it can be seen from Table (B-45) that more 

than 50% of the total FDI stock is located in Latin 

America. The remainder is distributed as follows - Asia 

and Oceania 28, 'o, Africa 14'to and the Middle East just 

above Ma. 

Table (B-45) Stock of FDI by OECD-DAC countries in 
developing country regions - 1970 and 1976 

End 1970 End 1976 
Developing $ 1,000 Million -0' 0, - $1,000 Million 10 , Countries in: 

Africa 7.9 19.4 9.7 13.9 

Central America 8.6 21.1 18.5 26.7 

South America 13.8 33.9 19.2 27.8 

Middle East 3.4 8.4 2.2 3.2 
(*) 

Asia 7.0 17.2 19.7 28.4 

Total 40.7 100.0 69.3 100 

* Including South Asia, the Far East and Oceania. 

Source:, Adapted from OECD: Investing in developing, 
countries, Paris, 197811 in ILO, employment effects 
of multinational enterprises ... op. cit., p. 5. 

(b) Taking into account the net receipts of FDI by Saudi 

Arabia, Egypt and Iran from 1978 to 1981 as demonstrated 

in Chapter (1), the estimated stock of FDI in the case of 

See also the preceding evidence on capital flows 
concerning the Middle East. 
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Libya and Israel at the end of 1981 was as follows - 
(157) 

Libya $1.5 billion, and Israel $1.2 billion 

c) In 1974 the stock of FDI amounted to $630 million, 

and direct investment was $82 million, while in 1978 

direct investment reached $153 million in the Middle 

Eastern countries excluding oil producing countries 
(158) 

(members of OPEC). 

It can be realised, however, that while FDI has 

contributed to capital inflow in the Middle East, mean- 

while it is also obvious that the Middle East has maintained 

its lower share during the 1970s in general despite the 

increase of FDI inflow in 1978 compared with 1974. As 

illustrated, the sharp decrease of FDI stock in the Middle 

East in the ealry 1970s in general was mainly a result of 

nationalization measures or restrictions on equ. ity shares, 

etc. In addition, there were the effects of the develop- 

ments in Iran and the 1973s war. 

(2) Technology Transfer 

In this respect, Ajami 
(15'9) 

administered a question- 

naire consisting of questions regarding technology transfer 

via MNCs in the Arab countries. The study produced the 

findings below: 

(a) About 72% of the total Arab elites and 80, Oo of the 

government and intellectual elites in both Kuwait and Iraq 

clearly indicated a desire for MNCS to carry out R&D in 

Arab host countires devoting more local efforts in this 
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respect. The number of scientific personnel engaged in 

R&D, varied between 15,000 and 20,000 persons, with the 

largest- concentration of over 10,000 in Egypt alone. 

(b) All the Arab elites recognized the indispensability of 

foreign technology channelled through MNCs. Even in 

radical Iraq, the Ba'ath party realized the importance of 

foreign technology, know-how and managerial skills to 

industrialization. Foreign firms however, are required to 

bring in an adequate number of non-Iraqi technicians for 

carrying out projects. 

(c) On the desirability of linkages to MNCs over 7490 of 

the respondents felt strongly that such linkages with MNCs 

would provide increased efficiency and productivity for 

Arab industry. 

(d) As to the issue of whether advanced technology was 

transferred or not, 55,00 of all Arab elite members agreed 

that the MNCs were transferring advanced technology while 

44% disagreed. 

(e) In terms of the issue of appropriateness of technology 

transferred by MNCS, there was no consensus in this respect 

47% indicated that the technology transferred was 

appropriate, while 43% indicated that it was not. 

The findings, in very generalized terms, indicate 

that the role played by MNCs regarding technology trans- 

ferred is in the Arab countries' favour. 

Another piece of work on technology transfer in the 

Sudanese Food processing industry prepared by Osman 
(160) 

9 
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has stated in very general terms that Sudan relies on 

imported technology (machinery and know-how) in food 

production. The technology-supplying firms are primarily 

from Western developed countries, mainly U. K., W. Germany 
(161) 

and Italy Dealing solely with imparting technology, 

the study unfortunately contains no evidence co , ncerning 

the other alternative channels of technology transfer. 

Small-scale industry mainly privately-owned which accounts 

for 63.4% folloWed by 29.3% public firms' share, and the 

smallest share is foreign joint ventures (mostly Egyptian 

and some other Arabic capital supplied) 
(162). 

The presence 

of MNCs or FDI participation in this regard is insignificant, 

so that it is hard to explore the extent to which FDI has 

influenced the Sudanese economy. This is probably 

because the Sudanese government has recently (1980) relaxed 

to some extent the restrictions imposed on FDI after the 

massive natioanalization measures which have taken place 

during the presidency of Numeri. Thus the participation 

of FDI in general is considerably limited. 

(3) Employment 

It has been pointed out earlier that there are types 

of investment by means of which several employment gains 

can be achieved. In general, according to tables(B-35) 

and (B-36) it can be seen that in countries such as Egypt, 

Syria, Jordan and Libya the contribution of FDI to employ- 

ment creation is considerable. Meanwhile, as table (B-35) 
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shows, the localisation of labDur force in Libya is 

relatively high. In Iran the percentage of MNCs' share in 

manufacturing employment in 1975 was 10-15% 
(163) 

. 

Additionally, at the end of 1975, known employment of U. S. 

MNCs subsidiaries (79 subsidiaries) in North Africa and 

the Middle East totalled 25,615 employees, 2012 of whom 
(164) 

were in Egypt But the figures of employment created 

by the U. S. firms in the Middle East is very small compared 

with their counterparts in Latin America or South Asia and 
(165) Far East 

It has been mentioned that it is in industry such as 

labour-intensive/export-oriented manufacturing that the 

MNCs are most explicitly expected to provide substantial 

direct employment. The government of Tunisia makes a 

special policy encouraging the establishment of enterprises 

employing large numbers of workers by offering special 

tax incentives scaled to the size of the workforce. 

Table (B-46) shows distribution of jobs created in export 

firms according to the nationality fo the promoter over 

the period 1973-1976 in Tunisia. 

Irrespective of the number of jobs created, it is 

clear that Tunisia unlike Libya, tends generally not to be 

very much concerned with localisation of the labour force 

as can be seen in table (B-45). This is probably caused by 

the different ideologies of the two countries. 

In Algeria, Bouattia 
(166) 

has pointed out that (in a 

particular case study) the number of jobs offered by 
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Table (B-46) Distribution of jobs created in export firms 
according to nationality of promoter (1973- 
1976): The Case of Tunisia. 

Nationality Number of Jobs 
- 

0, o by nationality 
1973 1974 1975 1976 period 1973-76 

Tunisian 2976 1000 852 1051 13.5 

Sale-I-Y-- foreign 
of which: 6666 4991 6446 4644 52.2 

German 2349 2610 2371 2340 22.2 

Benelux 1049 941 2374 936 12.2 

French 469 1238 843 975 8.1 

Italian 1318 35 170 116 3.8 

Mixed of which: 4989 3351 2642 3936 34.3 

Tunisian-German 798 581 593 283 5.2 

Tunisian-Benelux 1028 -740 688 -252 
6.2 

Tunisian-French 1356 1358 938 1045 10.8 

Tunisian-Italian 1548 182 124 502 5.4 

Total 14631 9342 9932 9631 100.0 

Notes: 1. Firms set up in 1973 and 1974 totalled 668 firms 
of which 114 were export firms. 

2. The total number of jobs was recorded as being 
1,387,000 in 1972 to which there should be added 
145,000 jobs created from 1973 to 1976, which 
brings the total to about 1,532,000 jobs (of 
which 50 to 601'10 were permanent for a population 
of 5,910,000 at 1st January 1977. 

Source: Michel Falise, "International sub-contracting: 
the case of Tunisia", in D. Germidis, international 
subcontracting., op. cit., pp. 144-47. 



- 276 - 

Sonatrach Company in 1973 which at that time was a minor 

partner with international companies was 40,000. Meanwhile, 

the number of French employees was relatively great. Among 

1,800 engineers and technicians employed for example - 

only 240 were Algerians while the remainder were foreigners. 

On the other hand, it has Ibeen reported that, a large part 

of unemployment has been absorbed due to high investments 

in industry and other economic sectors between 1975-1977. 

e. g. in 1975 the total number employed in industry, infra- 

structural services, trade, etc. was 1,731 in 1976 the 

number was 1,812 while the estimated number in 1977 was 
(167) 2,100 

Broadly speaking, FDI in general has an impact on 

employment although the relationship between these two 

variables is not always clear (because of the reasons 

which have been already outlined). Meanwhile, it is 

possible to argue that the number of jobs created in a 

given host country is a function of or can be used as an 

indicator of the size and types or orientation of FDI in 

that country. 

(4) Monopoly/competition and other socio-politicýhconbiderations 

In detail, Ajami's study has highlighted these types 

of influences in the Arabic states and more specifically 

in the case of Kuwait, Saudi Arabia and Iraq. Therefore 

it may be useful to underline briefly the major findings 

as follows: 
(168) 
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(1) In the petrochemical industry which is becoming 

a matter of national pride, like steel plants, it has been 

said that the MNCs try ýfoTcefully to resist the attempts 

of the oil states to gain a foothold in petrochemicals. 

The local criticism, however, is that the MNCs attempt to 

keep the oil states out of manufacturing activities in 

which the MNCs are unjustly trying to monopolize world 

markets. 

(2) In te'rms of local competition: this issue has surfaced 

in Saudi Arabia. The local partners of the MNCs are 

usually large local enterprises, and this has become a 

source of worry to those concerned with the viability of 

small and medium-sized firms on the one hand. On the other 

hand, the MNCs could block the development of private 

initiative and perhaps destroy smaller business units. 

In general, the Arab technocrats tend to accept the 

realities of the world economy, but they see as an unfair 

bargain any attempt to exclude them from the marketplace. 

ie. they are determined to go beyond being suppliers of 

raw materials. 

(3) As to the question whether MNCs contribute towards 

increasing Arab political leverage in the world community, 

there was a consensus that these companies adversely affect 

Arab society. On the issue of loss of control over the 

national affdi-rs, there was a considerable agreement that 

MNCs activities do cause some loss of control (ie. 601*0 of 

the total Arab elites indicated agreement with this, while 
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37% indicated disagreement, with the Iraqi 72, o more thhn 

the Kuwaiti 48,10. Among the Iraqis, there was a high level 

of consensus on this question among both the government 

officials and the intellectuals while 73% of the economic 

and business elites disagreed. 

(4) Regarding the question as to whether MNCs are inclined 

more than purely national firms to act more frequently in 

ways that are contrary to the national interest, the 

responses revealed differences between oil-multinationals 

and non-oil multinationals. i. e. the purely national oil 

fimrs will act in the best interests of Arab society much 

more than the foreign ones, while in the case of non-oil 

multinationals the presence of a local partner - 51% 

national ownership in Kuwait - is supposed to alleviate the 

problems posed by MNCs. 

(5). As to the issue of association or link between MNCs and 

the position of dominance of their home states, there was 

a relatively strong association in the mind of Arab elites 

between the two, where 54% of the total Arab elites indicated 

that they implicitly made the link while 29% indicated that 

they do not. Moreover, 82% of the Arab intellectuals and 

68, o of the government officials indicated that they do make 

such a link, while only 141*0 of those in the business and 

economic elite do so. 

(6) In answer to the question whether the cultural 

intrusion of western ways of life as a result of MNCs' 

activities is good or bad, 53% of the total Arab elites 
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' indicated responded that the influence has been good, 2710 

that it has been bad, and 20,00 had mixed feelings. But 

the most critical group were the intellectuals with 59% 

holding the view that it is bad, because the cultural 

impact of MNCs activities is a mixed bag of results with 

some aspects viewed as good and others are bad. 

Broadly speaking, it is obvious that there is a 

set of concerns which can bring potential conflicts between 

the Arab-states and MNCs. At the same time, the Arab 

world, like all other states, has groups which oppose the 

MNCs. At one extreme, some may oppose them either because 

they are excessively large enterprises which may displace 

the indigenous firms or influence their market share for 

example. At the other extreme, MNCs have been seen as 

disrupting the way of life and bringing about too rapid 

a process of social change, and radicals denounce all 

multinationals out of an opposition to capitalism. But the 

critics are everywhere, including the multinationals' home 

(169) 
country 

Nevertheless, it could be a risky proposition to 

deny the contributions of FDI to Arab countries as well as 

the Middle Eastern countries. As to the question 

concerning the extent to whcih FDI can influence the overall 

economic and socio-political progress of these countries, 

it could be established that FDI influence is contingent 

upon numerous factors associated with FDPs partners' 

characteristics and properties. To some degree - with 
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factors in the host countries environment in general in 

mind - it is possible to argue that FDI policies, directions, 

practices, etc. still have a great bearing on the whole, 

question of FDI benefits and costs in developing countries. 
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CHAPTER 3 

THE ORGANIZATION AND IMPLEMENTATION OF FDI POLICY IN 
DEVELOPING COUNTRIES "WITH SPECIFIC REFERENCE TO THE 

MIDDLE EAST" 

Introduction 

It has been argued on earlier occasions that a host 

developing country can not obtain without costs all of the 

objectives it hopes to realise through FDI. In short, a 

non zero-sum game instead of a zero-sum one does/or is 

likely to exist between a host country and a MNC. i. e. 

There are mutual objectives between both partners of FDI. 

Factors influencing FDI decision-making by both 

FDI partners (ie. the host countries and MNCs) have also 

been previously considered in detail. It has been argued 

as well that, FDI impact in developing countries is depend- 

ent on several factors. Some of these factors are peculiar 

to the MNCs while others are peculiar to the host developing 

states. 

As far as the developing host countries are concerned, 

it could be said that to improve FDI contributions and 

minimize or resolve difficulties which may arise from MNCs 

various operations, etc. improvement of investment climate 

and removal of all impediments facing FDI operations and 

processes, and the adoption of policies suitably geared to 

achieving certain objectives, etc. are inevitably required. 

As one would expect, FDI policies in many-developing 

host countries may either place greater constraints on the 
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MNCs operations/investments and other associated activities 

or eliminate FDI potential and its contributions. ' The 

present chapter is therefore concerned with underlying 

FDI poliiAes in some developing countries. 

However, the current chapter should not be considered 

as presenting a comprehensive assessment of developing 

host countries' policies towards FDI. Rather it is only 

a summarised or a preliminary review of the main features 

of some developing countries' policies in order to serve 

the objectives of the present study. 

More specifically, if there is to be an evaluation 

of Egyptian FDI policies and practices, it is considered 

necessary to look at the policies and organizational 

questions involved in the context of other developing 

countries' experience. 

It is, therefore, proposed to organize the current 

chapter as follows: 

3.1 Investment policies and experiences in selected 

Developing Countries. 

3.2 Investment Policies and bxperiencm in the Middle East. 

3.1 FDI Policies and Experiences in selected Developing 
host countries 

There is a proposition that MNCs cannot be forced- to 

operate in a given country, and similarly a host country 

cannot also be forced to provide access to MNCs operations 

within its national borders. It could, however, be argued 
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that on the one hand MNCs may only be attracted or promoted 

to enter into an overseas market through certain per- 

determined policies and programmes of incentives offered by 

the host countries. On the other hand, the-host countries 

concerned must have specific ends it hopes through the 

policies and programmes of incentives that have been designed 

to attract MNCs/FDI. 

In this connection, it has been argued that LDCs are 

likely to make errors in their policies towards FDI because 

of their own economic weaknesses and lack of sophistication. 

Part of the problem is also that LDCs often have confused 

and conflicting ideas as to what benefits they hope to obtain 

from MNCs. Additionally, many governments have not really 

had a policy at all but hbve simply thrown up incentives, 

terms and regulations, restrictions and laws on an "ad hoe" 
(1) basis according to the dictates of the moment At the 

same time, case studies of the investment policies and 

experience of some developing coutnries e. g. Taiwan, S. Korea, 

Singapore, Brazil, etc. show that these countries have 
(2) benefited handsomely from MNCs Contrary to these 

cases, other developing countries have gained little benefit 

from MNCs/FDI as a result of the previously-mentioned 

problems. 

Leaving the environmental factors in developing 

countries as a whole aside if it is to succeed, the tools 

for attempting to maximize the contributions of FDI to 

these countries' goals are, however, very important. For 
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the purposes of the current study, the following are the 

salient features of FDI policies and regulations in selected 

developing countries, namely Brazil, Mexico, S. Korea and 

Singapore. 

(il)Brazil: 

FDI in Brazil continues to play a predominant role. 

Measured in constnat (1980) dollars the total stock of FDI 

in Brazil (which already amounted to over $4 billion in 

1966) grew at an average annual rate of about 4.7*, 0 from 1966 

to 1970 and over 15% from 1970 to 1979. The manufacturing 

sector accounted for approximately 751'0 of FDI stock in 

(3) 
Brazil at the end of 1980 In 1981 net receipts of FDI 

by Brazil accounted for $1,256 million 

Industries with the largest shares of FDI registered 

in manufacturing at the end of 1980 were: chemicals (13.9% 

of all FDI), transport equipment (13.4%), machinery (9.8%), 

electrical and communication equipment (80M) and metallurgy 

(7.9,11o). Foreign-owned firms accounted for 255o of sales and 

18, o of assets in 1975. But, excluding the country's 

capital-intensive enterprises, foreign firms' shares of 

sales and assets were about 30% in the Brazilian economy 

as a whole. Their shares surpass 50% in several manufact- 

uring industries, notably electrical, communications equip- 

See statistical data concerning capital inflow in 
developing countries in chapter (2). 
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ment, transport equipment, chemicals, rubber, pharmaceuticals, 
(4) 

perfumery and tobacco 

The forms of foreign investment policies (equity and 

non-equity arrangements) in Brazil are as follows: 

1) Licensing/technology contracts: 
(5) 

During the 1960s, 

the data shows a concentration of contracts in the country's 

major growth industries e. g. transport equipment alone 

accounted for 40% of all contracts. Metallurgy-special 

steel) accounted for 11*10, electrical and communication 

equipments for 9.2%, etc. By country of licensors 41% of 

all contracts were signed with U. S. firms, but these contracts 

accounted for slightly less than 30'10 of total technology 

payments, other western European firms accounted for 62.7%' 

of total technology payments. Additionally, two-thirds of 

the technology contracts in the 1960s were signed by local 

firms and about one third by foreign subsidiaries in 

Brazil. Despite the lack of data for the 1970s on payments 

of technology contracts, it has been reported that the role 

of technology contracts appears to have remained largely 

complementary to FDI in Brazil's manufacturing sector during 

this period. 

Furthermore, licensing agreements with foreign firms 

must be registered with the Brazilian Central Bank and with 

the National Institute for Industrial Property (INDI). 

These bodies assess the value of technology and set a limit 

on the percentage rates of remittance, each contract being 

separately considered. The remittances are often limited 
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to a short period (generally no more than five years) 
ý6) 

(7) 
2) Joint ventures Except for certain sectors such 

as banking and communications media, there is no limit 

to the amount of capital a foreign company may invest in 

Brazil in any one Brazilian company. There are advantages 

in a joint venture, especially a Brazilian - controlled one, 

apart from market knowledge and established distribution 

facilities. Brazilian-controlled companies are eligible 

for federal investment incentives which do not apply to 

foreign-controlled firms and government contracts may 

nromally be awarded only to Brazilian firms. 

Nevertheless, according to Guimaraes, et al., the 

new form of investment in Brazil is the minority - foreign- 

owned joint venture with either local private partners or 

with state-owned firms (partner)ý B) It has also been 

reported that such types of investment have gained some 

importance particularly in a number of growth industries. 

3) Wholly-owned subsidiaries. As demonstrated earlier, 

the establishment of a foreign-wholly-owned subsidiary- 

Taking into account what has been mentioned in (1) and (2) 

tends to pday a significant role in Brazilian FDI. But it 

appears that licensing and joint ventures investment offer 

more scope for most MNCs if it is intended to enter the 

Brazilian market. 

4) Moreover, there are accesses for exporters to Brazil 

through e. g. an agency agreement and Free Trade Zone. Mean- 

while, import duties in Brazil have for years been prohib- 
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itively high for consumer goods particularly, sometimes 

in excess of 200% on the C. I. F. value. For machinery and 

equipment, import duties are lower (usually between 15-55%) 
(9) 

and may be nil These are in addition to other taxes 

levied on imported goods. 

5) Management contracts and Turnkey operations appear 

to be of no major importance in Brazil. It is important 

to note that import substitution and export oriented 

industries in Brazil are being encouraged. On the one 

hand, the government has been able to push firms into 

buying large proportion of their inputs from local sources. 

Empirical evidence suggests on the other hand that there 

are MNCs which started by substituting for imports and have 

grown into internationally competitive enterprises with 
00) 

substantial export interests (e. g. VW) 

In terms of investment incentives, it has been 

generally reported that 

1. There is no restriction on remittance of profits, 

capital and/or royalties. But all remittances, incur 

withholding tax which rises steeply when remittances exceed 

a certain percentage of capital. 

2. In general, there is no limitation as to the citizen- 

ship of shareholders or members of the Firm's Board of 

Directors(but they must be resident in Brazil). The 

obligatory proportion of national employees is 66.6.0o. 

3. Under certain promotion schemes - depending on 

location and nature of the industry - tax incentives for 



- 301 - 

new investment can be granted. e. g. new industrial 

projects of special significance such as in high technology 

industries, any manufactuirng project to be established 

in the less developed areas, local developments in the 

various states, export subsidies, etc. are subject to 

several forms of incentives such as exemption from sales 

taxes and corporation income taxes, subsidised finance, 

factory rental at subsidised rates, exemption from import 

duties on e. g. plant, machinery and components, etc. 

4. Finally, there is neither restriction on the wholly- 

owned foreign subsidiaries, nor fixed percentage of share- 

holding to be held by local citizens. 

5. A special priority and various incentives have been 

given to both import-substitution and export-oriented 

investment in Brazil. 

(2) Mexico- 

According to OECD, Mexico is considered as the second 

I largest developing country in Latin America - after Brazil.: - 
in which MNCs investments and activities are centred. In 

1977 FDI in Mexico amounted to $5,070 million, i. e. about 

12.4, o of the total $41,045 million invested in the ten 

largest developing countries which were recipients of FDI 

(13) 
in 1977 Additionally, of $55.6 billion estimated 

stock of DAC FDI in 1981 in newly Industrializing countries, 

Mexico's share was $10.3 billion. Mexico's net receipts 
(14) 

of FDI in 1981 amounted to $1,154 million Furthermore, 



- 302 - 

it may be useful to point out that MNCs in Mexico represent 

a large and growing force in Mexican manufacturing (of total 

GDP, MNCs accounted for 23*. 0 in 1970, while in 1962 they 
(15) 

accounted for 18A') 

Joint venture, licensing are very important forms 

of FDI in Mexico, while wholly-owned- subsidiaries are 
(16) 

permitted only if of special interest to the authorities 

According to the 1973 code, the government provides for 

only minority ownership by foreigners of any new investments 

or expansion into new product lines, by existing firms. 

In exploration and processing of minerals, only 49% can 

be held by foreigners, reduced to 34? 0 when the concession 

relates to national mineral reserves. In secondary petro- 

chemical products and auto and truck components only 40% 

can be held by foreigners; in other sectors foreigners can 

hold no more than 49*, 0 and cannot by any means whatsoever 
(17) 

obtain control over management of the company By 

the late 1970s, joint venturqs in which substantial 

amounts of FDI from both state - and privately owned 

"major" and independnet petroleum companies are involved 

(butin which the host country retains majority ownership), 

and contractual arrangements with no foreign equity 

participation, have almost replaced the wholly foreign- 

owned FDI particularly in petroleum extraction as in the 

(18) 
other developoing countries 

International subcontracting is of some importance 

in Mexico, but the importance of this particular form does 



- 303 - 

not appear to be growing compared with the other forms of 
(19) FDI In terms of import-substitution, and export- 

oriented investments, Mexico had provided a wide array of 

incentives to encourage these types of investment. In 

1978 for example, the government of Mexico issued a decree 

allowing the auto industry to improt, duty free any"new and 

completely modern" machinery and equipment, raw material 

etc. that could notbe produced locally. Components and 

raw material "indispensable" to uninterrupted production 

for export - even if producible locally - could be imported 

at 25% of the tariff level of non-indispensable parts, etc. 

all MNCs could avail themselves of these incentives so 
(20) 

long as they met local content and export requirements 

As in Brazil, in Mexico tax incentives for certain 

industries and in certain areas can be offered, while in 

the petroleum and basic petro-chemicals and telecommunications 

industries, such incentives are not available to foreigners. 

Also there is no restriction in repatriation of capital, 

profits and/or royalties and in general there is no limitation 

as to citizenship of shareholders or the members of the 

Board. Contrary to Brazil, the obligatory proportion of 

national employees is 90%. The obligatory percentage of 

shareholding to be held by local citizens in the investment 
(21) 

venture is 510% in most cases In Mexico, there are 
(22) 

also restrictions on land ownership 

Finally, the proclamation by the Mexican government 

on technology transfer requires registration of all licenses 
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covering patents, technology and trademarks, and legal 

rights and protection are lost if licenses are not 

registered. The grounds For refusing to register contracts 

in the Mexican national register for technology transfer 

involve any agreements relating to 
(23), (24), (25) 

: - 

1) Transferring knowledge already in the public domain 

i. e. available in the country free of charge or under more 

advantageous conditions, etc. 

2) 
. 

Returning royalties that are too high i. e. when 

the price or the compensation is not related to the technology 

acquired or it constitutes an unfair levy on the national 

economy. 

3) Giving managerial control to the licensor. i. e. 

when the clauses are included whereby the supplier is 

permitted to control or intervene (directly or indirectly) 

in the administration of the party acquiring the technology. 

4) Requiring return of improvements or inventions 

by the licensee. 

5) Limiting R&D efforts by the licensee. 

6) Prohibiting use of other supplementary technologies. 

7) Limiting exports in a manner contrary to the national 

interest. 

8) Containing requirements that the licensee purchases 

equipment, materials or parts exclusively from a specified 

supplier (or an exclusively determined origin). 

9) Specifying personnel that must be employed as might 

be indicated by the supplier of techology. 
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10) Requiring that the licensee sell exclusively to 

the licensor. 

11) Setting the volume of production or prices of sale 

or resale. 

12) Requiring the signing of exclusive distribution 

contracts with the licensor for the national market. 

13) Including excessive periods of duration of the 

contract - such period not to exceed 10 years. 

14) Stipulating the jurisdiction of foreign courts - 

Mexican law shall prevail. 

As all governments are naturally concerned about the 

role played by FDI, Latin American governments have 

enunciated a number of matters of concern over U. S. foreign 

investment. In the early 1970's some governments stated 

explicitly the criteria by which they will judge the 

appropriateness of each investment. In short, the criteria 

that would guide determination as to the significance of 

FDI contributions and potential problems are numerous. 

They include at least the following imperatives (as taken 

from offical-proclamations. and views expressed in several 

countries), e. g. 
(26) 

1. FDI must not displace national investors or enter 

sectors adequately supplied by national companies. 

2. FDI must increase employment at all levels. 

3. FDI must develop local resources, depressed areas, 

use and assist local suppliers and entrepreneurs, etc. 

4. FDI must not increase monopolistic tendencies in 

the market. 
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5. FDI result in an improvement of quality of products 

and a lowering of prices. 

6. FDI result in a reduction of the ties of the local 

affiliate to decision centres abroad. 

7. FDI contribute to R&D and create positive balance 

of payments effects. 

Broadly speaking, if the Foreign investors conform 

to the above requirements it is possible that the concern 

felt by governments or the tensions over the presence of 

MNCs might be removed. Meanwhile, it could be argued that 

the balance between the benefits and costs of FDI is rather 

complex i. e. it is not the question of the appropriateness 

of the criteria or imperatives perse, rather the balance 

between FDI costs and benefits. 

(3) South Korea: 

Korea's reputation as a relatively open economy 

which welcomes FDI - might lead one to expect that FDI tends 

to dominate the economy. The estimated stock of DAC FDI 

in Korea at the end of 1981 accounted for about $1.6 billion 

(out of $55.6 billion estimated stock in all NICs), while 

the net receipts of FDI by Korea accounted for $260 million 
(27) in 1981 

According to Koo 
(28) 

and others, Korean policy on 

FDI may be roughly divided into three phases. In 1960, 

the first legal basis was drawn up the aim of which was 

to induce foreign investment. No regulations were imposed 
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on foreign ownership and extensive incentives were offered 

but these early attempts to attract FDI met with relatively 

little success due to investors' concern over the country's 

unproven political stability and uncertain economic out- 

look. Relations with Japan were normalised in 1965, 

further support measures were introduced in 1.967 and 1969, 

and in 1970 the first free ýexpor*t zone was established. 

"It was not until the late 1960s and particularly the early 

1970s that the inflow of FDI began to accelerate, notably 

Japanese investment in export-oriented manufacturing 
(29) firms" 

A major policy change occurred in 1973, when high 

priority was given to joint ventures (until the late 1970s 

5010 foreign ownership as the maximum in principle was 

determined although there were a number of grounds for 

exception). 

The third phase of Korea's policy began in September 

1980, with substantial liberalised guidelines established 

on minimum amounts of investment and areas of investment and 

majority - and wholly foreign-owned investment allowed in 

many more cases. The aim of the new guidelines is 

reported to promote the technological development of more 

sophisticated industries and to enhance the efficiency of 

previously protected firms by promoting greater competition 

in Korean industry. 

As to the contribution of FDI to gross capital 

formation in Korean manufacturing, the official statistics 
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show FDI to have accounted for barely over 5010 of gross 

capital formation in manufacturing for the 1962-1980 period 

as a whole (but the proportion varied considerably from one 
(30) industry to another and from one period to another) 

Turning to other forms of investments, it has been 

reported that in post-colonial. Korea the turnkey contract 

wasthe first form, where a fair number of such contracts 

wereused by the state to develop such intensive-capital 

industries as petrochemicals, chemical fertilizers, 

synthetic fibres, etc. 

Management tontracts do not appear to have ever been 

of pny sidnificance in the capitalýdntensivedndustries 9 

particularly. As to the role of international-sub- 

conCract'ing, the data available relate to bonded processing 

industrie. s which show exports from these industrie ,s to have 

decli-n-ed in importance from 24% of Korean - exports in 1974 

to 9.0 in 1980 i. e. international subcontracting has been of 

decreasing and, in recent years, limited importance in 
(31) Korean manufacturing 

As the relatively high proportion of minority-foreign 

and 50/50 joint ventures viewed for the 1962-1980 period 

as a whble is probably more important for highlighting the 

importance of these forms of investment, the second principal 

form of investment in korean manufacturing appears to be 

the growth pattern of international licensing. The number 

of agreements signed from 1962 through 1965 averaged about 

four per year, then grew from 1966 (18 contracts) through 
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1970 (92 contracts), representing an average growth of 

almost 50,10 per year, in the late 1960s. The number of 

agreements signed in 1971 fell to 47 but then steadily 

grew to 296 in 1978, representing an average annual growth 

rate of about 30% during the period. And finally, just 

as the growth of FDl tapered off in 1979 and 1980, so the 

number of licensing agreements signed in these two years 
(32) declined slightly to 288 and 222 respectively 

Finally, based on the Far Eastern Economic Review 

in 1977, the incentives for FDI offered by S. Korea can be 

summarised as follows: (33) 

1. Tax holiday and accelerated depreciation: From 

3-5 years corporate tax exemption depending on type 

of business. 

2. Tax holiday extensions: 50'. 0 of taxes for 3 additional 

years. 

3. Personal tax incentive: expartriate employers receive 

lifetime exemption if employed by a company establithed 

under the foreing capital inducement law. 

4. Capital goods for investment pruposes are exempted 

from tariff treatment of capital goods. 

5. Tariff treatment of raw material not available outside 

th Free Trade Zone with the exception of re-exported 

items. 

6. New industries get some import tariff protection, 

and export industries get first consideration. 
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7. Capital incentives e. g. grants and loans are limited 

to Korean joint ventures. 

8. Export incentives include business tax exemption, 

import duty exemption, depreciation allowance, 

direct and indirect subsidies, special loans and. 

tariff protection. 

4) Singapore 

The stock of FDI in Singapore grew at an average 

annual rate of over 40% from 1966 through 1973, at slightly 

udner 12% from 1973 to 1977, and at about 24*0' from 1977 
(34) 

to 1979 And the estimated stock of DAC FDI in 

Singapore at the end of 1981 amounted to 3.9 billion. 
(35) 

ie. more than two times of the Korean one 

In terms of FDl policies in Singapore, Fony (36) 

has reported that: 

1. Although the wholly- and majority- foreign-owned 

firms have consistently received the lion's share of FDI, 

their dominance has been further reinforced in recent years. 

While wholly and majority foreign-owned firms accounted in 

1979 for only 1 in 5 of the number of firms in Singapore, 

they accounted for over 50'10 of gross fixed assets and 

employment, 641% of value added, 72% of output and 84, *0 of 

direct export sales 
(37). 

Foreign-owned firms dominate 

the major industries e. g. electronics, oil refining, 

rig and shipbuilding, precision engineering and industrial 
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machinery. In general, national ownership of industrial 

firms has never been emphasized by government policy in 

Singapore. Nor have any restrictions been placed on FDI 

since 1960. 

The contribution of wholly and majority foreign-owned 

firms to gross capital formation in manufacturing rose from 

45% in 1966 to 86'10 in 1972, fell back to around 74'1'0 in 

1973/75 and increased to 81'1'0 by 1979 
(38) 

. 

2) Joint ventures have received some government 

encouragement, more as a means by which local firms can 

acquire expertise and technology from foreign firms than 

as a method of controlling foreign investment. In the 

early 1970s investment incentives and choice industrial sites 

were sometimes used by the State's Economic Development 

Board to promote joint ventures, and in 1975 a Bureau of 

Joint Ventures was set up to help foreign investors find 

joint venture partners. 

The contribution of joint'ventures to total employment 

in manufacturing was about 20.3% in 1966,35.6% in 1975 and 

32.8,15 in 1978. Whereas the share of joint ventures in 

output, value added and export sales remained relatively 

constant, it has been reported that the share of wholly 

foreign-owned firms grew markedly. For example, foreign 

firms' share of output rose from 31% in 1966 to almost 60% 

in 1978, as compared with shares of about 23% ' in both 

years for joint ventures, foreign firms' share of export 

sales rose from 33% in 1966 to over 70% in 1978, versus 
(34) 24% and 21% for joint ventures 
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As regards the use of non-equity forms of investment 

in Singapore manufacturing, licensing agreements are more 

common than management and turnkey contracts (but they are 

usaully associated with FDI, notably Japanese investment). 

While contractual arrangements are quite common in domestic- 

ally oriented firms. 

Singaporean firms with less than majority foreign 

equity which use licensing or management contracts are 

relatively few - reportedly accounting for 101*0 of recently 

established firms - and most of them are relatively small 

and use mature technologies 
(40) 

(41) Furthermore, according to Lasserre , one of the 

major tools to attract foreign investment and technology * 

has been the establishment of Free Trade Zones in Singapore. 

Singapore has developed 14 zones representing a workforce 
(42) 

of 105,000 persons Foreign firms in general were 

given financial and fiscal facilities to establish factors 

in well-equipped industrial states. In addition, several 

types of incentives have been granted to export-oriented-a.: 

investments e. g. 
(43. ) 

: (a) there is no restriction on 

land utilization, (b) no restriction on company management, 

or employment of foreign nationals in technical and 

professional position and (c) no restriction on remittance 

of profit, capital, access to local finance, etc. Finally, 

it could be argued that the most probable conclusion one 

can make in the case of Singapore appears to be that the 
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wholly and majority foreign-owned subsidiaries and joint 

ventures (minority/or. majority equity participation by 

local firms do play a role of considerable importance 

particularly in the manufacturing sector. 

Concluding Comments: 

The previous discussion regarding FDI policies and 

experiences in four developing countries shows that in 

most countries reviewed the important forms of FDI are joint 

ventures and licensing agreements in manufacturing sector 

in Mexico, Brazil and Korea). The role played by licensing 

agreements in manufacturing industries in Singapore is 

somewhat limited compared with the other countries reported. 

Compared with Korea, Brazil and Mexico, the wholly and 

majority-foreign-owned firms continue to aply a complementary 

role to a significant extent in manufacturing output, 

capital formation, employment etc. in Singapore. 

Moreover, most of contractual agreements (management 

turnkey and international subcontracting appear on the 

whole to be of limited significance in the manufacturing 

sector in all countries reviewed (although international 

subcontracting is of some importance in Mexico). 

Although the official measures and policies of FDI 

seem to vary somewhat among the four countries reviewed, it 

could be argued that the incentives programmes designed to 

attract FDI, or the measures imposed on e. g ownershipz and 

some activities of MNCs, etc. are generally geared to 
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specific objectives. For instance, incentives specific 

to favour the location of investment in particular regions 

are restricted to investment approved or actually taking 

place in these regions. i. e. investment incentives offered 

to promote investment in the depressed areas do not apply 

to investments in other developed regions. 

Because of growing competition between developing 

countries for attracting foreign investment, all govern- 

ments now offer a wide range of incentives. As clearly 

appears from exhibit (B-6) which displays types of incentives 

offered by Taiwan, Singapore, Malaysia and Philippines, 

similarities and differences exist between these nations' 

incentives programmes and those design/offered by the four 

countries investigated earlier. Meanwhile, it has been 

recently reported that Asian countries are adding to what 

can only be termed a cornucopia of aid possibilites. 

Singapore provides accelerated depreciation, tax holidays 

and low interest government loans; Malaysia waines taxes 

for up to ten years if the foreign investors locate in the 

rightplace and meet export quotas; and India gives out 

direct capital grants if the investor builds a plant in 

depressed areas. In Sri Lanka, Motorola elected to build a 

semi-conductor plant in Sri Lanka's investment promotion 

zone (near the Colombo airport), an area where the govern- 

ment ensures tax-free treatment for up to ten years, 

negligible taxes on exports, telephone lines and roads, etc. 
(44) 

* On the following page. 



- 315- 

C 

I II' 
2. r 

10 

r- c 

:Z 

'F 

I 
a 

yj 
'If's 

.. 
IX. 

-Ii. 
I 

ZZ 

I 

I! 

rl 
x 

CN 

M a) 
D 

00 
0 CO 
cD 

_0 :3 C- 
0 

l< CD 
I co 

En 'D 
CC 
0" "0 
CD 0 13 

C 

cr :30 

CD 

0 to 
:3 :3 

CD 
_0 x 

0< 
CD 

0 cn 

0S 
CD 

CD 
D 

CD 
CL CL 

'0 0 
00 

W. -0 
0 Q3 

D0 

0) 0 

ca 

cr 

13 ED 
c 
-. 3 cr 
W CD 
c cr 
ý-. :E 
:3 ca 



- 316 - 

In Latin American countries, e. g. Mexico, the government's 

subsidize new business and impose heavy financial penalties 

for employee termination(in Mexico up to two years' pay is 
(45) 

a routine termination settlement) 

Nevertheless, it has been argued earlier that 

country-specific factors rather than the types of incentives 

'granted to MNCs play an active role in terms of attracting 

more foreign investment. ie. 2 host developing country with 

a limited market potential, for instance, may attract a 

small size of FDI despite the incentives offered (see 

Chapter Mi. 

Meanwhile, many developing countries use performance- 

oriented policies designed to control the operations of 

MNCs, for example, by requiring them to use domestic inputs 

and labour or to engage local management partners and by 

controlling their access to the local financial markets. 

Sometimes a minimum share of exports is also imposed on the 

production of foreign enterprises. Performance requirements 

are often combined with outright restrictions for foreigg 

investors (e. g. barring MNCs from sensitive sectors such as 
(46) 

defence, public utilities, etc) As demonstrated in 

some of the previously-analysed countries, there is evidence 

to suggest that foreign equity in some economic sectors 

is limited to minority participation unless a country wants 

to attract some investment of special technology content. 

In short, the host countries may offer investment incentives 

side by side with performance requirements and investment 

restrictions. 
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In this connection, it is probably relevant to-point 

out that granting incentives implies explicit pre-conditions 

and performance requirements in the OECD Member countries. 

The measures associated with incentives offered are applied 

only if investment does contribute to achieving specific 

objectives. For in,; tance, 
(47) 

: employment requirements for 

some investment incentive programmes are found in countries 

such as canada, France, Ireland, Italy, Spain and the U. K. 

where output and sales requirements are also sometimes 

imposed. In Sweden, requirements concerning training of 

the labour force and protection of the rights of employees 

in addition to employment creation - are also imposed. 

Moreover, requirements related to trade e. g. export 

requirements, are imposed for some incentive programmes in 

New Zealand and Spain, while the latter country also imposes 

local content requirements in which some incentives are 

granted only if the imported goods related to the investment 

project are not otherwise available in the country. 

Once again, although the investment incentives and 

related preconditions or performance requirements, may 

generally be considered as an effective method in relation 

to the contribution potential of FDI to the host countries 

concerned, it has been found (in a study prepared by the 

OECD)that the in(ý. ngtives and other associated pre-conditions 

and performance requirements have influence only slightly 

on MNCs decision regarding e. g. location, size of invest- 

(48), (49) 
ment, etc. in OECD countries 
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What conclusions can, however, be drawn about the 

relationship between granting incentives and the associated 

preconditions/performance requirements in relation to 

attracting more FDI ? Generally speaking, it is difficult 

to make an accurate generalisation with regard to whether 

or not such measures do play a role of considerable import- 

ance as to the contributions/costs of FDI, or the inflows/ 

outflows of FDI in the host country. 

While it is possible to conclude in one situation 

that one incentive or a combination of incentives associated 

with certain perfomrance terms has actually created some 

benefits e. g. a large number of new jobs, it could be 

risky to assume that the same benefits can be realised under 

the same combination of incentives offered and conditions 

imposed in another situation (because of e. g. the host 

country-specific factors). 

PerhcLps from the MNCs point of view investment 

incentives are the happy side of the coin. On the reverse 

are the disincentives or conditions the host country imposes 

on corporate beneficiaries. In this respect, Weigand 
(50) 

has argued that these performance requirements include 

job creation quotas, export minimums that generate foreign 

exchange etc. One of the most threatening is a provision, 

variously called a give-back, claw-back, or the other- 

edge-of-the-knife clause, that calls for penalties if the 

entry contract conditions are not met. 

Finally, from the host developing countries' side, 
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preconditions and performance as associated with the 

incentives offered to MNCs will probably contribute to 

the former's benefits. At the same time MNCs will be 

increasingly selective in terms of the location of their 

overseas investment/comparing carefully the situation not 

only between developing-developed markets, but between the 

developing markets as well (even on the level of the 

individuals developing market MNCs may make comparisons 

between the prospects of the regions within which they will 

locate their investment regardless of the incentives 

considerations). 

3.2 Investment policies and experiences in the Middle East 

The profile of Middle Eastern countries (which has 

been presented in Chapter One) surveying their character- 

istics, provides an overall assessment of the climate for 

FDI in general. It has been assumed that most - if not 

all - developing countries have come to realize the possible 

contributions of FDI to their overall development/progress. 

Also with all potential adverse influences of such invest- 

ments in mind, it could be argued, however, that all the 

Middle Eastern countries - even the most politically radical 

countries - seem to accept the importance of FDI and deal 

with foreign investors/MNCs as a method of stimulating and 

developing their economic and social progress. 

As factors in relation to whether or not the Middle 

Eastern countries are willing to benefit from FDI (or to 



- 320 - 

pay higher costs for receiving the benefits of this type 

of investment) have been considered earlier, the present 

section is conce*rned with reviewing the policies and 

experiences of selected Middle Eastern countries towards 

FDI. As previously mentioned, such a review of policies 

and experiences would help to indicatý- policy changes which 

would improve the FDI position/the prevailing policy stance 

in Egypt. 

Thus, the following is a summarised profile of 

policies, organizational aspects and experiences regarding 

FDI in selected Middle Eastern countries (namely, Algeria, 

Tunisia, Saudi Arabib, Jordan, I and Syria). 
------------- 

(1) Algeria 

Algeria is a state-run economy, where the state 

owns most of the economic firms/activities: oil, heavy 

industry, textiles, and food processing. Consumer-goods 
(51), (52) 

are, therefore, under the control of private sector 

In other words, after independence almost all foreign firms 

have been nationalised and national state monopolies were 

set up in most sectors of the economy. 

According to Khodja 
(53) 

and others the salient 

features of Algeria's experience with FDI can be'summed up 

as follows: (1) though Algerian legislation has never 

formally prohibited FDI, both localand foreign private 

investment have generally been discouraged. Capital 

formation in Algeria which grew at an average rate of over 
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30% per year from 1967 to 1978, has thus been based almost 

on contractual relations between Algeria's state enter- 

prises and foreign firms involving no equity investment in 

the manufacturing sector (or through the provision of 

financial capital by foreign firms) which was oriented towards 

the local market th-roughout the 1960s and 1970s. 

(2) During the three-year plan of 1967-1969, consider- 

able emphasis was given to rationalizing the supply of 

investment resources from abroad. Separate contracts for 

the delivery and setting up of plant and equipment were the 

general rule during this period. During the first four- 

year plan of 1970-1973, turnkey contracts gained increasing 

importance and the first 'product-in-hand' contract was 

signed 
(54). With the second, Four-yearýplan (1974-1977) 

turnkey and product-in-hand contracts became the general 

rule not only in terms of the amount of investment, but 

also as to the number of contracts. 

(3) As to the type of MNCs involved in the 

contractual arrangements, engineering firms dominated in 

virtually all industries, generally working alone in such 

industries as steel, chemicals, andconstruction materials, 

sub-or-co-contracting with licensors of technology and 

manufacturing firms in other industries, notably motor 

vehicles. 

(4) the government has opened its door-though 

banning concession type oil investments - to foreign 

investors in joint venture arrangements with the state-run 
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oil company, I'Sonatrach", which has a controlling interest 

(55) in such arrangements 

(5) Joint ventures have been recentlyýencouraged 

in Algeria in sectors other than oil. The country's new 

policies on-FDI, implemented as of mid-1982, which appear 

to pla-ce less emphasis on turnkey and product-in-hand 

operation relative to FDI, may reflect the desire to 

encourage MNCs' participation. More specifically, Algeria 

has recently moved further towards encouraging joint 

ventures with foreign companies particularly those in 

electronics, housing, and consumer goods, and has promised 

also to institute changes in the countries' investment 
(56) 

regulations, tax holidays, etc 

The common criteria taken into consideration by 

the Algerian government for negotiating with foreign firms 

in the manufacturing sector could be summarised in two 
(57) 

broad terms (i. e. technological and financial) 

The technological term includes usually the image of the 

partner on international market, the quality of the prod- 

uction factors, the possibilities of having a fair level 

of local content in the final product and experience in 

export marketing. The second term/aspect includes the 

conditions and timing of credits allowed and timing and 

methods for achieving the project. Once the financial 

conditions are agreed, the purpose of a joint-venture with 

MNCs is concentrated on the engineering side which is 

aimed at speeding up the transfer of technology. 
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Because the turnkey contract gives the foreign 

partner (at the early stages) complete control over the 

project, the extent to which the local personnel happen 

to have access to the decision-making as regards to the 

types of eqUipment purchased, control of the ongoing work 

and consequently the ability of the trainees to supervis. 'ý 

and manage the whole project once finished 
(58) 

is considered 

important. - 
Criteria for granting incentives to foreign investment 

in agriculture and related industries are generally the 

use of local resources/value added, import-substitution and 
(59) 

key sector/pioneer industries 

In short, the foregoing review, it could be 

established that non-equity arrangements/contracts with 

the MNCs appear to be of major importance in the manufact- 

uring sector in Algeria. Joint venture investments is 

increasing substantially in the oil industry(is growing 

gradually in manufacturing and non-oil activities). 

(2) Tunisia 

Since 1969 Tunisia has taken several steps to attract 

FDI. The government has also placed a greater emphasis 

on private investment in fields other than oil and phosphate 

sectors. This emphasis manifests itself through economic 

liberalization policies introduced in. April 1972. The 

main objective of these policies was to attract foreign 
(60) 

and domestic private capital 
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The existing major forms of foreign, investment 

in Tunisia are joint ventures, international subcontracting, 

and Free Zones investments. Foreign investment in general 

is controlled by the Agence de Promotion des Investissements 

(API) since 1973. API is the sole channel of communication 

between foreign investors and the authorities concerned. 

The investors, however, must apply to the API which in 

turn makes recommendations to the Tunisian Ministry of 
(61) 

National Economy 

As to the investment incentives offered by the 

government it has been reported that 
(62) 

1 

(1) According to Law 72/38 of 1972 a wide array of 

incentives has been granted to the export-oriented manuf- 

actUring enterprises. e. g.: 

A. freedom from tax on profit For the first 10 years 

and reduction by 101'0 over the following ten years. 

B. No customs of import duties to pay on imports of 

capital goods and raw materials, spare parts, etc. 

(2) With regard to the type of investment other than 

export-oriented projects: the 1974 code which is concerned 

with encouraging domestic manufacturing for the domestic 

market in less developed regions, provides incentives on 

the basis of the folloiwng criteria: 

A. The investment must create at least 10 new permanent 

jobs and be at least 30% self-financed. 

B. The degree of integration between projects and the 

national economy. 
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C. Investment must be made in an area which is approved 

by the authorites. 

According to these criteria, the fiscal incentives 

which can be offered include: 

a. Tax relief on income/profit, varying customs duties 

and turnover tax exempti(ýns, b. free repatriation of 

profits and capital is allowed., and c. tax holidays 

particularly for the basic infrastructure projects. 

(3) Moreover, Tunisia signed a double taxation agreement 

and a memorandum of understnading with the U. K. in 1982, 

and she has ratified the international convention for the 

settlement of investment dispute. 

Finally, it may be useful to note that since it 

was put into effect, the law 72/38 of 1982 has attracted 

a respectable volume of investment, e. g. form 1972 up to 

1975 the number of Tunisian export-oriented industrial 

investment accounted for about 280 projects (textiles, 

mechanical & electronics, chemicals, building materials, 

food and food processing etc), with a total investment 
(63) 

of about TD* 114.1 million 

As the Tunisian sees it, this strategy helps to 

solve the problem of manpower surplus (about 33,905 being 

the number of jobs created during 1972-75). In addition, 

this strategy exposes the Tunisian economy to advanced technology 
(64) 

(*) TD = Tunisian Dinar (TD 0.75 = $1.0, June 1984). 
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(3) Jordan (65) 

Jordan is in general favourably disposed towards 

FDI and in principle 100', '0 of foreign ownership of an 

enterprise may be allowed. In addition to Free Zones 

investments, joint venture, and other contractual 

arrangements'. 

The Ministry of Trade and Industry is the main agency 

responsible for granting FDI projects' approval, in 

collaboration with the Encouragement of Investment office. 

According to the law promulgated in 1972, the following 

privileges are available for foreign investors: 

(a) exemption from import duties on fixed assets 

and spare parts. 

(b) exemption from taxes on profit and income and 

social security for at least six years. 

(c) exemption from property taxes for at least 

five years. 

(d) free grants of state-owned land outside Amman. 

(e) transfer profits and capital is allowed in three 

equal annual instalments ... commenci ng two-years--- 

after production starts. But this type of 

incentive is subject to the approval of the 

Council of Ministers 

(*) Guarantee against nationalisation and fair compensation 

for all foreign products are granted by the provision 

of Law. 
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Moreover, in 1978 the government, issued a decree 

concerning the encouragement of local and foreignI invest- 

ments in the Free Zones. All exports of go od produced 

in the Free Zones have therefore been exempted from tax 

for 12 years, commencing a year after output begins. 

Above all, under the 1984 encouragement of Investment 

law the country is divided into regions for the purpose 

of eligibility for incentives: 

(a) investment in Amman and Aqaba will receive the 

fewest incentives. 

(b) investment in the South West desert areas will 

receive the most. 

(c) other regions are classified as intermediate. 

(d) tax holidays ranging from 7 years for the lowest 

aid regions and to 12 years for the highest ones. 

Saudi Arabia 

Saudi Arabia follows a laissez faire economic policy 

and therefore foreign investment has always been encouraged 

without restrictions. Technology imports play a sub- 
(66) 

stantial role in Saudi modernization As illustrated 

earlier, net receipts of DAC FDI by Saudi Arabia grew 

markedly despite the drop in her direct investment receipts 

in 1980 due to the reasons outlined before (the amounts of 

these receipts from 1978 to 1981 were: $54 million in 1978 

73 million in 1979,27 million in 19BO and 42 million in 
(67) 

1981) 
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Joint ventures as a form of foreign investment seem 

to dominate the'country's FDI policy. But the country 

has also laid special emphasis an the developm)ent of 

science and technology to meet the needs and conditions of 

the cou'nhry. Therefore, international licensing has 

become a popular and accept--d mode for technology acquisition 

by industrial enterprises in Saudi Arabia. Licensing 

agreements signed by 20 sponsors of Saudi industrial Firms 

with MNCs as shown in table (B-47) can be divided into 

three types: - 

a. licensing agreements for use of foreign trade- 

marks (5% of firms surveyed). 

b. licensing agreements to acquire techncial 

know-how (15% of the firms). 

c. licensing agreements involving the use of trade- 

marks and technical know-how (80,10). 

Broadly spekaing, the main features of Saudi's 

foreign investment policy can be summarised as follows 
(68) 

(a) MNCs wishing to establish a direct presence in the 

Kingdom. have several options depending on their business. 

All firms wihsing to serve the private sector need 6 

foreign capital investment licence. Firms performing 

work only for the government can take out a temporary 

licence issued by the Commerce Ministry. It is valid for 

the duration of a single project, limits a company to public 

sector work and makes its profits liable to full taxation 

unless the contract specifies an exemption. 

(*) For table (B-47) see following page. 
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(b) To establish a permanent base in the country, a 

foreign firm may set up a permanebt branch or form a 

limited liability company. 

(c) A limited liability company must be at least 51% 

Saudi-owned and a licence must be obtained from the Industry 

and Electricity Ministry. 

(d) The most chosen option and incentives are available 

only to locally-based joint ventures and include low cost 

rents and utilities and exemptions from import tariffs. 

(e) A number of incentives are available e. g. income 

tax holidays, preferential treatment, company income tax 

concessions, etc. but the major considerations before an 

investment licence is granted are whether the project is 

consistent with Saudi development plans, the type of 

activities involved are participation of the indigenous 

investors in the investment projects. 

Finally, the Commerce Ministry and the Industry and 

Electricity Ministry both have responsibility for issuing 

foreign investment licences, but all applications are 

s-crutinized by the Foreign Capital Investment Committee 

(FCIC). 

Israel 

Active encouragement is given to foreign investment 

in Israel, especially in technologically advanced, capital- 

intensive industries with a high element of value added. 

In 1982, the net inward foreign investment totalled $114 
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million 
(69) 

, while the estimated stock of DAC FDI in 
(70) Israel at end-191 was $1.2 billion 

The experience of Israel is probably an interesting 

one in the context of the Middle Eastern countries' 

experiences/policies towards FDI in general terms. Not 

only because the Israeli government permits 100% foreign 

ownership - without any restrictions - compared with 

other Middle Eastern countries, but also because the 

government encourages the establishment of investment 

companies that will funnel capital into its country and 

management firms for the supply of managerial manpower, 

know-how for new industries, etc. According to Aharoni 
(71) 

it appearsthat this type of investment firm has been 

encouraged since the 1960s. The existence of the special- 

-ized investment companies is an important stimulus to other 

businessmen and to the inflow of FDI. "They fulfilled 

the enterpreneurial functions of recognizing opportunities, 

discovering sources of capital, and co-ordinating capital,, 

management, and know-how". Additionally, "they were 

instrumental in helping other investors by supplying first- 

hand information on Israel and aiding the investors to 

overcome initial difficulties and find their way through 

the red tape", and finally "the steady stream of dividend 

payments was of material aid in creating an image of Israel 
(72) 

as a place where one can do business" It is also 

interesting that export-oriented industries are being 
(73) 

encouraged particularly 
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The salient characteristics of Israeli FDI policies 

can be summarised as follows 
(74) 

: 

(1) As to FDI forms, FDI particularly in the form of 

joint ventures is sought in the metal-working, textile, 

fashion, food-processing, electronics and telecommunications 

industries. As mentioned before, the establishment of 

wholly-foreign affiliates is permitted. This is in addition 

to Free Zones investment of Haifa and Eilat. 

(2) In granting incentives,, for foreign investment, 

criteria and pre-conditions performance requirements related: 

(a) the Israeli government considers export prospects, 

including the export of services, but eligibility for 

investment grants is based on performance instead of just 

export commitment. 

(b) Grants and loans are increased if the investment is 

established in development areas, provided that the required 

export criteria are met. 

(c) The owners of investment ventures are also expected 

to provide paid-up capital equivalent to 30-50,00 of total 

fixed assets in order to qualify for the incentives 

available. 

(d) Enterprises in the free zones may be granted exemptions 

from income and property taxes for the first five years and 

they will also be free of customs control and direct 

control by government supervision. But they must under- 

take-to export at least 90'10 of their output. 

(e) Among the range of incentives available for approved 
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investment are: development loans, the provision of indust- 

rial buildings at cheap rents with freEr-infrastructure, 

low interest loans for working capital for export prod- 

uction, financial support for R&D, tax concessions and 

depreciation allowances and assistance with training, etc. 

The Government of Israel Investment Authority 

retains the sole responsibility for FDI affairs. Never- 

theless, there are 8 offices in some European countries 

and U. S. to offer help to foreign investors, especially 

those willing to enter into partnership with local firms 
(75) 

. 

6) Syria, A. Rep. of. 

In general, the Syrian economy is largely controlled 

by the government. Opportunities for FDI are therefore 

relatively limited. All industries in Syria are supervised 

by a group of general bodies to whcih are attached many 

branch companies and factories e. g. the general establishment 

0 (76) 
of chemical industrtts and so forth Foreign invest- 

ment with private sector's partner is thus very limited 

in Syria. 

Nevertheless. in 1971 the Syrian government ,. 

promulgated a new law which, with the subsequent legislations 

enacted have the principal affect of relaxipg various 

aspects of regulations concerning foreign investment. 

By the provision of the 1976 decree, the confiscation of 

foreign invesmtent is prohibited. Additionally, some 
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incentives are available, such as: up to 50% of profit 

can be repatriated each year, capital repatriation is 

allowed after 5 years from the project's inception date. 

Above all, a special priority is given to export-oriented 

and import-substitution projects which will use the local 

resources. Attention is also given to the introduction 

of technical expertise , the creation of new jobs and those 

projects which will not compete with the domestic firms 
(77) 

So far, because of the uncertainty surroudning the 

private sector and the guarantees offered, joint-venture 

investments with foreign partners is limtied (joint ventures 

projects are mostly with Arabic investors). Free Zones, 

licensing arrangements and international tenders constitute 

are the main method for the entry into the Syrian market. 
(78) 

Concludinq Remarks 

In accordance with the previous summarised profile 

of some Middle Eastern countries' experience of and policies 

toward FDI, it could be argued that the actual choice of FDI 

policies differs from one country to another. This is 

probably because of the differences between these countries 

in terms of the economic-political ideology, experience 

with international business, regulations, priorities, and 

factor endowments, etc. 

A word of caution however: despite the number of 

similarities which exist between the Middle Eastern 

countries' economic and socio-cultural characteristics, it 
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is not easy to draw an accurate generalization that these 

countries have a generally similar orientation, policies 

and experience regarding FDI for just as it is possible 

that the needs, national plans, etc. of all countries differ, 

it would seem to be sensible to explore the possibility 

or at least to assume that there is also a-differnece in 

orientation to foreign investment and technology. At 

the same time, the Middle Eastern countries are also 

strikingly similar in the great demand being made on FDI 

as a medium for better economic and social development. 

Perhaps, a comparison between the ten developing 

countries (in the Middle East, Latin America and the Far 

East) covered in this chapter may'show some interesting 

points such as: 
(79) 

1. In the majority of countries, joint ventures 

and contractual agreements (particularly licensing agree- 

ments) are the most important or acceptable forms of FDI. 

This is in addition to the investment in the Free Zones 

and similar sites. 

2. International subcontracting has some importance 

in Mexico and Tunisia. 

3. Except for the case of Algeria, both turnkey and 

product-in-hand operations appear to be of no particular 

importance in any country covered by the foregoing review. 

4. Management contracts on the whole seem to be 

of limited significance in manufacturing sectors either in 

the case of Middle Easern countries or in the case of both 
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the Latin-American countries (ie. Brazil and Mexico) and 

the Far Eastern countries (S. Korea and Singapore. 

5. Among the countries reviewed, Singapore (and to 

some degree Israel, Jordan and Brazil) has increasingly 

permitted the establishment of a wholly and majority owned- 

Foreign subsidiaries. In -)ther words, Singapore has 

increasingly gained complementary benefits from this form 

of FDI particularly in manufacturing industries 

6. In most countries (particularly the leading 

developing countries in FDI terms e. g. Mexico, Brazil) 

there is an increasing tendency to relate the incentives 

offered to performance requirements as is the case in many 

developed countries. Arguably a host country may benefit 

form imposing pre-conditions of performance requirements 

side by side with the incentives granted, at the same time, 

selection between countries may be made by MNCs may be 

based on factors other than the incentives provided. 

Finally, although it is possible to argue that the 

preceding review of the policies and experiences regarding 

FDI shows some similarities and differences among the 

countries covered, it is difficult to produce generalisations 

from any of the previously-outlined concluding points, 

partly because of methodological considerations, (e. g. the 

Despite the lack of statistical data concerning the 
contributions of the wholly-owned-foreign investments 
in the countries other than Singapore. 
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small number of countries covered with the present review), 

partly too because of the lack of data required to point 

out the significance of eg. the degree of MNCs participation, 

contributions, etc. in relation to each form of FDI adopted 

in each individual country, and finally because the present 

review it--clf (which is over-simplified) may make it 

difficult to form any generalizations. 
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