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ABSTRACT

Many scholars of international politics have warned of the
need for states to gird themselves against multinational companies
who are able to outsmart and disrupt governments and their :
policies. In Britain measures to guard against such disruptions
are non-existent., Britain benefits consideradly from inward
{investment and the need to gird against foreign companies appears

to be an overstated case..
Central decision makers (M.P.s) have shown virtual

bipartisan favour to foreign investment in Britain. Consequent-
1y there is no policy differentiation between foreign and in-
digenous companies. The only identifiable policy relating to
inward investment is a policy of "welcome" to-it. This is not a
policy in the usual sense for the actors and the actas they should
pursue reﬁain unspecified. The policy of "welcome® 1s thus
implemented by approximately a hundred and thirty different
bodies -~ Local Authorities, New Towns, development associations,
Development Agencies and central bodies - all actively engaged
in.encour;éing'foreign firma to come to Britain. With little
central direction the individuals in these bodies have become
proximate decision makers and policy-shapers. The bulk of the
study examines how well these individuals and actors go about
their task and suggestions for improvement are made.

Four key concepts are used: consensus, coherence,
competition and co-ordination. There is, first, a consensus
on the benefits of inward investment shared amongst decision
makers, both central and proximate. Paradoxically, however,
despite this consensus on the policy of "welcome", the lack
of specification of actors and the acts that they should pursue
has led to incoherence in the implementation of policy. Such
incoherence has caused concomitant competition amongst the
actors concerned. This has probably been beneficial, but there
is clearly a need for improving both methods and co-ordination
in order to maximise the amount of inward investment coming to

Creat Britain.



CHAPTER 1 INTRODUCTION

1.0 Introduction - The Nature of the Study and its Organisation
Foreign direct investment (1) in Great Britain appears to

have grown considerably in recent years. The aim of this study
is to consider this growth and to analyse British policy towards
foreign invgstment and its attraction. The approach used is a
systematic stepwise progression beginning with the .delimitation
of the scope of foreign investment in Great Britain. This is
followed by an examination of government policy on inward invest-
ment and on policies that may either impinge upon or be affected
by foreign firms in Britain. Attention then shifts towards
examining the implementation of polic& and the actors involved

in this. Throughout a strong emphasis is placed on the

attitudes and perceptions of actors in governmental and
implementing organisations so as to establish underlying reasons
for policy orientations a;d operational approaches. The ultimate

aim of the study is the production of policy recommendatiors to

improve policy towards foreign investment and, in particular,
its attraction.

The purpose of the opening chapter is to proviﬁe & prelude
and back drop to the study as a whole. The study 1s basically
a policy analysis and so it is first of all necessary to set out
the nature of the study in this context. Following this, in
the secgpd and third sections of this chapter, the wider aspects
of foreign investment are considered by looking at "the nature of
multinational companies and, in particular, their relationship
with host states. Throughout the first chapter it is the
intention to show the basic motivationsibehind the research. A
most fundamental motivation is highlighted by examining the
literature covering the debate on foreign investment and the
impact of multinationals and on considering previous studies
within the field. It will be shown that many of the wvarious
writings have shortcomings as a result of limited analysis and
even the use of evidence selected to fit into a polemical or
gsometimes rhetorical format. To counterbalance such approaches,
however, the more thorough studies that have been completed have

often been narrowly confined in their analysis, interpretation

1



and applicability. In general, then, most studies tend to cover
either multinationals as actors in the international political
system, or have been case studles of national policies, or have
gaen foreign investment in terms of ecoﬂomic and industrial
development. Focusing on the single state, the present study
employs a framework for analysis which attempts to encompass and
embrace the issues by straddling the various levels of anaiysis,
this being a necessary consequence of the'multidim;héional nature
of the problem being addressed. Put simply, it appears necessary
to assess and examine ordinary and operational relationships in
order tomrovide adequate interpretation at higher levels of
analysis, this being in preference to making interpretations
based on the isolated events occurring in the international
system,

In looking at Britain the present study aims to throw light
on the following: | |

a) The power relationship between the state and the
multinational company.

b) The nature of the interface between the state - .-
and the foreign company, especially the '
notivations for the arrival at the policy or
policies to manage that relationship.

¢) The nature of the interface between the state
and the foreign company in terms of the
implementation of such policies as have been
reached for managing that relationship.

dj Means for improving the nature of that relation-
ship in terms of maximising benefits accruing

from foreign investment.
" In order to draw these aspects together and to provide some co-

hesive threads to thethesis a series of propositions is made at
the end of the chapter.

An important aim of this policy analysis is to provide in-
formation to enable the suggestion offimprovements in policy and

the way in which it is undertaken. This can often, though not
always, be an aim in a policy analysis. There is no doubt that

the policy analyst can, if he so wishes, contribute to policy by
suggesting improvements and making recommendations. The policy
analyst can contribute to the understanding and impro?ement of

policy by being able to step outside the fire-fighting'environ-
2



ment and being able to offer an embracing perspective when sift-
ing through the merits and demerits of existing approaches. When
the policy is a continuing one it is almost inevitadle that policy
recommendations will become an aim no matter how implicitly this
may be expresséd. Invariably, policy recommendations will seek to
change relationships and activities having arrived at & best fit
model. Best fit, that is, having been éircumspect of all the
constraints be they political, economic or simply practiceal.

A policy analysis is concerned with policy inputs, such as
demands and resources, and with policy outputs. Instead of
simply placing intervening elements in a black'box the policy
analyst_endeavours to sift through the various elements of the
decision system and organisational network in order to ascertain
how and why policy outputs are arrived at.

In the present ahalysis the first objective is to arrive at
what can be considered to be government policy as an intention.
This is achieved by examining the actual and perceived environments
with regard to the foreign firm.

It is clear that attitudes and pexrceptions are important
in determining policy. The attitudes of actors is the indépendent
variable (2) relating to the policy chosen as the dependent
variable. In this case Britain's policy has not been clearly
articulated and so has to be gleaned from various sources and
attitudinal studies in particular.

Attitudinal aspects are important for gauging future
policies which will be crucial to the strategic and global
planning in international business. On the other handin the
immediate sense attitudinal determinants are important to firms
in that they make a difference to the quality of operation of
government policy, especially in terms of meeting the needs of,
and offering service to firms.

Attitudinal studies are not new. Hodges devotes a chapter
of his book (3) on multinational companies and the British
government of 1964-70 to studying the attitudes of a small
number of politicians and senior civil servants. Another study

undertaken by Fayerweather (4) compared the attitudes of
politicians, e¢ivil servants, businessmen and senior trade union-



ists in Britain, France and Canada. Both studies are adequate
in as far as they go (the latter basically generates rather than

interprets information) but the research herein covers a broader

spectrum,
Of the previous studies made, the one undertaken by Hodges

bears most resemblance to the present study. Both studies look
to the widest international contexts and consequences of the growth
of multinational companies as their starting point. Hodges,
however, took an alternative route towards throwing light on

the nature of the relationship. His main concern was with find-
ing out where foreign investment fitted in with the 1964-T70
Labour government's aim of 25% growth in GNP during its term of
office. Using evidence gained from attitudinal studies ané from
his ovm two case studies of {the computer and motor car industries
he concluded that there had been a benign neglect with regard to
foreign investment. Hodges contributed a valuable examination of
e specific government's approach to industrial policy and the
part that foreign investment had to play. He perhaps stretched
these findings too far in generalising on the state-multinational
relationship rather than addressing more specific propositions
but nonetheless his views were often based on evidence more sub-
stantial than commonplace in the literature at the time. The
present study builds upon Hodges' findings by bolstering their
general validity. However, the present study's policy analytic
approach allows the breaking of considerable new ground by
considering'différent propositions, by making use of more data
from a wider range of gources, by combining studies from more
diverse subject areas and, most importantly, by analysing the
management and implementation of the relatidﬁship,between-
foreign firm and state.

In considering the interface between foreign firm and state
the present study considers the various agencies with which the
firm has to deal, particularly at the most crucial time of the
investment decision. Attention is focused right down to the
Jocal Authority level which has not previously been considered
in terms of foreign investment. One extensive survey on the

role of Local Authorities in the attraction of investment (not



specifically foreign) done by Camina (5) is now unfortunately

outdated largely as a result of the local government reorganis-
ations of 1974. Reference will, nonetheless, be made as
appropriate to this and to the more recent study on local Author-
jties and Industrial Development completed by Falk in 1978 (6).
The studies undertaken by Camina gnd Falk provide useful data on
the role of industrial development agencies in Local Authorities
and New Towns but both, however, shed little light on the specific
activities. in .relation to foreign investment. This aspect is made
up for herein and furthermore consideg?tion is made of the pre-
viously neglected spectrum of actors especially at national and
regional levels which go to make up the organisational framework
for dealing with foreign firas. .

During the study it becomes clear that government policy on
foreign investment is to welcome it and attach minimal importance
to foreignness. It also becomes clear that the policy has moved
gradually from a passive welcome to being a policy of active
attraction. However, the means by which this shoulg be
achieved and how foreign firms should be encouraged has not been
laid downin chapter and verse. The government's policy states
neither the actors that should be involved nor the acts that
should be pursued in order to actively encourége foreign invest-
ment. With such a lack of central direction it would seem
reasonable to expect the translation of an inagticulated policy
to be somewhat disjointed. In order to ascertain the approach
towards attracting foreign firms the implementing organisations

inevitably come under scrutiny. The characteristics, resources,
activities and dispositions of the various implementing bodies
are examined along*with’their inter-organisational relation-
ships.,

The vehicle used for analysis is a step by step framework
rather than a theory although the framework does fulfil the basic
functions of a theory, that is, description, explanation and
prediction. First, government policy and the policy of welcome
are ascertained and described. An attempt is then made to explain

the existing state of policy via examining attitudes and then con-

sidering the translation and implementation of policy. Finally,
predictions are made on the basis of these findings and these

y



predictions give rise to and are couched in prescriptions for
improvement. The study does not aspire to producing a theory
of foreign direct investment in relation to the nation state,
but it does apply appropriate social science ideas and methods
to describe, explain and predict in order to arrive at an ade-
quate understanding of a policy area s0 as to enable suggestions
for policy improvement. -
Fundamentally, a substantial proportion of the examination
is concerned with the somewhat untidy world of policy implement-
ation. Having completed a systematic analysis of which actors
are doing what, when, where, how and why, means for improvement
are considered. In doing this there is inevitably a return to
one of the most pervasive questions in policy enalysis, that is,
whether the approach should bde one of laissez-faire or central
bureauciatic control. Central government certainly has the
right, if not theinclination, to operate the system that it
considers most appropriate and best serves Britain as a whole.
In the present policy setting it becomes clear that the system
owes more to social interaction between and within implementing
organisations than to planning, rule setting, or detailed
regulation from. the centre. In the light of this, change is
certainly made more difficult within an area of almost benign

neglect and disinterest.

The study goes on to reveal the reliance on there being a
consensus amongst all actors concerned in dealing with and
attracting foreign investment. However, this consensus simply
goes as far as a shared agreement that foreign firms should be
attracted. The consensus collapses aé a result of the different,
and often sSpatially limited, pexrspectives of organisations in-
volved. Many actors are chasing a far from plentiful resource
and cannot remain indifferent to others active in chasing that
resource. It seems necessary, for these reaons, to devote
considerable effort to the examination of organisational per-
spectives and profiles and inter-organisational relationships
and dependencies.

In the present study the institutional framework and
organicational networks are laid out on organisational, hier-

archical and spatial bases. Thus organisational controls, links

6



and interdependence are examined in terms of expertise, informa-
tion and technical and administrative responsibilities. Super-
ordinate and subordinate relationships are considered in terms of
organisation, procedural norms, priority - setting, directive-
giving, and co-ordination of activities. The possible waste-
fulness of the duplication of activities resulting from the transg-
position of a competitive international framework into an intra-

state framework is considered.

To summarise, the major foci of attention are the policy
in question and the translation of that policy towards desirable
outcomes. In order to do this, reliance is placed on examining
the perspeétives of actors and their organisational context and
interactions. To a large extent then, we are considering
implementation as a "process of interaction between the setting
of goals and actions geared to achieving them" as it has been
described by Pressman and Wildavsky (7).

Work by Pressman and Wildavsky demonstrates some of the
problems of implementation. In a case study they found the
performance of the Economic Development Agency {EDA) in Oakland,
U.S.A. to be abysmal in relation to its meritable aim of providing
Jobs for minorities via financial aid schemes, public works and
the like. This poor performance is put down to the conflicting
goals of the EDA and local interests regarding business develop-
ment and the needs of the 1long term unemployed. There was a |
disagreement on means if not on ends. The actors involved
clearly had diffefing ideas on cgnstraints and time-scales. With
a lack of control and co-ordinated.mohiligation the implementation

of a straightforward policy which attracted no serious controversy
went awry. It will become clear that parallels can be seen
between the policy of the attraction of inward investment to
Great Britain and the failings demonstrated by Pressman and

Wildavsky.
The attention to implementation throughout the present study

underlines the need to examine both the structures and processes
involved. Focusing on implementation also leads to the consider-
ation of the sister concept of evaluation;- a prerequisite to

prudent policy recommendations., Evaluation is'difficult in this



case as yardsticks are not readily available not least because
it is evident that the policy under qonsideration lacks a state-
ment outlining which actors shou}d act, what acts they should
pursue and what their targets should be.

Measurement of the success of policy is difficult, to say
the least. Nevertheless, a comparative assessment is inevitabdble.
During the course of this study the shortfall in Britain's per-
formance in attracting foreign investment, particularly in
relation to Eire, becamé a political hot potato. The incentives
available and the opportunities for foreign firms became a
secondary issue to that of examining how well the organisations
involved in attracting foreign investment were performing in their
task. Consequently, management consultants, Coopers and Lybrand,
were hired by the Department of Industry in order to examine
development organisations in England. Select Committees were
given the task of investigating development bodies and their
efforts at attracting inward investment in both Scotland and
Fales. |

The present study is more embracing and-wide-ranging than
the government-sponsored investigation. In particular, the view
is of Britain as a whole and the role of all agencies from_the
lowliest local Authority upwards is considered. The organisation-
al arrangements, methods employed and main activities of all
types of organisation involved in industrial promotion are

. examined closely. Implicitly the.successfulness of .them is care-~
fully scrutinised; although as with the general tenor of the study
wider understanding and judgemeﬁt are preferred to superficlially
more comparative statistical analyses for measuring success. The
conscious preference is also towards a'wide-ranging approach in
order to give a well enough balanced supply of information to
support the progression of the analysis .and conclusions.

The main techniques used for obtaining information for the

W

study are by survey analysis, interviews, documentary analysis
e SRR e

and by use of published materials. Examination of how well
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various organisations were doing in stimulating enquiries,

obtaining investors, and dealing with them was made possible by

considering the issues from numerous view points. The perception



of the organisations involved from bothinside and outside was
researched. Hence perceptions are the key to the whole study

although interpretation can only_be a matter of policy analyst's

judgement.
The specific research techniques used vary by each section

of the'analysis, depending upon which techniques were considered
appropriate. Consequently research method and design are dealt
with as the study pruceeds. In general the research designs are
quasi-experimental in that they are not stimulus-response in
nature. The basic approach is, however, scientific by the
inductive route having reduced an area of interest to an operation-
alised researchable area bringing forth hypotheses to be tested
by obtaining data, which once analysed can be used for making
generalisations.

Overall, the study is specific, although eclectic, in
approach. Full use is made of a "baggage™ of social science
concepts and of a range of subject areas. 1In particular, areas
important in the study of policy making, policy translation,
implementation and evaluation are examined,'”Insiéhts are
of fered into other areas of politics such as decision-making,
central-local relations and organisational behaviour and re-

lationshipse.
The study that follows is sequenced to progress from

exanining the wider aspects of the international political
system and the role of multinational companies through to the
relationship of dne state, Britain, and its inward investment.
Finally, we focus most attentién on Britain's welcome to foreign
investment and the way in which attraction is achieved. In
order to give an overall view of the sequencing and framework

of the study a chapter by chapter summary is given below.

The overall objective of the remainder of the present
chapter is to make necessary reviews of the background liter-
ature and to provide further indication of the motivations
behind the issues and problems to be addressed.

Initially foreign investment and multinational companies
are considered in the widest international political and

economic contexts. Following this we move in closer to examine

the 'relationship' between host states and inward investors. The
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focus is on Britain but some couparisons are made to policies
towvards inward investors in dher states. After this, at the
end of the chapter propositional benchmarks for the rest of the
study are arrived at. 1In all then, the restof tlie present
chapter can be seen as providing the general framework and con-
textual setting for the remainder of the study.

The second chapter provides a detailed picture of foreign
investment and its effects on Britain. The chapter is given
over to a statistical and factual description of the growth,
gscope and distridbution of foreign investment in Britain. Tables
are used liberally in order to depict trends in inward invest-
ment and its contribution in both spatial and economic terms.
The chapter thus provides a benchmark against which to assess at
least some of the perceptions that are considered later.

The third chapter establishes the policy towards foreign
investment and examines the roots of this policy. Government
policies towards, and. impinged on by foreign investment are
assessed and an attempt is made to sift through the decision
gystem in order to relate the attitudes of politicians as :
policy shapers and the policy positions that have been adopted.
In assessing the opinions of politicians, propositions relating
to the goals of government and foreign firms and propositions
examining the effect of Iinward investment on government
policies are considered. In an attempt to trace the source
" of policy positions and orientations specific propositions
relating to the perception of the merits of foreign invesiment
are utilised. In the end the long-stan@;ng policy of a

virtually unqualified welcome to inward investment in Britain
is established.

In chapters four, through to six, the implementation of
policy as an intention to welcome foreign investment is discussed
by looking at the organisations involved. A series of propositions
relating to the attraction of foreign investment are considered,
thus examining policy translation in this unusual policy setting
where the policy of "welcome" specifies neither the actors to be
involved in implementation nor the acts they should pursue.

In the first two of the three chapters dealing with the

policy implementors and policy implementation,attention is
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spread across the whole range of agencies concerned with inwvard
investment right through from Local Authorities to the Depart-
ment of Industry's Invest in Britain Bureau. The multi-
organidational and orgsnisational goals and responsibilities are
considered as a prerequisite to understanding the ways in which
various organisations are involved in the attraction of foreign
investment. Considerable emphasis is placed on obtaining the
views of individuals involved in policy implementation as they
play their role as proximate decision makers in the absence of
central directives.

In the sixth chapter assessments of the organisations
involved are made. The problems arising from a multi-organisa-
tional setting, including those of competition and duplication
of efforts, receive attention. The possibility of multi-
organisational sub-optimisation is examined, and a central issue
addressed is whether or not it matters that superficial or actual
competition or duplication of effort is wasteful so long as the
results are acceptable. A black and ﬁhite approach.is not
assumed. By this we mean that it is not assumed that a multi-
plicity of agencies necessarily means inefficiency and poor
results for this could be a potentially false premise.

The penultimate chapter restores some balance to the study
by considering the view from the firm. The chapter is largely
based on the literature of international business and economic
geography. Surveys and studies done by others are drawn upon as
the strategies of firms, their location policies and the
functions of multinationality 5i1 come under scrxutiny. The
fundamental pressures on companies to make foreign investments
and the actual processes of/ making transnational investment and
locational decisions and moves are considered. In this way the
needs and desires of foreign firms are laid out and the extent

to which these are understood and are being met in Britain are

discussed.
The conclusion fulfils the usual role of recapitulation and

drawing together of ideas, as well assessing what the study has
shown and added to understanding. The links between attitudes

and policy aré congsidered and the paradox of a consensus leading

to incoherence in the only aspect of policy identified, the
11



policy of "welcome", is subjected to constructive criticism. The
major part of the chapter is devoted to making policy recommend-
ations predominantly in relation to the approach to attracting

foreign investment.

l.1. Foreign Investment and Multinational Companies - The Wider
Pergpective

In this section the main features and capabilities of multi-

national companies are considered especilally in their relation to
the nation state. The vast majority of political scientists

who have written on this subject take a rather doomwatch stance
in expressing anxiety about the growth of multinational companies
and thelr effects on the nation state. Although an attempt has
been made to put over the general tenor of the viéws of
political scientists in the discussion following, the positing
of alternative views has been a conscious effort in o rder to
attain a more balanced appraisal.

At the outset of the discussion two basic questions appear
relevant. First wemﬁst ask in what ways has the status of
multinational corporations been changing, and secondly, how do
the actions of multinationals affect the power of stétes and govern-
ments? A lack of hard evidence coupled with diagreements amongst

recognised authorities on the sudbject means that conclusions are

not easy to reach.
Until recently studies of the impact of corporations and

multinationals were few although such studies have become a major
growth area for about a decade since the Harvard Business School
began the trickle which turned into a bidbliographic flood.
Initially corporations were considered from purely economic
viewpoints. They were seen as new business organisations that
would come to challenge the validity of the ageing free enter-
prise system. Discussion of political implicatlons was restrict-
ed to a few more obvious issues and suffered from superficiality
was a result. Political scientists were later entrants to the
forum of discussion. Most political scientists tended to

retain their traditional focus on governments and states as
primary political actors, thus largely ignoring the business

enterprise and therefore perpetuating a rather unrealistic view

of sovereignty. Most political scientists writing on the subject
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tended to constrict their view of multinational sompanies to look-
ing at the concentration of power in multinationals and the growth
of multinationals as an undemocratic force. Many apparently felt
that multinational companies were'beginning'to usurp, and would
eventually overthrow, the nation state as the main actor on the
world stage. Whilst business journals proclaimed the iﬁmensé
economies of scale and benefits accruing from multinationals, political
scientists worried about the potential costs and damage to world
order. o

Political scientists soon recognised the potential importance
of the topic and began to suggest the demise of a world of states
founded om the concept of sovereignty. According to Kavanagh:

"It is suggested that internally the corporations
are tending to by-pass the legislatures and other
representetive institutions, while externally the
multinationals are integrating sectors of economies

of actor states and employing a management which
may owe primary loyalty to the corporation and not
the Btate in WhiCh they are based-.---

eees.The emergence of multinationals therefore, notonly
seriously challenges many of our cherished political
institutions and procedures, it also confronts our
patterns of thinking about the sovereign state,‘!which
have been inherited from the 16th Centuryeeceeos

seeeeln that they escape from the constraints of
national boundaries and representative instituions

it is alleged that the corporations are rendering
obsolescent our traditional concept of both peace and

sovereignty." (8).

The overwhelming majority of political scientists see at
least a diminution of sovereignty and the independent activity
of states resulting from the rise of multinationals on the world
stage. Vernon has suggested that "sovereignty isiat bay" (9)
as a direct result of the rise in nuﬁber and stature of multi-
national business enterprises. Kindleberger has proclaimed that
"the nation state is just about through as an economic unit"
(10). He goes on to suggest that:

"At the moment, I think the multinational
corporation is evolving into the international one
faster than national governments are girding them-
selves to produce adequate policies. I suggest the
need to hurry." (11).

Added to this, llodelski has said that it would be wrong to neglect
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the growth of the multinational company:

"Corporations are an important part of present and
future international systems and, even though we need
not think of them as becoming governmental organisations
in their own right, their political functions as
structural components of systems of world politics can
only be neglected at our peril." (12).

Kavanagh, Vernon, XKindleberger and Modelski were all con-
cerned with the growth of corporations and the power relationship
between states and multinational companies. All weré‘writing in
the early 1970's and offering thought-provoking'conciusions
although these were based mainly upon limited examples of
multinational companies behaving in a manner disturbing to the
predominance of state sovereignty. At the time the warnings on
the possible demise of sovereiénty and the need to gird against
multinational companies at least succeeded in drawing*aitention
to the scale of international business and the need for govern-
ment policles commensurate with the scale of the burgeoning
phenomenon of multinationals in the international system. There
may have been an over-reaction on the part of many political
scientists but simply by highlighting actual ‘and potential -
probleﬁs there may have been some modifications to the behaviour
and relationship of firms and governments. Perhaps the most
major omissioh in these studies, however, was the failure to
recognise the symbiotic nature of the state-company relationship.
States require successful business to provide economic develop-
ment whilst 4f is the state system which provides multinaticnal
business with many of the advantages of actually being multi-
national. It is worth noting that once corporations have
stepped over state boundaries they in ﬁo way seek to break down
the boundaries, for these borders are a major source of advantage
for multinationals. The existence of national frontiers means
that multinationals are able to exploit many advantages such as
differential wage and exchange rates, the competitive incentives
governments provide to attract investment and different state
laws, especially those covering taxation and pollution. As
‘Modelski later identified:

"In fact, the giant companies with numerous
subsidiaries have flourished precisely by taking
advantage of national frontiers as shelters." (13).
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He also modified his own view to a less alarmist position than

previously:

"National sovereignty is not really at bay at all,
and the conflict of the multinational company with the
state is not really as great as made out to be." (14).

It would seem that a host of political scientists have at
some stage offered views on the strength of the impact of multi-
national companies in relation to states. Invariadbly, such
alarmists seem to offer . only limited and isolated evidence
from which theyextrapolate scenarios of companies not states
dominating the stage of the international political system. In
doing this there is a denigration of the potential of states for
accommodating the new force. lLess alarmist political scientists
such as ﬁye (15) and Gilpin (16), however, having considered the
the more mundane majority of the multinational-state relationships
concluded that although the two types of actor impinged upon one
another's behaviour ideas such as the rendering of soverelgnty
obsolete were far too extreme; The present study attempts to
shed 1ight on the debate by considering how one developed state
behaves in its relationship with fofeign based companies,
especially as they operate within its own boundaries.

One common flaw in analyses covering the state-company
power debate is to liken the two types of organisation unduly.

As one author puts it:

"Companies, it should be noted, possess many of
the attributes of sovereign states. They have large
resources at their disposal, they command the loyalty
of large numbers of employees to whom.corporate
identity is often more important than national identity,
they have their own spheres of influence as a result of
the division of world markets among themselves and they
engage in diplomacy and espionage activities which have
traditionally been viewed as the exclusive domain of

governments." (17). |
It is certainly true that both states and multinationals may

possess similar fundamental elements of complex organisations

viz. an identity, members, a budget and a bureaucracy but the
two are playing necessarily different games, those of the state

being much more multi-faceted.
There can be no doubt that the impact of multinational

companies can have a significant bearing on state policies and

policy making but the impression that multinationals are so
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powerful vis a vis the state that they will render sovereignty
obsolete and bring about a new world order is not well founded.
Such analysis is deficient and hus been recognised as unwise as
it ignores the heavy dependence of the corporation on the state
and existing world orxrder (18). Multinational companies are
fully cognizant of the fact that the continuance of an amenable
milieu for their operations depends on the benefits accruing to
host states outweighing any costs imposed. Business enterprises
whether national or multinational are likely to see their
interests as best served by the maintenance of the status quo and
the avoidance of conflicts with the aspirations of nation states.

At this stage e view of the actual complexities is called
for. Before further examination of the state-multinational
rglationship it is necessary to consider the various definitions,
characteristics and attributes of multinational companies.

In the first instance, it needs to be stressed that Just
as states differ both in characteristics and behaviour patterns
so do multinational companies. Multinationals are all too
readily branded as uniform in natﬁre and it is ofteﬁ presumed
that they behave rationally along the lines of Allison's
Rational Actor model to the exclusibn of his other explanatory
models for state behaviour (19). Just as the Rational Actor

model alone is inadequate as an explanatory model for state
behaviour so it is for multinational behaviour. It is true that

profit motivation may lead to predominance of rational action
but company goals are more multifarious than this. Farthermore,
the operatidngl environment is dynamic and the activities of

competitors and other actors have to be anticipated and

accommodated. The idea of there being a uniform entity called
the multinational company which possesses predictable behaviour

patterns is manifestly too simplistic.

With such variable patterns of behaviour, defining the
characteristics of a multinational company proves difficult
and consequently there can be no typical relationship between
state and multinational, there being no typical state or multi-
national. Though the state-nultinational relationship will
vary the fear still remains that a state will not be able to

insulate itself effectively from the penetration of an
16



exogenously based actor playing possibly disruptive games.
Nevertheless, most multinationals are keen to cultivate the
image of "good corporate citizens" even though their position

may vrovoke much of the controversy about state autonomy and

its validity.
Having recognised the heterogeneity of multinational

companies, and consequently at risk-of over-generalisation, both
the definitions and main features of multinational companies
require attention. A generally useful definition is put forward

by Raymond Vernon. He describes multinational companies as:

"A cluster of corporations of different

nationalities that are joined together by bonds
of common ownership that respond to a common

strategy and draw on a common pool of human and
financial resources." (20).

The United Nations Commission on Trade Law (UNCITRAL)
provides another broad definition:

"The term multinational enterprise is used in a
broad sense andincludes enterprises which through
branches, subsidiaries or affiliates or other
establishments engage in substantial commercial or
other economic activities in States ("host" States)
other than the State or States in which decision
making and/or control is central (the "home" State)."

(21).

This encompassing definition is probably most useful for the
purposes of this study. It can be used to cover both the smaller
type of firm with operations inonly one or more host states as
well as the more highly visible large companies operating in
many states. _

The more operational definitions of multinationals rely on
various indicators. Thus 1f a certain pércentage of a company's
total activities in terms of sales, investment, production,
markets, or emploﬁment are foreign then these are often taken as
indicators of multinationality. An example of a useful operation-
al definition is that used by one of the world's largest
financiers of multinational enterprises, Citibank. To be class-
ed as a multinational by them, four criteria have to be met by
the company in question (22):

1) Manufacturing facilities in at least four countries.

2) fore than 25% of the consolidated revenues arising
from foreign sources.
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3) commitment to international business,

4) Global strategies with regard to manufacturing,
marketing and financial management.

Attenpts at providing an all-encompassing definition would
be futile achieving nothing more than a further definition to an al-
ready over-burdened list. A1l that needs to be stressed is the
heterogeneity of multinational companies. Perhaps then, as an
alternative to definitions, classificatory systems may be help-
ful. Various measures of size, type of shareholding, enterprise
function and product type are often cited as important, but a
similar classificatory system for states (where N is much
smaller) proved less than advantageous when attempted by
Rosenau. (23).

Despite feelings that definitions and classificatory
systems are necessarily inadequate three main features dis-
tinguishing the mature multinational and underpinning power’
relative to the state can be suggested. First in importancé is
the size of some of these organisations._rInieconomip importance
large multinationals such as I.B.M., Ford, and Unilever can over-
shadow many states. They can make themselves extremely st@?le
by virtue of the economies of scale, and cbnsequently can
support, among other things, a technostructure of experts,
high risk activities, and can enter into long range planning to
a far greater extent than the small company in a system where
there is much more free-~-enterprise.

The second characteristic is the ability to specialise and
thus exploit economies of scale and comparative advantage.

This characteristic can be of great importance to high technology
operations. Contrar&_to this, however, is the counter trend to
offset over-specialisation by accumulating a wider range of
activities, possibly to the extent of becoming conglomerate
rather than specialist. '

A third characteristic is that mature corporations are
often economically very important entities, their central
capabilities being demonstrated in the possession of capital,
technology, and access to world markets. They can often set
up an amenable milicu by making relations with the state

synbiotic. ILarge corporations are susceptible to unpredictable
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and unplanned markets and so must rely on the state to provide
stability in thesc areas. As the large mature corporations
beconme interwoven with the state their aim must be to influence
policies such as the regulation of agrregate demand, prices and

incomes, and government purchasing.
Although multinational companies have certain important

strengthening characteristics to enable them to maintain and
improve their position, multinationals are, by their presence,
likely to pass on benefits to thelr host state. 1In perceiving
this, states are likely to adopt a position whereby they can
attract inward investors and the benefits they may bring. On
the other hand, states are liable to be sensitive to the ability
of multinational companies to act contrary to specific policies,
particularly those of a developmental, fiscal, economic or
employment nature. It is logical to assume that the more
detrimental are the behaviours of foreign firms, the more
desirous will the host state be for controls to be placed on
inward investors. These points are dealt with in the form of
propositions set out later in the chapter. |

It is inevitable that any desire for states to glrd against
the possible detrlmental aspects of multinational behaviour
has always to be balanced against the possible oss of firms.

A foreign company will not be attracted to the state
offering exéessive restrictions compared to those prevailing in
other states. The state which does impose extra restrictions
and monitoring will lose out in the competition to attract
investors who may otherwise have brought benefits such as
new technology, job provision, or addition to national growth.
The state that succeeds in attracfing foreign investment will be
the one whichis perceived to be offering most opportunities. It
therefore follows that any variation in the staace taken by
states will lead to variation in their attractiveness. Out of
self interest, therefore, states are likely to compete in the
minimisation of restrictions on inward investors. Furthermore,

because re-locating multinationals are a relatively scarce

commodity, states are likely to become involved in active en-

couragement policies with inducements. This may reach such a
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pitch that re-locating firms can play off states or even intra-

state bodies in order to maximise financial or other inducements.

A foreign company once arrived will no doubt have to comply
with existing state legislation directed at all companies and
once a foreign company has established itself in a particular
state that state mpy not be able to tighten up controls to any
considerable degree. It must not be forgotten that the multi-
national has the ability, if not so often theinclination, to
move its operations elsewhere, or at least to decide on future
investment being located elsewhere. International re-location
is unlikely except for extremely footloose industries for the
costs involved both for the physical re-location and the
opportunities which may be lost can be prohibitive. This is
partly why it tends to be older, and less efficient plants that
are used as bargaining chips and are rone to the "rationalisation
axe",

In a case of extreme dissatisfaction with a foreign investor
a host state can take the drastic step of ejection or national-
isation. Both will be options that are rarely invoked. Nation-
alisation may be futile when a branch or subsidiary plant forms
part of an integrated operation. The nationalised plant might. find
itself stranded with crucial functions such as marketing or the
production of vital components for manufacture being carried out
in other states. less extreme measures than nationalisation are
possible but any serious attempts at control can be met by the
transnational nature of many multinational companies. "The inter-
national corporation (according to Kindleberger) belongs everywhere
and nowhere and is truly international.” -(24). Kindleberger is
among many authors in portraying the elusive status of such
organisations and the pmoblems of pinp01nting them. Whether such
a view is in touch with reality is open to question. It must be
remembered that the sort of large scale invesfﬁeﬂts involved can
hardly be branded as elusive and, furthermore, the idea of
belonging everywhere and nowhere is misleading for it is generally

the case that multinational corporations are centrally co-ordinated
under global planning operations even 1if spread worldwide in

operational terms.
With centralisation in a home state common, the focus for
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controlling companies should perhaps be the home state. It is
most likely that the home state will impose restrictions,
particularly with regurd to such things as capital movements but
should home state legislation not go far enough to satisfy a
host, then perhaps the host should lobby the home state with the

aim of altering legislation.

The main alternative to individual states controlling the
behaviour of multinational companies 1s seen as taking inter-
nationally agreed steps at control. The logic.of control
agreements being international is legitimate inasmuch as multi-
national companies are international, or at least transnational,
in scope. The major problem inherent in any international co- |
operative approach is that the states involved either adopt
individualist positions or multi-state blocs with irreconcilable
differences tend to form. In the field of multinational business
thesplit tends to be between developed and developing states
though a dichotomisation is an over-simplification.

Discussing the international control of the multinationals
is a game played by many international organigations. Unfortun~
ately the main trend is for the blaming of multinational |
companies for ills and wrongs for which they are hardly respons-
ible but, then again, the multinationals arei@eal'whipping boys.
The Third World states can accusethem af exploitation and often
depict them as being in cahoots with the richer half of the
world which is determined to keep exploitation continuous by
maintaining’én ever widening economic gap, but, then again, the
rich states are no better, often blaming the woes of society
on corporations and the multinational ones in particular.

The U.N., the 0.E.C.D.y I.L.0., E.E.C., the International
Confederation of Free Trade Unions, the World Confederation of
Labour, and even the International Chamber of Commecrce (I.c.c.)
ere amongst the bodies suggesting controls to be‘placed‘upon the
activities of multinational companies. For the U.N. the question
of controlling'theﬁultinationals is bound up in the desire of
the Third World for a redistribution of wealth via a New
Economic Order. Not surprisingly, opposition to the codes
that the developing states support emanates from many developed

states. However, the developed states may be persuaded to
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support implementation so long as the teeth of any code are not

too sharp.

The labour organisations are interested in similar areas to
the U,N., on a moral level, but tﬁe main emphases are on the Trade
Union rights of recognition and participation, the need for
regulation of restrictive practices, and the detrimental aspects
of the rapid spread of job-shedding technology.

Codes have been forthcoming even from the rich states. An
Il.C.C. code was produced in 1972 but despite its recognition of
the special needs of the Third World and recommendations that
multinational enterprises should promote the advancement of
developing states it was full of loopholes, such as suégesting
that companies should promote technological development "wheneyer
practicable", or should use local suppliers "if prices and quality
are competitive." The I.C.C. code was years too late and with its
convenient company biased loopholes could achieve little more than
the prudent businessman would already practise.

Issues pertaining to multinational companies have been dis-
cussed in the E.E.C. Community company law does assist in
"econtrol" in that it is applicable across state boundaries, but
measures specific to regulating multinational companies have yet
to go beyond the discussion table. The Commission gave a basis
to discussions in a csommunication to Council in 1973. (2%).

This urged the alleviation of worries about the activities of
nultinational companies and dealt with such matters as informa-
provision, cdmpetition and mergers, employment and employment
protection, and general harmonisation of company law and taxation.
Discussions have Eontinued but changes ha%e been few. Nevertheless,
the generation of information on approximately 9,500 multination-
als has been achieved by the Commission using data given by member
states (26) and this may be a contribution to considering future
policy, although the cynic may judge the information generation as
an end in itself seen as useful in avoiding future policy.

The 0.E.C.D. has been one of the most active bodies in the
field of drafting and proposing codes of conduct for multination-
al companies. O0.E.C.D. proposals have largely been acceptable to

business, if not to trade unionists. The proposals have been more

reasonable than those emanating from organisations where Third
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vVorld representatives have a significant voice. The most recent
OIEiC!D. COde is prObably more likEIy tO BuCCQEd in that it iﬂ
recognised that three quarters of multinational company activity

is in 0.E.C.D. countries, and notably not in the Third World.
A consideration of the 0,E.C.D. code may be beneficial inas-

much as rich states recommend it. The Code set up in 1976, and
now under review with the Trade Union voice pressing for stronger
measures, basically makes the following recommendations:

a) Companies should recognise government policy
objectives.

b) Supply of information by subsidiaries to
enquiring local governments should be
encouraged, although a loophole allows
business confidentiality to be over-stressed.

c) 3Bribery and corruption should not occur.

d) Subsidiaries should not be fettered by manage-
ment policies which restric: freedom +to develop
and sell where it pleases.

e) Information should be published on structure,
ownerships, results, intra-group pricing etc.

f) Abuse of dominant market poéitions_qhould be
avoided by allowing competition and avoiding
unfair pricing policies etce.

g) Companies should co-operate in anti-trust
investigations.

h) Companies should not seek to avoid national
taxes by methods such as transfer pricing.

i) Trade Unions should be allowed under con-
ditions comparable with those existing in the
‘host state. Trade Unions should also be given
information on the company's performance and
proposals in states where this is possible,;

j) Transfer of operations should not be used as a
bargaining chip particularly in labour
negotiating contexts. \

On the whole the proposals whilst encompassing are normative
recommendations lacking the teeth required to allow successful

regulatory implementation, although some companies have taken

them seriously. (27).
The British Government has not given great weight to actually

pursuing guidelines. Although the O.E.C.D. text was ﬁublished by
the Government (28) and Mr. Alan Willi=zms, Minister of State in

the Department of Industry in the last Labour Government said
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that the "the 0.E.C.D. declaration and decisions constitute =
major step forward" (29), the application of guidelines hardly
seems high powered. The 0.E.C.D. has been kept as the main forum
for reviewing guidelines and resdlving problems. The main con-
tribution from Britain to the 0.E.C.D's Committee on Internation-

al Investment and Multinational Enterp;ises is through views ex~

pressed on these matters by the Business and Industry Advisory
and the Trade Union Advisory Committees. The intergovernment
consultation machinery in the 0.E.C.D. 2ls0 provides a route for
information passed on through_U.K. Departments to the Government
regarding any difficulties. Debate may be better than nothing,
but the measures taken appear to gloss over the need perceived by
many for an inspectorate with teeth able to match the strength of
multinational companies. .

In terms of the present study the most significant aspect of
the subject of producing international codes for control is in
stressing that international organisations are an additional group
Joining the many academics, intra-state organisations and states
themselves in showing concern with the multinationallcompany and
the need for controls.

The 0.E.C.D. guidelines do serve to summarise the most salient

problems envisaged by states vis a vis multinational enterprises.

Some of these deserve expansion. Major fears arise from the
multinational domination of crucial sectors of national economies.
In Britain, for instance, multinational companies tend to be pre-
dominant in:termé'of'manufacture and sales in three inmportant
sectors; computers, micr0proce§éors and micro-electronics, and
motor vehicle manufacture. Issues of National Interest emerge as
even the sensitive defence sector comes to depend on these
"foreign-domin;ted“ sections. (30).

A major cof}cern of states is the financial losses that multi-
nationals can cause especially by financial manipulations. Major
losses in state revenue can be brought about by multinational
companies escaping from full tax payments brought about by
wriggling out of national fiscal controls by transfer pricing.
(31). Further problems can arise from the repatriation of capital
to the host or other states. Many states fear becoming too

dependent for capital on the investment of foreign companies.
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When' in 1963 multinational companies based in the United States
followed government guidelines on the repatriation of capital and
limitations on exports of investments, many states, particularly
Canada, Belgium and Australia, were quick to protest. They fear-
ed that this sort of action clearly demonstrated the multination-
al company's centre of loyalty in a case of intergovernmental
disagreement.

Many writers, particularly those on the left, fear the
strength of a connection between the state and multinational
company. A common view is that the spread of the multinational
company is a mere facade for the growth of American or Western
capital that perpetuates the colonial structure of the world
economy in & modified form. Need the Third World countries have
any more ammunition than this for their arguments against the .

. multinational companies? ,

Demonstrating a strong link between the state and the multi-
national company is exceptionally difficult unless a few examples
where this may have been the case are used and'then_thinking is
extrapolated from these examples. The Soviet author? Dmitriev,
clearly sees a link when suggestihg the operations of multination-
al as "intruding directly in the sphere of Foreign Policy.... toO
the extent of being an instrument of Foreign Policy." (32). That
foreign based companies often have substantial power and leverage
potential in states is not disputed but it seems more likely that
the company will act in its owninterests, whenever possible avoiding
home-state manipulation, even if policies may appear to be of a

similar perspective to those of the home state governments. How=

ever, the coincidence of multinational and home state policy towards
another state is likely as both compaﬁy and government officials are
likely to share a similar social,'cultural and politiceal ethos.

Occasionally the home state will try to manipulate companies
with operations in other states to act in its favour rather than
invoking another possible arm of foreign policy. The I.T.T. -
Allende affair in chile is often cited, though is as often as not
wrapped in a mist of myths as in hard evidence. Inevitably this
will be the case in a situation surrounded by suspicion and

innuendo. If there was a collaboration between the American

government and the company concerned then this is one of probably
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only a small number of cases. In most cases it would appear that
firms would resent being manipulated. For instance, the two year
ban on computer technology transference imposed by the United
States on France in order to slow down its nuclear programme had
to be enforced on the companies who were primarily only interested
in selling their products.

Dmitriev (33) has suggested a number of cases where a
collaborative link could be seen between multinational companies
and home governments seeking to impose foreign policy preferences
on other states. However, in all the examples he uses it is
possible to conclude that companies are only acting in their own
interests which may just be coincidental with those of the home
state. A couple of exampies he cites serve to support this view.
First he cites the multinationals funding right-wing parties in
Europe. Secondly, he recognises their high investment in states
under right-wing regimes such as South Korea and Taiwan. Furfher,
he sees the multinational companies as the mainstays of the South
African regime. In all these cases Dmitriev could be recognising
the link between multinationals and their home govérnments, but
without goingm to prove the link it is possible to argue that
companies are acting autonomously in their own interest of obtain-
ing an amenable operational milieu.

It is interesting to note that it is not just a fear from
the left that exists with regard to external manipulation. A
two year study by the Commerce, Consumer and Monetary Affairs
Committee of Congress in the U.S. recently reached the conclusion
that the U.S. as recipient to increasing amounts of foreign direct
investment was becoming increasingly vulnerable to often politic-
ally inspired and poorly reported (34) investments from abroad.
The Chairman of the Committeé,Mrt Benjamin Rosenthal commented
that "The -bottom line is that more decisions made about our
economy may be made outside the United States by foreign companies
frequently subject to the foreign policies of their home

countries unfriendly to America." (35)-
It is worth noting that in this statement state-company

1inks are being assumed.. This contrasts with alarmist 'writers

geeing multinationals as eventually usurping state sovereignty.

In this instance, however, it would seem that Mr. Rosenthal's
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statement was a reaction to the sudden recognition of their being
many more foreign based companies in the U.S, than first assumed.

The home state-company link is to some degree inevitable but
multinational.companies have the ability to act completely outside
their homg state or to even completely ignore the concept of
possessing a home state. They can be independent to a large degree,
especially by being able to raise capital internally and to act‘
outside traditional money markets, especlally since the emergence
of internationally liquid funds such as Eurodollars. A‘basic
asymmetry between state and multinational corporation can arise by
virtue of the latter's ability to possess and move around vast sums
of money thus posing a threat to the strength of national currencies,

BEvidently, multinationals can be upheld as independent inter-
national actors, though the extent of this independence lies in the
eye of the beholder. Complaints about multinational companies

abound:

r

"It fiddles its acounts. It avoids or evades

taxes. It rigs its intra-company transfer prices.

It is run by. foreigners, from decision centres

thousands of miles away. It imports foreign labour
practices. It doesn't import foreign labour practices.
It overpays. It underpays. It competes unfairly with
local firms. It exports jobs from rich countries. It
is an instrument of rich countries imperialism. The
technologies it brings to the third world are old-
fashioned. No, they are too modern. It meddles. It
bribes. Nobody can control it. It wrecks balances of
payments. It overturns economic policies. It plays off
governments against eachother to get the biggest invest-
ment incentives. Won't it please come and invest? Let

it bloody well go home." (36).
The multinational company is clearly a favourite scapegoat, being

criticised for more than that for which it is directly responsible.
At least the present study attempts to throw light on the above
list of gut reactions. |

A major problem is that studies often either consider
isolated examples of bad behaviour or they end up declaring that
the world is soon to be similar to the one described by Orwell in
his book 1984, where a few major companies willown and run every-

thing in sight. Much of the writing on the subject has a Dick

Tracey ring to it:

wwill the multinational continue to be ruled by
faceless corporate elites who commit important .
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political acts but are not bound by notions of
constituency, responsiveness and accountability?"

(37).
Or will the state system fight back and maintain control?

Despite criticisms the multinational enterprise cannot be
devold of any virtue. Just as Marx was able to praise the
achievements of the bourgeois society in his Communist Manifesto
the multinational can be praised. The interdependence created
by transnational organisations amongst which the multinational
company is predominant can be considered as cohtributory to
peace. From a national viewpoint the host ‘may benefit from
foreign investment as it "adds to capital formation in the host
country, brings managerial and technical skills, may promote
regional development by moving into depressed areas, stimulate

internal competition, and may contribute significantly to the
expansion of export earnings of the country". (38). |

States undoubtedly gain from inward investment and * \
"potentially the multinational company is an overwhelming force for
material progress in the world;“ (39). It woﬁld appear that in-
ward investment would bring such material progress to host states
in that it has an effect on government policies and in the

following areas:

(a) Employment. Inward investment maynbring'a :
net addition to employment,

(b) Regional development. Inward investors may be
‘pulled or pushed into lagging regions and this
may assist in their reinvigoration.

(c) Competition. Foreign investment may stimulate
competition and force productivity improvements

in existing industry.

(d) Development. Foreign firms may, by virtue of
inherent advantages such as those related to
scale and access to capital and markets, be
more able than indigenous firms to invest in
high risk sectors, infant industries and
industries that are inefficient at present.

(e) New technologies. Inward investment may short-
cut the route to new technologies and skills of a

technical or managerial nature.

(f) Trade. Inward investment can stimulate trade and

may bring benefits to the balance of payments by
virtue of import substitution or additional

export opportunities.
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Despite this impressive list of potential and actual advantages
aceruing to the state from foreign investment it remains that the
vast majority of academic outpourings on the subject have high-
lighted the detrimental aspects'of foreign investment, sometimes

almost to the exclusion of the benefizial attributes. As

Galbraith has recognised:

"In the past thirty years no economic institution
has so intruded itself on the economic landscape as the
multinational company. None has provoked so much
discussion or been the subject of such obsessive concem-
and almost every reference has in it a note of anxiety."

(40).
In his major TV series, The Age of Uncertainty Galdbraith happened

to make some amiable references about multinational companies. He

suggested that multinationals may be beneficial in serving to
diminish nationalism and contribute to world econom iz development.
Galbraith found that no other reference in the series brought on
such indignant criticisms as these. (41). “
Galbraith and the 6heermongers are in a definite‘minority in

relation to the doomwatch,majofity. In the foregoing it has been
attempted to reflect the prevailing'viewpoiﬁt'but, wherever |
possible, it offers alternative perspectives. If desires for
undertaking a piece of research such as this arise from a feeling
of puzzlement, then it lies in the apparent lack of girding by
states to deal with the detrimental aspects of multinational be-
haviour as suggested by the doomwatch authors. In relation to this
study the puzzle can be formally stated thus:

Thefmajdrity_of-politiéal scientists writing on

mnlfinatiohalﬂcomﬁanies.anﬂﬂinward investment -emphasise.

the detrimental aspects of the behaviour of foreign

firms and their effects on host states. In spite of

these writings it appears that these detrimental aspects

have not been recognised and translated into policies to

gird against and deal with them at least in the British

CaASCe
In the foregoing some criticism of the doomwatch authors has

begun to provide insights as to the answer to this puzzle. Perhaps

we can already assume that the answer 1s that the detrimental

gspectsare not significant. However, having criticised many
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previous studies for their lack of thoroughness and extrapolation
from the exceptional it is necessary to give the matter the pre-
cision and attention that is due to it. llere then, we aim to add
systematic empirical research to throw light on and counterbalance
the generally alarmist writing'which has often been approached by
scouring the evidence for the support of hypotheses.

1.2 The Host State Position - Great Britain

Before moving on to set down a number of propositions a
brief and necessary excursion is made into looking at the host
gstate position in general. The approach to foreign investment
in other states is considered to see whather fhere are any |
peculiarities in British policy that may go towards answering the
puzzle of the apparent lack of policies to gird against the
detrimental aspects of foreign investment as recognised by many
political scientists.

At the outset it must be re-emphasised that the views about
foreign investment will vary from state to state. Very broadly,
developing and developed states will have different views of
multinational companies and their operations. The focus in this
study is on the developed state and later in this section we will
briefly look at Canada as a state where foreign multinationals
dominate the economy, and France where foreign investment has
increased considerably in recent years and is becoming more
similar in scale to that in Great Britain, the state under
scrutiny in the remainder of this study.

Cconcentrating the study upon one state is in keeping with
suggestions made 5y the Conference Board's study o6f multinational
companies. In their second report (42) they suggest: "our ex-
perience thus far underscores what we suspected at the outset:
More research, focusing on single countries and a limited number
of multinational companies - and stressing in depth interviews in
the future. Without it, we will be severely handicapped in
efforts to separate what is valid and invalid from the avalanche

of theories, claims, charges, hunches, ideas and fantasies people

have about the operations of the multinational firm outside of its

home country."
Host states will undoubtedly differ in their perception of

the utility of foreign investment. Their perceptions will relate
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to the opinions held on the costs and benefits of such investment.

Curzon has identified four potential sources of opposition to

foreign investment (43)
(a) The Left
(b) Nationalists
(¢) 2Zero growthers

(d) Redistributionist |
It can be assumed from this that the more strongly influenced by,

!

or reflective of, these groups that a host government may be the
more likely host state policies will reflect this. It must be
presumed that the converse also holds. It would seem reasonable
to propose that in the light of a lack of strong influences from
these potential sources of opposition in Britain over recent years
this would have some bearing on policies being more welcoming
that restrictive.

In most developed states hostility to multinational companies
and foreign investment is generélly subdued despite the existence
of some possible sources of opposition. Certainly the recognition
" of undeniable benefits accruing to states from:iossessing |
foreign investment has perceptidly muted criticism in times of
scarce investment, but benefits have to be balanced against costs
be they economic, social, cultural or political.

Often it is not so much the multinational company that 1is
criticised but it is the failure of governments to produce
coherent policies to cover foreign investment and the activities
of multinationals. This is noted by La Palombam and Blank (44)
in particular reference to Italy.' Hodges (45) in his study of

multinational companies and the 1964-70  Labour Government in

Britain came to a similar conclusion. He concluded that British
policy on inward investment had been-a case_ of benign neglect.
Hodges' study is useful in that he reached the ponclusion that
much of the alarmist Qriting on multinationzls and their impact
on the state did not stand up to a thorough-going analysis.
Hodges actually found that foreign investment was nqt seen as
threat but was.seen as a means to achieving economié objectives.
He also found less evidence of "Detroit style" insensi%ivity
than of co-operation with national aspirations and the policies

of the lLabour government of the time. It may have been assumed
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from what Curzon was saying above, that a government. left of
centre would have been kecn to take measures to control foreigm
investment, but any costs were seen as undeniadbly outweighed by
benefits,

In Canada where a large part of the economy is foreign
(largely American) owned, the lack of clear articulated policy
formed the focus of the Canadian debate which culminated in the
1976 Foreign Investmeﬁt'Review Act. This Act det up an Agency
to implement the guidelines that were laid down for dealing with
foreign investment. Not surprisingly the guidelines are not
dissimilar to the control recommendations of the 0.E.C.D. set
out earlier. The major points of the Canadian Act can be

summarised:

(a) Subsidiaries should be given a high degree of
autonomy (especially the right to choose their

own technology).

(v) If an enterprise is mainly raw materials
oriented then as much processing as possible
should be carried out in Canada.

(c) Foreign markets should be freely accessible
for exports and allocations should not emanate
from headquarters. |

(d) Enough profits should be retained to allow
development.

(e)# Pricing policy should beocpen. This being
aimed at the avoidance of transfer pricing.

(f) - Foreign companies should allow and encourage
“ equity participation by Canadian nationals.

(g) Management should be -substantiallycomposed
of Canadian nationals.

Whether these restrictions will cause Canada to lose investment
only time will tell but'much will be depenéent on the Agency's
interpretation and the vigour with which it implements the
guidelines. (46).

In Western Europe the picture is somewhat different, there
being loweﬁ levels of foreign investment than in Canada. Policies,
if existent, tend to be less extreme. In the Canadian case the
control guidelines refer as much to existing foreign enterprises
as to new investments. In Europe it isonly the latter which

receives separate attention there being little effort to treat

foreign owned operations, once established, any differently from

indigenously owned ones.
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Torem and Craig have considered developments in the control
of foreign investment in France. (47). They recognise a higher
degree of receptivity to such investment since the days of social
unrest in the 1960's. MNevertheless they believe it is possible to
identify some restrictive guidelines regarding foreign investment
although such have never been officlally published. They suggest
that the following group of factors would favour authorisation of

a foreign investment:

(a) If it makes a positive contribution to the
balance of payments.

(b) If the deal involves the establishment of a
new company as opposed to a takeover.

(¢) If there is a technological contribution to
the economy.

(d) If it provides competition in a sector where
it was 1&Ckingt

(e) If there is a contribﬁtion to France's overall
economic plan and decentralisation policy.

(£f) If there is a French participation in the corporate
decision making process. -

Alternatively it is suggested that the following factors would
be unfavourable to the granting of investment authorisation:

(a) If it would lead to the domination of a sector
of the econonmy.

(b) If there was any interference with an officially
sponsared "privileged field", e.g. the computing
industry where indigenous manufacture and

development are encouraged.

(c) If excessive "border area" investments were
involved especially in Alsace where the Germans
are heavily investing. (However, prevention of
such investment would be both contrary to E.E.C.
rules and against the interests-of an area
desperately in need of industry).

The criteria are quite logical and with the possible exception of
the last factor could be said to be relevant for_Great Britain.
In the French case Torem and Craig are able toO liét seven major
examples of refusals to potential inward investors, and this
provides support to their analysis of criteria. lHowever, in the
British case refusals would be much harder to find, and a summary

of the criteria used in judging the value of potential investment

would be much more difficult to establish.
Britain has iqcreasingly played the host state role since
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1945, though overall, inward investment is s5til11 smaller than
outward investment, even if the gap is narrowing. GCreat Britain
therefore has the dual role of be}ng both a "home" and a "host"
state although this study focuses on its role as the latter.

That Britain 1is home to a number of multinational companies will
have some bearing on its role ac host. For instance it is unlikely
that Britain would begin to impose harsh conditions on inward
investors as it could result in retaliation on British overseas
investments. llore important than this, however, is the fear that
inwvard investors would choose alternative locations in other
states.

Britain's position as a host is interesting for study in
that "the British position has been consistently favourable to the
incoming foreign investor" (48), at least according to the last
major study on the subject done for the Department of Industry.

In this study, Hodges, (49) as mentioned eerlier, concluded that
invard investment remained largely a non-issue for the 1964-70
Labour Government, there being hardly esny differentiation between
foreign and indigenous enterprises.

In that Britain has adopted a position of welcome with the
bare minimum of controls is to some extent a reflection of the
general tenor of the relationship between the government and firms.
llore often than not this relationship has been ad hoc and sector
specific. However, in the last twenty years government involve-
ment in the affairs of private enterprise have certainly grown
and at the same time many firms! particularly the larger ones have

adopted policies in order to influence state behaviour. Given

o

the increased interdependencies of firm and state increased in-
volvement in eachother's affairs is inevitabdble.

During the last two decades there have been many changes in
the relationship between government and firm. In the mid 1960's
there was an attempt to formalise the relationship via the joint
involvement of government and industry in national planning. The
subsequent failure of this syotem led to further support to the
belief that an arm's length approuch to industry was perhaps more
appropriate. Despite this damaging blow to the relationship,

government soon became involved in industry in setting up the

Industrial Reorganisation Corporation (IRC) with its aim of
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promoting mergers to strengthen industrial groupings capable of
competing with large scale and often multinational companies.

During its lifetime, the IRC, nevertheless, maintained an
arm's length approash and notably worked separately from Vhitehall.
It retained a relatively low profile being persunasive and . |
suggestive rather than interventionary, but despite this it was
soon disbanded by the incoming'Conservat;ve government keen to
return to an approach more reliant on market forces. However,
even this administration was soon to find itself involved in
"lame duck" rescues as the IRC had been in its later years. The
need for such rescues coupled with general industrial decline was
possibly seen as related to the relative success of companies
overseas. Such success was brought close to home by the increas-
ing numbers of successful inward investors, this in itself
assisting in the move towards closer relations between government
and firms once again. However, no coherent pattern was to emerge
during this period. Reluctance to becoming more closely involved
with industry and the abhorrence of national planning led to
pragmatié.and ad hoc involvement. |

The liberal tradition also aided in the view thét foreign
investment should be welcomed and that policies should not dis-
criminate between foreign and indigenous firms. In part, as had
been seen with the IRC in the 1960's, the 1970's underlined the
jdea that the challenge from inward investment should not be met
by illiberal and restrictive policies towards foreign firms but
by competing against them. The arm's length approach and liberal

tradition may provide some explanation to the puzzle as to why
there has been little girding against the possible detrimental

behaviour of foreign firms as outlined by many political

scientists,.
Although in the 1970's we have perhaps seen governments

being more positive and interventionary on occasion (and even
girding against the behaviours of foreign firms, at least
according to Jenkin in his study of the development of the lNorth
Sea (50)), there appears tolave been little deviation from the
secular commitment to liberal capitalism at least in tb& non-—

nationalised portion of the economy. The present Conservative

government has been eager to uphold this tradition and reverse
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most, if not all, of the limited deviations of <lie last labour
government which was in itself conditioned by the liberal

tradition.

In spite of the fact that there have been fluctuations
around a trend in recent years most government policies impinging
on firms have been either compulsory and universal or ad hoc, non-
compulsory and selective arising in response to crises or ma jor
changes. The latter responsive approach had, in fact, diminished
during the present administration. However, the foundations for
more interventionary approaches have at least been laid in the
past. | |

Implicit to the remainder of the study is the tenor of the
government - firm relationship entrenched in the policies of
successive governments and specifically we look at the "welcome"
which has been identified in previous studies. However, previous
studies on Britain have not gone beyond establishing the British
position. Although they have established a policy of "welcome"
to foreign investment they have not gone a step further to
analysing the implementation of that policy‘qu*suggesting'mgans
of maximising foreign investmeat and the benefits froﬁ it. To
some extent this is only to be expected as it is only in recent
years that there has been a transition from passive to active
policies for attraction. Issues of inter and intraStatefcompétition
on this front have only become salient in the same period. With
stronger competition the need for optimising approaches becomes
paramount. This study examines policy at this level as well as
right down to its attitudinal roots. This approach is reflected

in the propositions that have already been suggested. In the

following section the propositions made are more clearly §tated

in order that they may be used as referential yardgticks*in the

policy analysis that follows. | A
l.3 Initial Propositions

The provision of a series of propositions gives a cohering
referent for the study as whole. The propositions that are set
out below are placed in four categories covering:

(i) The goals of government and firms -
Propositions 1 -~ 3.
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(ii) The effect of inward investment on government
policles -
Propositions 4 - 7.

(iii) Saliency of issues and attitudes -
Propositions 8 - 10,

(iv) The attraction of foreign investment -
Propositions 11 - 13.

The thirteen propositions fall roughly into two groups. First-
ly the earlier propositions relate to the puzzle of why there
appears to be no girding against the detrimental aspects of
foreign firms in the British case. As there appears to he no
such girding the propositions are couched mainly in terms of in-
ward investment being beneficial, although it is recognised that
opposing propositions would be possible. These earlier
propogitions cover the overall policy on foreign investment and
the effect of such on various other policies. They are consider-
ed, in the main, in the earlier part of the study,

The later propositions generally relate to the implementation
of policy. Whilst the former propositions consider the reasons for
the arrival at policy as an intention to welcome foreign investment,
the latter ones cover the implementation of'that policy. They are
proposed from the basis of prima facie assumptions made about
organisational behaviour in a multi-organisational setting.

(i) THE GOALS OF GOVERNMENT AND FIRMS

The three propositions in this section arise from the
assumptiogithat the apparent lack of girding against inward in-
vestors in Britain probably relate to the perceived benefits of
inward investment and to the similarity of the goals of govern-
ment and firms in terms of economic growth. Undoubtedly, one of
the major goals of govefnﬁent.is to achieve economic growth to
increase the well=being of its citizens. The firm is also growth
oriented via fundamental goals such as maximising profits,
maximising sales, or increasing market share. By virtue of sharing
growth goals, the goals of government and firm may be either con-
flictual or supportive. However, in order to maximise the returns
to each actor, the two are likely to pursue a symbiotic policy
orientation, one being unable to flourish without the other at
least in the context of foreign firms pursuing low costs and

access to British and E.E.C. markets and of Britain seeking in-
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vestment from overseas sources in order to make up for quantitative

and qualitative indigenous shortfalls.

PROPOSITICN 1 In Britain state anid firm growth orientations are
mutually supportive. |

Following on from this Britain would seem unlikely to impose
any restrictions that may discourage foreign investment. This may
reflect Britain's liberal, arm's-length relationship with industry,

and may also reflect prudence, as restrictions or the excessive
favouring of indigenous firms would be likely to discourage much
needed inward invéstment. In this, there may also be a .reflection
of the lack of influences as may lead to the emplacement of
restrictions on foreign investment being*evident. In other words,
none of the groups identified by Curzon - the Left, nationalists,
redistributionists and zero-growthers have been particularly
influential either within or upon government,

PROPOSITION 2 In Britain restrictions on foreign investment
will be minimal, if existent.

In all, it would appear reasonable to assume that the 1lack
of girding by Britain would be reflective of the fact that the
perceived benefits of foreign investment outweigh the costs.

PROPOSITION 3 Britain will be favourable to foreign investment
as benefits are seen to greatly outweigh costs in general.

(ii) THE EFFECT OF INTARD INVEST:IENT ON GOVERNMENT POLICIES.
Earlier, the possible areas where foreign investment may have
beneficial effects were listed. That is, employment, development,
particularly regional development, new technology, competition
and trade. In making propositions a more cautionary stance |
considering possible costs is adopted in looking at the possible
strengths of foreign firms in relation to indigenous industry and
government policies. It is clear that foreign companies may have
scope for acting contrary to government policies. This scope is
likely to be greater than it is for indigenous, non-multinational

firms.
PROPOSITION ‘4 By virtue of inherent advantages such as access

o« debemel——

to capital, world markets and technology, multinational companies
have more scope for acting contrary to government policies than

do indigenous firms.
It would be impossible to assess definitively the costs and

benefits of foreign investment on a rcnge of government policies

in a study of this nature. Herein, 2 major aim is to examine how
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and why the "welcomin " policy h2s been arrived at. 1In order to
throw light on this the next three propositions are made about
areas in which there is often substantial controversy regarding
costs and benefits. They therefére provide useful referents for
assessing the attitudes of decision makers and implementors and
t1e policy positions adopted by them.

The first of the three propositions consider the strength
of the foreign company in relation to fiscal policies. Multi-
national companies can and have used transfer pricing and
financial Jjuggling in order to exploit differing fiscal arrange-
ments in different states. The extent to which this actually
occurs or is perceived to occur is important in assessing
attitudes. The fifth proposition is made perhaps somewhat
provocatively for it is the extent to which firms use any of their
advantages that is important. Nevertheless,

PROPOSITION 5  lultinational companies are often able to skirt
state fiscal policy giving them a competitive edge over indigenous
firms. |

Another area where there élwaysiappears to be at least
ambivalence is regarding the effect of foreign investment on-the
balance of payments. Foreign firms may be instrumental in
causing increased imports if components from overseas form a high
proportion of the product. In the long run, the effect on imports
may be even more substantial. Foreign firms may enter a state,
overwhelm the conpetition and then retreat overseas once again,
thus bringing about greatly increased imports over the long term.
Some would argue that the short term benefits from such activity
are at least worthwhile pursuing in preference to the almost
traditional collapsing of British industry under pressure from
manufacturers abroad which at no stage involves any direct in-
vestment and thus possible benefits acecruing to Britain. Contrary
to the views of the doomwatchers direct investnent may bring
benefits to the balance of payments via import substitution
effects and the export orientation of inward investors. Such

benefits would serve to provide some explanation of a favourable

viewv towards inward investment,

PROPOSITION 6 Foreipgn firms improve the balance of payments
position. !

A third area where there is often controveréy is in regard
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to the manpower policies of foreien firms. This is a favourite
of the polemicist keen to point out thne exploitation of workers
by companies operating outside thelr home state. However, in an
advanced western state such as Britain, legal restrictions and
the desire by firms to provide themselves with an ameﬁable o

operational environment would make it seem likely that foreign
firms would adopt the stance suggested in Proposition 7.

PROPOSITION 7 Foreign firms in Britain will fall'in line with
the prevailing system of labour practices and trade union

recognition.
(iii) SALIENCY OF ISSUES AND ATTITUDES

E—— i r-aige gl

The three propositions in this section cover the overall

attitude to foreign investment, the effects of a favourable
stance in a competitive environment, and policy translation
from policy as an intention to its implementation.

Clearly, if the detrimental aspectis of inward investment
are seen as salient they may reach the policy agenda. In Britain
this has not occurred as girding appears virtually non-existent.
It is worth stating thefrelationship between attitudes and policy
in a propositiong | |

PROPOSITION 8 If the activities of foreign investors in Britain
are seen to be detrimental then the desire for the contral of their

activities will be given a high priority.
“Judging by Britain's apparent lack of‘coﬂtrols on foreign in-

vestment and the desire to encourage it, it may be presumed that
Britain will make conscious efforts to obtain foreign. investoxrs
and the benefits they may bring. 1In this case Britain will join
other states in-chasing the relatively scarce prize of foreign

companies desiring to move overseas. 1In a competitivp environ-

ment the offering of inducements becomes likely. The same may be
true on an intra-state level as various localities seek to reap
the benefits accruing from an inward investor. Given the likeli-
hood of competition it would seem lilely that the mobile firm
would seek to exploit its sought-after status. Hence, Proposition

9 is offered as one upon which it would be helpful to throw some

light via the ascertaining of the views of those involved in

dealing with inward investors.

PROPOSITION 9 Foreign firms will play governments or other bodies
off one against another in order to gain more favourable deals.
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Taken one step further such competition is likely to become
active when it is felt thut the results are of benefit. Hence

Proposition 10 would seem likely.

PROPOSITION 10. Inward investment will be actively encouraged
in Britain.

(iv) THE ATTRACTION OF FOREIGN INVESTIIENT
This group of propositions considers policy implementation.

If the policy is an intention to encourage foreign investment by
active means we may go on to make some propositions regarding

the actors involved. As a unitary state the British government
may establish the organisational system and processes which are
considered most suitable to obtaining foreign investment. In
these matters the use of organisations which deal with5fhe
implementation of general industrial policy would be likely to

be invoked. Organisations given the remit of developing the
economy of a given spatial area may see benefits stemming from
getting foreign firms to establish in their area, and the likeli-
hood that organisations would enter into attracting foreign firﬁs
would seem enhanced by the reasons given in Proposition 1ll. |

PROPOSITION 11 Development organisations may actively engage
in attracting foreign firms, and, the likelihood to do so is ,

enhanced if:

(a) they are not restrained from doing so by central
bodies

(b) central or other development bolies covering or
representing a larger spatial area than themselves
are not perceived as representing the interestsof
the organisation.concerned

(c) the needs for investment in the area are high

If development organisations enter into attracting foreign
investment then competition may occur and, as well as give
scope for playing bodies off one against the other (Proposition
9) this may lead to unnecessary duplication of effort and may be
detrimental in overall terms by virtue of thé inadequacy of
agencies, and by putting firms off. The competition may on the
other hand, be beneficial in that more firms are attracted than
otherwise may be. e can thus offer two final propositions.

PROPOSITION 12 If many organisations are involved in attracting

foreign investment any resultant competition may lead to more
foreipn investment than there otherwise would be and hence be

benefiCial ®

3
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PROPOSITION 1 The duplication of activities in attracting
foreign investment may be wasteful and off-putting to firms

and hence be detrimental.

The initial propositions provide a benchmark for reference
as the study unfolds. The whole of the opening chapter in fact
provides a general framework into whicn the rest of the thesis
fits. The wider perspective based on the study of foreign in-
vestment within the subject area of international relations and
on the specific problems of host states provide the necessary
backdrop for analysis. To some extent this can be said to be
the role of the next chapter which is designed to collect to-

gether basic data on the contribution of foreign investment to
Great Britain.
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CHAPTER 2. THE SCOPE AND DISTRIBUTION OF FOREIGN
. INVESTMENT IN GREAT BRITAIN .

This chapter is a.neceséary'and valuable element of the
thesis in that it collects together, interprets and constructs
evidence on the contribution of foreign investment in Great
Britain. Although the total dimensions of foreign investment
cannot be gathered together statistically the chapter makes a

significant contribution to setting out the overall contribution
of foreign firms. Many of the tables provide a useful reference

for the comparison of attitudes on foreign investment and for
analysing issues as considered later in the study.

Tables are used liberally in order to depict trends and
demonstrate the general value and contribution particularly in
employment, spatial and economic terms. The observations made
concentrate upon the tables (which are collected toggther at
the end of the chapter) drawing attention to pertinent pointse.
This approach to interpretation facilitates reference back and
prevents confusion of statistical and other findings. Normative
comments are also resisted at this juncture and are reserved for
later consideration.

Unfortunately, the necessary data for delineating the scope -
and distribution of foreign investment is far from ideal, hence
judgements made upon the basis of them cannot be canclusive.
However, in the spirit of the Dunkirk rescue when use was made
of what vessels were available, rather than waiting for the most
suitable vessels, the-available statistics have been used to pre-
sent an outline of the impact of foreign investment on Britain in
recent years. The most recent statistics available have been
employed or, when deémed necessary, trends havebeen examined from
1964 onwards. One problem encountered is that most statistics
are for the United Kingdom as a whole, whilst the study focuses
gsolely on Great Britain. Hopefully, the inclusion of Northern
Ireland is not too distortive to the statistics.,

2,0. Inward Investment: general value and contribution to Britain

Fortunately, the overall volume of foreign direct investment
has been adequately documented in gtatistical terms. Inward

investment in the United Kingdom is shown to have increased

47



considerably in the post-war years, theaﬁrincipal source of this
investment being from the United States. As Table 2.1 shows, in
1962 64% of all foreign investment in Britain in terms of book
values had emanated from the United States. This figure had A
fallen to 56% by 1974, as investment from European countries

and some other developéd states, principally Commonwealth ones,
increased at a greater rate than that from the United States
(See Tables 2.2. and 2.3).

Before continuing with the dlscussion of statistical evi-
dence, some explanation of the trends relating to country of
origin would be helpful.

American investment has largely been concerned with gaining
access to markets. With the acute dollar shortage that lasted
until the mid 1950's Europe was unable to import many American
products so this placed a premium on setting up a European

manufacturing facility. Coupled to this the prospect of a
"United States of Europe" meant that a potential market could be

missed if tariff barriers became the order of the day. Further-
more, and on a more business-like level, Europe's lower wage costs
and advanced technological expertise created an attraction for
setting up operations. Britain was & natural magnet for this
American investment in that she possessed a sizeable market,
Commonwealth and European ties and both cultural and linguistic
affinity. However, United States investment in Britain began to
slow, not least because Britain fell from being the most
important national market in Europe and also féiled to join the
most important European market of the E.E.C..until rather late
in the day. Britain is not solely to blame for the slowdown
which can aléb be placed at the door of a declining dollar and

higher unemployment in the United States which has led to a stay

at home mentality.
Much of the slow down in investment from the United States

has been counterbalanced by increased inward investment from

other states. Firms in Commonwealth countries have exploited
traditional links and gained access to E.E.C. markets by establish-

ing or expanding in Britain, whilst many -European companies have

been attracted by lower.cost operations and a sizeadble
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national market. It has quite often been the case that Euro-
pean and some O.P.E.C. states have concentrated on portfolio
investment induced by favourable exchange.rates. In absolute |
terms investment from other parts of the world continue as a -«
mere trickle, although Japanese firms investing in Britain
have recently been regarded as a growth sector that has yet to
reveal itself in the statistics on inward investment.

On the obverse side of the coin Britain remains a net
creditor with regard to direct investment. Britain has the

second largest amount of overseas investment by book value,
second only to that of the United States. Inward investment in

Britain is worth only two thirds the value of outward invest-
ment. (See Table 2.4). Concentration of the outward invest-
ment is in former colonies although in percentage terms in
recent years the major growth has been in Vestern Europe. In
1968 Western Europe accounted for 14% of the total book value
of U.K. overseas direct investment. This had doubled by 1974.
Outward investment seems likely to increase further in both
in Europe and elsewhere with the Thatcher government's
abolition of Exchange Controls.

Table 2.5 depicts the consistently larger amounts of out-
ward investment than of inward investment over the last fifteen
years. During this period, 1964 - 78, a common cry from the
left and the often in power Labour Government, was for the
restriction of outward investment, as it results in loss of
indigenous investment thus losing jobs and exports whilst
increasing imports. On the positive side, however, overseas
investment is seen as allowing capital to follow profitability
creating considerable earnings (see Table 2.6), and forging
trading links, amongst other things.

Returning to inward investment, what, then, has been the
change in the contribution of foreign investment in recent
years? Comparing the 1963 Census of Production to the most
recently available figures (1975) Table 2.7 shows a considerable
increase in the contribution of foreign companies to the U.K.
economy. Although the number of foreign enterprises and
establishments remain relatively low at 1.2% and 2.1% of the
respective totals in 1975, compared to 0.8% and 1.3% in 1963,
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the scale of operations of foreign enterprises is often large

and consequently the contribution to employment and national
output is significant both now and in %963; With foreign firms
providing 13.0% of employment‘in.private sector manufacturing and
16.6% of the net output in the U.K. in 1975 the contribufion ofi
foreign companies can begin to be seen in a perspective which is
otherwise disguised if the figures for enterprises and establish-
ments are considered in isolation. In keeping with the high
level of contribution in terms of employment and output, high
capital expenditure is also a feature of foreign firms operating
in Britain. This amounted to 13.1% of all capital expenditure
in manufacturing industries in 1963 and 19.2% in 1975. Higher
capital expenditure is also reflected in a considerably higher
net output per head in the manufacturing sector (U;K. 1963 n.a.,
1975 £4,973 in all enterprises compared to £6,350 in foreign
enterprises). 3

In aggregate, then, foreign companies can be seen to make
a not inconsiderable contribution to the British economy. We
can now move on to consider the types of affiliate concerned and
foreign involvement by industrial sector.

In numerical terms Table 2.8 shows that by far the majority
of affiliates in Britain are subsidiaries (84%), that is, 84% of
affiliates are companies incorporated in the U.K. and broadly
speaking, with more than 50% overseas ownership. Only the North
Americans and the Japanese tend to be involved in running branch-
es where, by definition, foreign ownership is 100%. Assoclates
that is, those with less than 50% overseas ownership often
indicate joint ownership, hence the considerable number of intra
E.E.C. associates, the E.E.C. having both encouraged and
facilitated sﬁch practice. The formation of associate companies
has been seen as enabling the gaining of a foothold without
complete commitment. The Japanese tend to either trade gingerly
in this manner or they tend to the other extreme of translocating
operations maintaining 100% ownership.

Disaggregating figures by industry reveals a concentration
of foreign investments in particular industrial sectors. High-

est investment in terms of value is to be found in chemical and

allied industries, mechanicalfengineering'and distribution
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sectors where in each case there is in excess of 10X of the

total value accounted for by foreign investment (see Table 2.9).

fost foreign investment, then, is concentrated in the more
dynamic or higher technology sectors. Investment in manufactur=-
ing textiles, leather and clothing, or shipping for instance,.ié
very low. The distribution sector can be excluded from the high
technology categorisation, yet of the sector; with high levels of
foreign investment distribution has shown most growth in the last
few years, a trend which may have resulted from more efficient
marketing of imported goods at the expense of the establishment
of manufacturing facilities in Britain. 1In general the growth
of foreign investment in distribution has come from the E.E.C. in
recent years but, as in other sectors, North American investment
still accounts for the highest proportion of the totals (see
Table 2.10). E.E.C. investment in Britain, although increasing,
remains surprisingly low and has only just begun to out-strip
that originating from E.F.T.A. countries, and even in some major
sectors, for example mechanical engineering, investment from
European Community states is less than half the amount of
E.F.T.A. sourced investment in the sector.

Many sectors are dominated by foreign companies; motor
vehicles (Ford, General Motors and Talbot), electronies (I.B.M.,
Philips, Honeywell, Texas Instruments), pharmaceuticals (CIBA,
Brown and Polson, Geigy) and office machinery (I.B.M., Imperial,
Olivetti). Dunning constructed a list of the approximate
foreign owned share of total production of various goods for
1966 (see Table 2.11) and with the increase in foreign invest-

ment it can be presumed that this can only have expanded since
then. The listing indicates a concentration in high value
products and re-emphasises the importance of foreign investment

in high technology sectors. As the Steuer Report put it,

"Clearly, foreign investment has flowed into the newer expanding

industries and for this reason alone its importance in the

economy is likely to continue to grow!. (1).

2.1 Inward Investment: emploxgent contribution

Having looked at the role of foreign investment in terms of
value perhaps we can move on to examine the contribution of
foreign investment to employment (Table 2.12), which is perhaps
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a8 more meaningful measure of contridbution in politicai terms.

In 1963, 68% of total employment in foreign industries was

concentrated in four sectors; chemicals and allied industries,
mechanical engineering, instrumeni and ;lectrical engineering and
shipbuilding and vehicles. By 1975 the picture was barely
different, with 669 being concentrated in the same sectors.
However, the 1975 figures, unlike the 1963 figures, separate
instrument and electrical engineering revealing that instrument
engineering accounts for only 4.4% of the total employment in
foreign manufacturing industry so the concentration can perhaps
be said to be in three sectors. Another point to note is that
although shipbuilding and vehicles account for approximately
twenty per cent of the total employment in foreign firms this is
largely accounted for by the vehicles sector.

To assess the concentration of employment in comparison with
employment in all U.K. manufacturing industries a concentration
quotient may be employed. This is based upon the null hypothesis
that if foreign investment followed the same*patterns as all
investment then the concentration quotient would be 1.00. Below
this and employment derived from foreign firms is relatively low
and above this it is relatively high. The picture now changes
and the four sectors identified above as possessing high foreign
investment in relation to total foreign investment do not
necessarily correspond with the concentrations of employment as
identified by using the quotient. The measure may omit
important contributions in that it deals with émployment only
when factors such as capital intensity may be important, con-

sequently these are dealt with later. |
The contribution to employment by foreign firms relative to

private sector firms is high in five sectors; coal and
petroleum products (mainly the latter), chemical and allied

industries, instrument engineering, and shipbuilding and

vehicles (m2inly vehicles). The most marked increase between

1963 and 1975 was in coal and petroleum procducts, this being
partly related to the spin off from North Sea activities.

Change in concentration has not been so marked in other

sectors, but less than expected increases can be put down to

increased capital intensity in foreign firms compared to in-
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digenous firms. Nevertheless, the importance of foreign firms in.
newer, expanding industries as noted by Steuer Report appears to
have been supported. 1In the older, declining industries,
basically within SIC XIII to XVIII, both the low concentration -
quotients and the ‘lower absolute totals support this.

Just as foreign investment generated emyloyment growth by
industrial sector has not increased uniformly so this has been
the case in terms of nationality of enterprise. In total the
Percentage increase in number of foreign enterprises (see Table
2.2) has out-paced the percentage increase in employment
resulting from foreign investment in tne period 1963 to 1975
(see Table 2.13). (As an exception Australian and Irish firms
have produced percentage increases in employment of .four times
the amount they have in enterprises). Employment increases have

also been quite large in relation to the increase in the number
of enterprises in Gefman, Danish and Canadian firms between 1963
and 1975. During the same period the percentage increases in
employment is held down by the lower lezbour intensity in new
French, Dutch, Swedish, Swiss and, in particular, American
operations.

Again considering employment as a yardstick, how involved
are foreign enterprises in big business in Britain? Table 2.7
showed that the foreign sector accounted for 1.2% of all manu-
facturing enterprises in Britain and for 2.1% of establishments

yet succeeded in generating 13% of employment. Thus these
enterprises would appear to tend towards the largerin size.

This is reflected in that thirteen of the hundred largest enter-
prises, based on employment, are foreign (Table 2.14).

~ In both the sample of the hundred largest firms and in
relation to all firms (Tables 2.14 and 2.7) the number of
establishments of foreign firms is low at 6.0% and 2.1% respect-
ively. Coupled with the high employment generated by a small
number of establishments this would indicate that the location

of much foreign investment could have strcng local impact and

be of considerable importance in regional terms and thus to

Regional Policy.

2e2 Spatial Distribution of Foreign Investment.-

Attention can now be turned towards examining the spatial
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impact and distribution of foreign investment in its regional and
local contexts. Onceiégain using employment as a measure of con-

centration, Table 2.15 shows foreign inyestment to be concentrat-

ed spatially. This concentration is highest in four Standard
Regions; East Anglia (concentration quotient 1.54), the South
East (1.48) and, to a lesser extent Scotland (1.26) and Wales
(1.21). However, on an Assisted Area basis (2) concentrations
vary considerably from this. In Scotland the picture is as to
be expected if steering of incoming firms and Regional Policy
has been effective, hence the highest concentrations of foreign
firms are in areas receiving the most assistance (1.50) and the
lowest concentrations are in areas receiving the least (1.00).

In England the picture is different: employment in foreign
firms is likewise concentrated in the areas receiving highest
assistance, the Special Development Areas, (1.12) though this
concentration 1is bérely different than that in areas that are
non-Assisted (1.10) under the auspices of ‘Regional Policy. In
the Assisted Areas of England an interesting finding is that
employment resulting from foreign firms is more concentrated in
the Intermediate Areas (0.67) thhan Development Areas (0.55),
though it must be re-emphasised that much higher concentrations
of employment generated by foreign firms are found in the
Special Development Areas (1.12), and particularly in the North
West areas of Merseyside and the Wirral (1.42). In general then,
employment resulting from foreign investment in England is most
concentrated in the South East (1.48) and East hnglia (1.54),
and in other regions to a lesser extent; the North West (0.95),
North (0.74), South West and West Midlands (both 0.61), Yorkshire
and Humberside (0.57) and the East Midlands (0.47).

In VWales employment in foreign firms is high (1.21). A
greater concentration is found in Special (1.30) as opposed to

Development (1.15) Areas, but the highest concentrations are

found in the Intermediate Areas (1.37).
Unfortunately, a lack of published statistics on a County,

District or lower level regarding the distribution of foreign

firms, means that the evidence based upon the regions is as far

as we can go in terms of making observations about the spatial

distribution of foreign firms without having to invoke the
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Dunkirk spirit of making use of vhat is to hand from which to

derive evidence.

To obtain data on foreign f;fms in Counties and Districts
use has to be made of information available from the various -
regional agencies that have the remit of attracting investment.
This means that in the non-Agsisted Areas such information is not
available. The Department of Industry's Invest in Britain
Bureau with the assigned task of attracting inward investment
does not publish such information placing reliance on the
regional agencies to do so. The problem is not too traumatic in
terms of this study in that attention is focused on.five-
Standard Regions to allow more depth in the study within the
confines of temporal and financial parameters. Four assisted
regions, Scotland, Wales, the North and the North West were
compared along with the South East region. This meant that at
least in the four regions receiving regional assistance some
listings of foreign firms were obtainable, although only in
terms of the number of foreign establishments as opposed to the
more preferable terms of employment generated. One drawback
with the lists available is that none are directly comparable
as they were drawn up at different dates and the criteria for
inclusion on the list also differs. The main purpose, however,
in each case, appears to be to indicate to the interested in-
vestor the extent of existing foreign investment in the region,
the country of origin of that investment, the activity being
followed in establishments of foreign enterprises and that
location of the establishments usually by town.

For each region tables have been derived from the listings
produced by the regional agencies to show the general pattern
of foreign investment in the region. Nationality and location
of foreign establishments are given, where possible, on County
and District bases. A problem commonly encountered in all the
tables derived was that of assigning location of foreign
establishments in terms of local government areas when the raw
data gave either only the name of a town, or of the now defunct
Local Authority boundaries. Although derivation was as rigorous
as possible slight inaccuracies could have crept into the change

from raw data to the tables presented herein. Further
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difficulties are referred to in the source notes of the tables

(Tables 2.16 - 2.19).
Beginning with Scotland, Table 2.16 shows that three

quarters of the foreign establishments in Scotland, and located
there since 1945 are American in origin. The rest are largely
European in origin, eight (5%) being Dutch and seven (5%)
Scandinavian. Eight (ﬂ%) establishments are given as Canadian.
Over half the establishments of foreign enterprises are in
Strathclyde Region. This is as one would expect in that half of
Scotland's population and the majority of its industry is con-
centrated in this region, a major part of which has Special
Development Area status. Obversely it is also not unexpected
that the more peripheral parts of Scotland possess very little
foreign direct investment. Of all foreign establishments, near-
ly a quarter are to be found in the five New Towns, even though
these towns account for less than five per cent of the total
population in Scotland. Theonly other local areas with any.
significant concentrations are to be found in two Districts
central to Special Development Areas, Dundee District (8 foreign
establishments, 5% of the total) and the City of Glasgow
District (13, 8%).

In Wales (see Table 2.17) nearly 70% of foreign affiliates
are American, most of the rest being European (in the main
German - see source notes to Table 2,17). The majority of
foreign establishments are to be found in five Counties:

Clywd County (19 in number, 12% of the total),'Gwenf County
(33, 21%), Mid Glamorgan (41, 26%), West Glemorgan (21, 13%)
and Dyfed (20, 13%). We can briefly look at these and oither
Counties in turn. First, Clywd, and particularly the Wrexhan
area appears to be attractive as a result of close proximity to
Merseyside and Development Area status. However, Intermediate
Assisted Area status appezrs not to have been detrimental to
Gwent as a magnet for foreign firms. The New Town of Cwmbran in
Gwent hzs assisted in this process but to nothing like the
degree to which this has been the case with the Scottish New
Towns. Concentrations of foreign establishments are to be
found in the Special Development Areas covering the three

Counties of Glamorgan but this is equally the case in a number

-
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of Development Areazs in South VWales, such as at Cardiff,

Bridgend and Swansea. The Special Development Area of North West
Wales also contains a number of foreign establishments. Finally,
the foreign firms in Dyfed are largely concentrated in Llanelli -
and Milford Haven, the latter largely achieving this as a result
of the deep water port and refinery facilities.

American firms are also dominant in number in terms of
establishments in the Northern Region of England (Table 2.18). |
Over 60% of establishments listed are American, whilst seventeen
(11%) are Norwegian or Swedish and seven (5%) are Dutch. The
~Metropolitan County of Tyne and Wear contains 37%L(55) of the
foreign establishments in the region, although, rather surprising-
1y only three (2%) of these are in the central city of the region,
Newcastle. Cleveland hosts twenty foreign establishments that
are in the main involved in heavy industry and chemicals. Thirty-
six (24%) of overseas owned establishments are present in Durham
County, although twenty-two (14%) of these are in New Towns of
Aycliffe and Peterlee. Twelve (8%) of the 23 (16%) foreign
establishments in Northumberland are to be found in the "aborted"
New Town of Cramlington. Washingtown New Town in Tyne and Wear
has also attracted fifteen (10%) of the foreign firms in the
Northern Region, and, taken together, the three New Towns plus
Cramlington contain 49 or a third of the total of foreign
establishments in the Region.

Cumbria is interesting in that it is part of the Northern
Standard Region, but, .as a County it has demonstrated some
ambivalence as to its regional niche. Hence, figures for forelgn
firms present in Cumbria are given both by the North of England
Development Council (NEDC) and by the North Wesf Industfial
Development Association (NORWIDA) as both bodies have had recent
experience in representing Cumbria in terms of industrial
development (see Tables 2.18 and 2.19). The fact that the
cumbria sections differ in both tables demonstrates the incompara-
bility of the derived tables for foreign establishments by County

and District. However, it is only in the case of data derived
fyom NORWIDA's publication that there appears to be any consider-

able difference, the other three:regions*figpres being approximate-
1y comparable. The list for NORWIDA is much larger than those in
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the other regions appearing to include all operations including
those in distributive and service sectors. Returning to Cumbria
as the comparative example we see that NORWIDA lists twenty-four
establishments as opposed to only fourteen according to . :
the NEDC list. The disparity is even greater than this in that
NORWIDA records an extra Danish establishment, five more'Amv:ricang'
five Dutch and an Italian establishment over énd above .

the KEDC list which records two more Swiss establishments than

N OR? ITI DA ®
In all NORWIDA record 795 foreign establishments in the

North West Standard Region, excluding Cumbria, (see Table 2.19).
Just under half the establishments are American affiliates and
14% are Dutch - largely reflecting the activities of-Unilever
and Royal Dutch Shell. In percentage terms other countries are
represented to a similar extent as in other regions, the high-
est representation being German at B%iof'the‘total. The largest
collection of foreign establishments in the North West, 44%
(349), are in Greater Manchester County which in itself contains
over forty per cent of the region's total population. In terms
of establishments per head Cheshire is the only other County
over-represented with 14% of the region's total population and
17% of the foreign establishments. The New Towns of Warrington
and Runcorn have some bearing on this in that they have attract-
ed 53 of the 147 foreign establishments in the County. For
comparison Merseyside possesses 23% of the region's population
and 18% of foreign establishments, (Skelmersdale New Town
attracting 19 of the 14) foreign establishments inlMErseyside),'
Lancashire 20% and 13% and High Peak 1.20% and 0.75%.

In the North West Region Merseyside and some of horthern
Cheshire have Special Development Area status, the rest being
Intermediate. Table 2.15 shows that foreign enterpricses are
more concentrated in the Special Development Areas when com-
paring numbers employed in foreign firms anc those employed in
all firms, yet on the measure of population to establishments

Merseyside is relatively poorly endowed. This serves to

indicate that measures taken in isolation can be misleading. 1In

this case, Merseyside can be seen to be much more dependent for
jobs on a relatively small number of establishments. Consequent-
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ly, the impact of a withdrawal of a foreign establishment could
be traumatic in local terms. Thus, figures displaying the
location of establishments are not as ugeful as would be figures
indicating numbers employed at eﬁch establishment. | .
2e3s The .Economic Impact of Foreign Firms Qompared to A1l Firms

The overall numerical and monetary value dimensions of
foreign investment have been statistically documented, and an
attempt has been made at demonstrating the spatial distribution
of foreign firms, Now we can complete the examination of the
scope and distribution of foreign investment by considering the
economic effects of foreign firms, in the main by comparing their
importaqce in relation to all U.K. firms. The -following will .have to
be considered in turn; wages, industrial disputes, output and
exports, capital expenditure, profits and taxation.

On the wages front foreign firms cpnsistently pay higher
wages on a comparison by sector when compared to all firms (see
Table 2.20), except in two cases SIC V, Chemical and allied
industries, and operatives in SIC XVI, Bricks, pottery, glass,
cement etce Unfortunately measuring against all industries is
misleading as so many small, often less-well-paid firms will
distort the average, and as we have seen, the foreign firm tends

towards the medium to large scale. The most valid comparison
would be with firms of & similar scale but such is not available.
In the one sector where foreign firms actually pay less, chemical
and allied industries, there may even be grounds for comparability
in scale of operation and this would then contradict any con-

tention that foreign firms pay higher wages as may be concluded
from the given statistics. A further unknown variable is whether

the nationality of origin of the enterprise would have ény bearing
on wage levels. Vith very little variability inpy rates, as
wage levels are often arrived at on a national basis, the scope

for offering higher wages may be reduced unless extra re-
muneration is made possible by productivity deals or in compensa-

tion for acceptance of company conditions such as non-unionisation
and so, although the statistics given .do indicate "that lkigher

wages are being paid by foreign firms definite conclusions cannot

be made. *
Labour relations as indicated by industrial disputes appear
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to be better in foreign owned firms than in domestic firms
according to Steuer and Gennard (see Table 2.21). Basing
their findings on 1963 and 1968 they show that the ratio of
foreign to total stoppages in terms of number of stoppages, .
workers involved, and working days lost were lower in

foreign than in domestic owned firms, with the exception of 1968
after the removal of the engineer's one day strike. For pur-
poses of this study more recent figures have not been produced
mainly because it is felt that the time needed to compile then
wounld be disproportionate to the findings that would almost
certainly indicate a better record in foreign firms.

Output per head is higher in foreign firms than in all
firms (Table 2.22) except in the case of SIC XVI, Bricks,
pottery, glass, cement etc., which incidentally only involves
2.1% of all foreign investment at a concentration quotient
of 0.60 when compared to all firms. With high net output per
head generally indicated it is not startling to find that
twenty-two foreign enterprises are among the hundred largest
enterprises in the U.K., ranked in terms of size of net output
(Table 2.23). Furthermore, in terms of total sales and work
done twenty-seven foreign firms are amongst the top hundred
enterprises based on this factor (Table 2.24).l

Foreign enterprises have provided approximately Jjust over
a quarter of all exports from the United Kingdom (Table 2.25) in
recent years; a contribution worth £5541m. in 1976 and far
larger than that to be expected from such a relatively small
number (taken on any measure) of foreign firms. Thus, a sub-
stantial contribution to exports is made by foreign firms,
though, this may be partially offset by imports as indicated by
the large amount of exports being directed to related concerns.
In 1976 exports to related concerns, at £2625m. accounted for
half the total exports made by foreign controlled enterprises.

Capital expenditure by foreign firms 1is, in general, high
in comparison to all firms (Table 2.26). In recent years
approximately sixteen per cent of all capital expenditure made
in manufacturing industries in the U.K. has been made by foreign
firms. In particular: industries.capital expenditure by foreign
enterprises has been very high, namely in petroleum, chemicals

g
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and the various types of engineering. Once zgain, foreign in-

vestment can be seen to be concentrating in the higher

technology growth sectors.
Finally, foreign investors have tended to achieve higher:

rates of return on their investmentsin the U.K. than have U.K.
quoted companies (see Table 2.g7). This has been the case in
every year during the period 1964 - T4 except in 1969. It is
interesting to note also that E.E.C. direct investments achieve
less than half the rates of return achieved by their American
counterparts. E.E.C. direct investors have, furthermore, only
begun to achieve rates of return higher than those of U.X.
quoted companies since 1972. “

A consideration of rates of return on direct investment
completes the examination of the scope and distribution of
foreign investment. Tables have beep presented, and explanations
and interpretations have been made as faf as possible on the
basis of these figures. As with the propositions made earlier,
this approach will facilitate later reference. Initial
propositions are not discussed here because they refer mainly to
attitudes and opinions and even where it could have been expected
that 1ight could be thrown on a particular proposition, for
example, Proposition 6, stating that foreign firms improve a
gtatets balance of payments position, statistical evidence on

imports was unavailable and so conclusions cannoi be reached wilh

certainty.

(1) M.D. Steuer et.al. The Impact of Foreign Direct Investment
in the U:K-} H.M-S-O-, 1973’ P 192-

(2) Assisted Areas as at 1 January, 1975.
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TABLE 2.1 Inward Investment: Book value of direct investments

by country and area, 1962 - 14.

‘ _ £ million
R S S
WESTERN EUROPE 4 | = 298.,8 994.3 - 1,850,5
E.E.C. | 133.7 278, 2 1,084,2
Belgium and Luxembourg - 8-9 14-7 209-7
Denmark ' 64.4
France : 3165 51.0 162.8
German Federal Republic 57 26.6 168,2
Irish Republic 2T 7T
Italy - 13.8 17.7 114.4
Netherlands 73.8 168,2 337.1
E.F.T.Ae 158.6 309.6 751.7
Denmark 7:4 ' 13#1
Finland 3.5 10,2 53.5
Horway 0#9 2-5 53#4
Sweden ’24-0 5917 165-7
Switzerland 122.5 221!6 493-8
E.F.T.A. nes | 0.3 2.5 5e3
OTHER WESTERN EUROPE 6.5 6.5 14.6
Irish Republic 23 1.2
Spain . oo oo 11.8
Other Western Europe nes oo oo 2.7
NORTH AMERICA 1,085.7 2,054.8 4,086,3
Canada 169.2 232.0 422.3
U.S.A. _ 916.5 1,822.8 3,664.0
OTHEER DEVELOPED COUNTRIES 327 48.6 302.9
Australia 8.5 6.0 59.6
Japan . -4.0 107 -18.5
New Zealand 1-5 4-1 1114
South Africa . 26,7 36,8 250.3
REST OF THE WORLD 12.5 30.3 345.7
WORLD 1,429.7 2,728.0 6,585.3

Source: Trade and Industry 25 February, 1977.
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TABLE 2.2 Number and percentare increase in foreign enter-
rises: analysis by nationality of enterprise,.
1232 and 1975, United Kingdom private sector

enterprises in manufacturing.

Nationality of enterprises Enterprises, Number |% increase
1965 1975

France 19 49

Germany, Federal Republic‘ > 53

Netherlands 17 43

Denmark 5 14

Irish Republic 6 15

Australia 4 20

Canada 19 38

Sweden 14 bY|

Switzerland 27 50

U.S.A. 369 665

ALL 502 1,030

Source:? Census of Production, 1963 and
M4 Business Monitors



TABLE 2.3 Number and percentage increase in establishments
of foreign enterprises: analysis by nationalitx
of enterprise, 1963 and 1975, United Kingdom

private sector enterprises in manufacturing.

Number of Establishments

% Increase

1963 - 1975

Nationality of enterprise

France

Cermany, Federal Republic h 5 94
Netherlands 53 122
Denmark 6 20
Irish Republic 6 22
Australia 11 19
Canada 41 133
Sweden | 23 oY |
Switzerland 712 112
U.S.4A. 815 1,327
ALL 1,098 2,121

Source: Census of Production, 1963 and
M4 Business Monitors



TABIE 2.4 Outward Investments: Book value of net assets

attributable to United Kingdom from direct outward
investments by area and country year end 1974.

£ million

WESTERN EUROPE 2,781.1
ElElCi . 2119615
Belgium and Luxembourg 290,2
Denmark 72-2 y
France 459.5
German Federal Republic 626.6
Irish Repudblic 512.1
Italy t 198.6
Netherlands | 2373
E-FnT-A- 377'2
OTHER WESTERN EUROPE | 207 .4
NORTH AMERICA 2,214.5
Ca.nada 941-2
U-S.Ai 1!273'5
OTHER DEVELOPED COUNTRIES 2,968.2
AFRICA 2,154.0
ASIA 932,2
Middle East 63.8
Other Asisa 868,
OTHER A84.3
WORLD 10,117.8.

Sources: Trade and Industry, 25 February, 1977




TABIE 2.5 Annual Direct Investment Flows 1964 - 78.

£ million

U!Kl diregt inveﬁtment Ba].&nge
in overseas private

Overseas direct
investment in U.K.

private gsector

gector

162 - 101
197 - 308 - 111
195 - 276 - 81
170 - 281 - 111
274 - 410 LY
322 - 549 - 227
363 - 546 - 183
450 - 676 - 226
408 . - 7137 - 329
134 - 1,621 - 887
854 - 1,575 - 721
527 - 1,094 - 1,581
718 - 2,108 - 1,390
1,257 - 1,790 - - 533
1,373 - 2,178 - 805

Source®: C.S.0. United Kingdom Balance of Payments
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TABLE 2.6 Net direct investment and earnings

£ million .

Net annual investment

Outward (1)
Unremitted profits 183 2771 322 465 851 1,244
Other investment 93 133 224 272 725 630
Total 276 410 546 137 1,575 1,874
Inward (2)
Unremitted profits 93 176 179 301 243 568
Other investment 102 98 175 103 594 185
Total 195 274 | 354 404 837 7153
Net earnings
Outward 429 568 710 911 1,490 2,064
Inward 204 . 329 360 552 609 1,045

(1) Excluding 0il companies.
(2) Excluding o0il companies and insurance.

P Provisional.

Source: Trade and Industry, 25 February, 1977.



TABLE 2.7 Comparison of contribution to foreign enterprises
to the United Kingdom econom 1963 and 1
United Kingdom Private Sector entervrises in

manufacturing.

Total all Forei
enterprises as a §
U.Ko, ForeiE!! of U.X.
1963 1963 1963

Enterprises | 64,367 502
Numberx

Total all Forei

enterprises as 8
U.K. Foreig!! of UlKl

12750 1315 1975
86,646 1,030 '

105,778 2,121

Establish- 85,774 1,098
ments

Number

7’119 926"

7,695 539

Employment
'000

Net Output |10,470 1,106

f£fm.

35,403 5,879

Net Output
pexr head,
£

4,973 6,350

1,361

Capital
expenditure
less dis-

posals, £m.,

983 3,006 579 19.2

Source: Census of Production, 1963 and
M4 Business Monitors
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TABLE 2.8

Inward Investment:

Numbers and values of direct

inward investments by organisation, area and

country.

WESTERN EUROFE

EOE.C'
Belgium and
Luxembourg
Denmark
France
German Federal
Republic
Irish Republic

Italy
Netherlands

E.F.T.A.
Finland
Norway
Sweden
Switzerland
E.F.T.As nes

OTHER WESTERN EUROFE
Spain
Other Western
Europe nes

NORTH AMERICA
Canada

UsSede

OTHER DEVELOPED

COUNTRIES
Australia
Japan
New Zealand
South Africa

REST OF THE WORLD

WORLD

source:s

Numbey

1,167
702

58
A8
150

221

23
36
136

441

34
132
256

24
14

10

1,399
112
1,287

115
46

31
10

26
114
2,793

J

71

Trade and Industry,

219

21

T
40

41

10

T
12

198
24
174

31
475

Number £million

Subgidiary Branch Associate Total 'Value‘
Number Number

1,589 1,850.5

850 1,084.2

12

25
190

262

o7
- 46
161

215
14
41

144
306

10

24
14

10

1,645
142
1,503

152
56
43
15
34

151

209.7
64.4
162.8

168,2

277
114.4
257.1

751,

247

4,086.3

422.3

3,664.0

302.9

596
-18.5

11.4
250.3

3457

31337 6,585.3

25 Febmary ) 1977



TABLE 2.9

Food, drink and tobacco

Chemicals and allied indusfry

Metal manufacture

1

Inward Investment: .Values O0f direct investments
by selected industr

Mechanical engineering 970.5 14.7
Electrical engineering 640.7 9.7
Motor vehicles 587.8 5.9
Textiles, leather, clothing 8l.7 1.3
Paper, printing, publishing 291.3 4.4
Rubber 285.6 4¢3
Other manufacture 429.9 6.5
Total manufacture 4,700.7 T1.4
Constxruction T4.2 1.0
Transport and Communication 9.9 0.2
Shipping 102.6 1.5
Distribution 863.8 13.1
Other financial institutions 219.7 3e3
Propexrty owning and managing 194.6 29
Other aCtiVitieB 439.7 6.6
Total non-manufacture 1,884.6 28,6
TOTAL 6,585.3 100.0

M4 Business Monitors

Source?
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TABLE 2.10

WESTERN EUROPE

E.E.Coe
Belgium and
Luxembourg
Denmark

France
German Federal

Republic
Irish Republic

Italy
Netherlands

E.F.T.A.
Noxrway
Sweden
Switzerland
E.F.T.A. nes

OTHER WESTERN EUROPE

NORTH AMERICA
Canada
U.S.A.

OTHER DEVELOPED
COUNTRIES

REST OF THE WORLD

WORLD

Inward Investment:

Total

wanufacture

1,171.2

612.5

38.1
25.1
96.2

84.0
19.0

100.8

251.2

99543

14.1
107.2
410.8

233
4

3!420-3

344.9

39075.4

80.1

29.1

45700.7

71

VYalues of direct investments

by selected industry and selected areas.

L

Chemicals and
allied industries

81.6

458.T
455.0

21.5 .

20.3
159.8

£ million

continuede.ec..

Mechanical
Engineering

131.4
38.3.

8.2
13,2
0.6
93,1
33.2
59.9

831.6

1.0
970.5
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TABIE 2.10 Inward Investment: Values of direct investments
continued. by selected industry and selected areas.
|
£ million
Total non-
Manufacture Distribution " Total
WVESTERN EUROPE 679.3 260.3 1,850.5
E.E.C. 471.8 192.8 1,084.2
Belgium and
Luxembourg 171.5 17.1 209,7
Denmark 41.3 36.3
France 66.5 23.9 162.8
German Federal
Republic 84.2 66-9 168.2
Irish Republic 8.7 T.1 27T
Netherlands 85.9 28.1 337.1
E-F-T:At 196l3 15908 751.7
Norway 19:3 oo 33-4
Sweden 58.6 475 165.7
Switzerland 82.9 66.6 493.8
E.F.T.A. nes 35-5 X 58-8
OTHER WESTERN
EUROPE 11.2 T.7 14.6
NORTH AMERICA 665.9 395.6 4,086.3
Canada 175 41.1 422.3
UiSlAl 588'6 354-5 3,664l0
OTEER DEVELOPED
COUNTRIES 222.7 44.8 502.9
REST OF THE WORLI 311.4 63.2 245.7
WORLD 1,884.6 863.8 6,585.3
Source: Trade and Industry 25 February, 1977



TABIE 2.11 Foreign control of U.K. Industries 1966

It has been possible to compile a list, from a number of .
gources, of the approximate share of the total production

by all U.K. enterprises, of various products, accounted

for by foreign-financed companies at the end of 1966. 1In

gsome cases their share of the total goods bought by U.XK.
consumers will be less, due to the contribution of imports.

80% or more
Boot and shoe machinery, carbon black, colour films, custard

powder and starch, sewing machines, tinned badby foods,
typewriters.

60 = 79%

Agricultural implements, aluminium semi-manufacturers,
breakfasi cereals, calculating machines, cigarette 1lighters,
domestic boilers, electric shavers, instant coffee, potato
chips, razor blades and safety razors, refined petroleum
products, soaps and detergents, spark plugs, tinned milk,

50 = 59%

Cake mixes, cosmetics and toilet preparations, electric
switches, ethical proprietaries (drugs s0ld to National Health
Service), frozen foods, foundation garments, pens and pencils,
motor cars, pet foods, petroleum refinery, construction equip-
ment, refrigerators, rubber tyres, tractors, vacuum cleaners.

40 ~ 49% |
Computers, locks and keys, photographic equipment, printing and

typesetting machinery, watches and clocks.

30 - 39%

Abrasives, commercial vehicles, dental equipment, floor
polishers, elevators and escalators, portable electric tools,

washing machines.

15 = 29%

Greeting cards, industrial instruments, materials handling
equipment, medical preparations, soft drinks, mining machine:ry,
paperback books, petro-chemicals, synthetic fibres, telephones
and telecommunications equipment, toilet tissues.

Source: J. He Dunning "Foreign Investment in the

United Kingdom" in I. A. Litvak and
C. J. Maule (eds.) Foreipm Investment: The

Experience of Host Countries, Praeger,
New York, 1970, p. 247 -~ 8. *
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TABLE 2.,12 Employment in manufacturing industries by industry

196 1963 and 1975.

Foreigg h Concentration
| Quotient .
| 1265 1975 1963 1975

I1I Food, drink,

tobacco 7-6 1816 9-5 10-4 0-80 0.83
IV Coal and
petroleum
prOdUCtB 1.1 1.2 0-6 005 1-83 2.40
Y Chenmical and
egllied '
industries 9-0 10,2 5-0 5-4 l1.80 1.89
VI Metal .
manufacture 4.9 2.4 T.2 6.5 0.68 0.37
VII Mechanical ' |
engineering 16-5 16-1 12.8 12-4 0-99 1.30
VIII Instrument
engineering ' 4.4 2.1 2.10
IX Electrical 21.3 11.5 1.88
engineering 15.7 -10.0 1.57
X-XI Shipbuild- |
ing and ~
vehicles 20,8 19-5 1205 12-9 1-66 1.52
XITI Metal goods -
nes 4.0 4.6 6.4 7.1 0.63 0.65
XIII Textiles 2.5 7.1 0.36
XIV Leather goods 2.3 16.4 0.18
footwear 1.0 6.3 0.16
. XVI Bricks, '
pottery,
51353’ ' ‘
cgment etce : 2.1 3-5 0-60
XVIIfTimber, 1.5 - Te2 0.21
furniture
: etc. 0'3 3'6 0-09
XVIII Paper, print-
ing and
publishing 2.0 5e2 Te3 T.6 0.27 0.69
XIX Other manu-
facturing
industries 6.4 6-2 2e) 4'6 1.86 1035
ALL MANU=-
FACTURING
INDUSTRIES | 100,0 100.0 100.0 100,0 - -
Source: 1963 Census of Production and Business
Monitors

14




TABILE 2.153 Employment in foreign enterprises, number and

ercentage increase: &analvsis b nationality
of enterprise, 1 33 and 1

United Kingdom
rivate sector enterprises in manufacturing.

Nationality of
enterprise

France

Germany, Federal
Republic |

Netherlands
Denmark

Irish Repuhlic
Australia
Canada

Sweden
Switzerland
U.S.A,

ALL

- Emplo;

yment, théuéand g12
1963 1975

15.6

1.0
2Te7
0.5
0.5
1.4
34.6
11.8
23,7

406,2
253.0

51.3

15.0
63.0
2.5
4.9
18,2
60.3
17.3
4542
658,.2

925.7

% increase

(1) Average number employed (full and part-time) during
the Yyear (1nc1uding*work1ng'pr0prietors) by the

establishment.

i
Source: Census of Production, 1963 and

Business Monitors

M
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TABIE 2.14 Analysis of the private sectors 100 largest enter-
prises by size of emploxgent, U.K. enterprises in

manufacturin 1

Size of emplo .ent.
Total forei

Of which foreigg

No. of - establishments 3,839 220

All

Employment (1)
thousand 2,670 309 12

Totsl sales and work

done (2) £m 56,758 5,646 15
Net output £m 14,168 1,790 13

Gross value added

at factor cost.
£m 12,468 | 1,581 13

New capital

expenditure (3)
£m 1,294 159 _12

(1) Average number of employees (full and part-time)
during year (including working proprietors) in
the establishment.

(2) Includes sales of goods merchanted or factored and
gservices rendered.

(3) New building work and requisitions less disposals
of land and existing building and plant and
machinexry.

Source: Business Monitors



TABLE 2.15

Employment
Standard (a) (v) (c d
Region or Thousand Thousand (a) as Foreign
Country & |Foreign  All o'_):(Ef % of U.K,
Type of Firms Firms
Area
North
TOtal 41-9 457-1 9-2 4.5
SDA 30.9 296.2 10.4 Je3
DA 11.0 160.9 6.8 1.2
Yorkshire
and

Humber-
gide
TOtal 5109 727-2 7.1 5-6
DA 12.0 |

51*'9 7.1 5-6
IA 715.0
East
Midlands | |
Total 34.0 580.7 5.8 3T
NA 26.8 291.3 Q.2 2.9
TA 3¢5 84.8 4.1 0.4
DIC 3*7 204'4 1-8 0-4
East
Anglia
Total (NA 36,8 197.2 18.7 4.0
South
East
Total (NAY 347.9 1,905.1 18.5 37.6
South
West
Total 31.53 418.6 7.5 3.4
NA 24.9 354.5 6.4 247
DA '} 29.5 :} }

6.4 10.0 0.7
IA 34.6

Emplo

region and assisted areas
srivate sector enterprises in manufacturineg.

ent in

forei

11

enterprises:

1975.

Analysis b

United Kingdom

1) (2
(e) (£)
% of all Concentratio
U.Xe quOtient
industry

6.1 0.74
4.0 0.82
2e2 0.54
9'7 0.57

0.2

0.57

9,6

7.8 0.47

3.9 0.74

lel 0.90

2.7 0.14

2.6 1.54
25¢5 1.48

5.6 0.61

4.7 0.58

0.4

_ 0.78

0.5

continued..




TABLE 2.15 Employment in forei enterprises: Analysis b
continued. region and assisted areas, 1975. United Kingdom

orivate sector enterprises in manufacturing. (1) (2

Standard (a) (b) (Em = en; (e) (£)

Region or|Thousand Thousand (&) as Foreign % of all Concentration

Country &|Forelgn ~ A1l  of (b) % of U.K. U.K.  Quotient

Type of Firms Firms industry

Area

West

Midlands

Total 17.0 .1,018.9 7.6 8.3 13.6 0.61

IA - A | - - 0.8 -

NA 60.7 907.1 6.7 6.6 12,1 0.55

DIC 16.3 108.6 15.0 1.8 1.5 1.20

North

West |

Total 122.9 1,051.3. 11.7 1363 14.1 0.95

SDA 46.0 260.0 17.7 5.0 3¢5 1.42

IA 76.9 790.9 9.7 8.3 10.6 0.78

England

Total 743.7 6,356.2 11.7 80.5 8.1 0.95

NA 497.1 3,655.4 13.6 537 49.0 1.10

SDA 76.9  556.0 24.5 8.3 7.4 1.12

DA 13.6 202.8 15.8 1.5 2o 0.55

IA 136.0 1,628.7 8.3 14.7 21.8 0.67

D1C 20,0 313.3 6.3 2e2 4.2 0.52

Wales :

Total 48.5 319.2 15.2 5e2 4.3 1.21

SDA 16.2 99.4 16.3 1.7 1.3 1.30

DA 22.6 157.2 14.4 2.4 2.1 l1.15

IA 9.7 62.6 15.5 1.1 0,8 137

Scotland

Total 101.2 638.8 15.8 10,9 8.6 1.26

SDA 63.8 341.2 18.7 6.9 4.6 1.50

DA 37.5 297.4 12.6 4.0 4.0 1.00
78
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TABIE 2.15 Employment in forel enterprises: Analysis b
continued. region and assisted areas, 1975. United Kingdom

Standard

orivate sector enterprises in manufacturing.

(a) (b)

Region or|Thousand Thousand

"Employment

(c

a) as
of

d (e) *

‘-"é of all Concentratior

Foreign

1 2

()

Country &|Foreign  All % _of U.K, TU.K. Quotient

Type of Firms Firms industry

Area

Great

Britain

Total 893.4 7,314-3 12.2 96-5 9810 0099

NA 497.1 3,655.4 13.6 53T 49.0 1.10

Dm 20-0 313.3 604 2'2 4!2 0-53

IA 145.7 1,691.3 8.6 15.7 22.7 0.70

DA 157 657.6 11.2 8.0 8.8 0.91
156.9 996.9 15.7 16.9 15.4 1.27

3243 152.7 2.2 JeD 2.0 1.75

925.7 7,467.0 12.4 "~ 100.0 100.0 1.00

NA- - Non-assisted

SDA -~ Special development area
DA =~ Development area

JA -~ Intermediate

DIC - Derelict land clearance

(1)

Key:

The term enterprise is used to mean one or more
establishments under common ownership or control.
Foreign enterprises are those controlled or .ownegd
by companies incorporated overseas.

Including estimates for establishments not making
gsatisfactory returns, non-response and establish-

ments employing less than 20 persons.

(2)

(3) Average number employed (full and part-time during
the year (including working proprietors) by the

establishment.

Source:? Business Monitors.
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