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The role of transnational corporations (TNCs, which are also popularly
known as multinational corportarions, MNCs) in the economic
development of less developed countries (LDCs) is a very controversial
issue. The controversy has, in recent %mm.u_m. magnified as TNCs have
excited a great deal of interest in LDCs because of the ways they affect
the institutional framework for trade in goods and factors hetween
countries. On one side, there are those who see the TNCs as making
possible more efficient use of economic resources and whose presence
is vital for the rapid growth and development of LDCs. On the other
side, there are those who see the TNCs as the most important aspects
of the imperialist penetration of ;the LDCs, heightening their
dependency and deepening the process of dependent development.
However, in order to ascertain whether TNCs benefit or harm
development in LDCs, it is necessary firstly to explain the rationale
behind their establishment; and secendly, to examine the effects of
TNCs on various areas of the economy.

The Rationale Behind the Establishment of TNCs

A TNC can be defined as an enterprise which has singnificant
production operations and controls assets - factories, mines, sales
offices and the like - in two or more countries.

TNCs dominate in oligopolistic market structures and their
behaviour patterns can be analysed within an oligopoly framework.
Oligopolists compete with one another through product
differentiation, advertising, rapid technological innovation of both

products and processes and through competitive entry to LDC
Em%omm.
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TNCs plan, organise and manage their operations on a global scale,
viewing the world as a single economic unit. It is the parent
corporation that determines corporate strategy, decides on the
location of new investment, allocates research programmes and export
markets to various parls of the corperation and determines the prices
that are charged on intra corporaie transactions (transfer prices).

Maximisation ol global profits is the overali. long-run corporate
objective of TNCs, To achieve this objective. TNCs have devised a
variety of financial strategies which attempt to minimise both the risks
they face and the taxes they pay, although these (wo objectives may
occasionally conflict.

TNCs invest in LDCs for a variety of reasons - access to raw
materials, utilisation of cheap labour and ability to supply host country
markets.. The reason for utilisation of the rescurces or the markets of
LDCs via direct foreign investment (DFI), instead ol exports or
licensing arrangements, is that TNCs possess some advantages which
local competitors do not have access to.

The reason for the attractiveness of TNCs to LDCs is that DFI by
the TNCs provides in 'package’ form, those rescurces otherwise not
available to LDCs (technology, marketing skills] or only available in
insufficient quantities (capital, enterprise). The major goals of LDC
governments are job creation, transfer of usable technology and
skills, creating linkages in the host economy, improving the balance of
payments position and saving or earning foreign exchange. In addition,
many LDCs seck foreign investment, particularly in natural resources,
to help premote regicnal development objectives and to increase
domestic tax revenues.

Effects {of TNCs} on Various Aspects of the Economy

The scant empirical evidence on employment expansion {rom [oreign
imvestment by TNCs is hardly convincing. Some observers mention
that displacement of local firms by TNCs may actually reduce locai
employment (Sunkel 1872, cited in Gillis et. @b 1987). The argument
is that TNCs transfer to LDCs technology which is excessively capital
intensive in relation lo their factor endowments and so cause an
aggravation of employment problems. This also causes a worsening of
incomie inequalities, distorting influences on technology used by other
industrial firms and a bias in production towards the sort of high
income sophisticated and differentiated products for which the
technolody has been developed.

Conecerning linkages in the economy it can be scen that TNCs
develop fewer linkages. Because both mechanisation and the nature of
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the TNC products are more likely to demand imported raw materials,
working against backward linkages, and the capital equipment is likely
to be supplied by the parent company. The linkage possibilities that do
exist {for example, packaging and printing requirements) are more
likely to be exploited by other TNCs, rather than by local firms
{Colman and Nixson 1978 - 232}

With regard to balance of payments, the initial act of direct

Investment {assuming that the capital comes from foreign rather than
local sources) involves a.capital inflow and thus a credit item iy the
balance of payments account. But the investment generates a stream of
profit, interest, dividend bPayments and royalty payments during its life
which can be repatriated and thus have a negative balance of payment
effect. )

The LDCs cannot control the transfer of funds between the
subsidiary and any other part of the TNCs (by using foreign exchange
conirol regulations, tax regulations, direct controls} as TNCs attempt
to avoid legally or illegally the LDC reguiations. The maost powerful
veapon that they have at their disposal in this respect is the use (or
abuse} of transfer pricing.

TNCs make a number of other payments from host countries for
the factors and services vmoSamQ by the parent corporation and these
payments are growing rapidly (UN 1974, cited in Colman and Nixson
1978 : 229). Barnet and Muller (1974, cited in Colman and Nixson
1978 : 225) quote figures which show that between 1960 and 1968,
S TNCs toek, on average, 79% of their net profits out of Latin
America. Thus TNCs send out of the host country profits made on
capital that may be borrowed iocally and reduce the rate of capital
accumulation within the LDCs. As Lal and Streeten {1977 : 534) state,

“host economies do not gain much fnancial benefit (rom direct
Investment, and would be seen to gain even less |
in the form of transfer pricing were fully known

As far as foreign exchange is concerned, it is argued that due to
the TNCs' massive contacts abroad and their marketing skills, their
investment might promote exports and therefore generate additional
foreign exchange earnings.

But studies have shown that on account of import substitution
policies adopted by the LDCs in promoting industrialisation, the

overall effect of permitting TNCs behind tariff and quota wealls is often.
a4 net worsening of foreign exchange earnings. For exampie, showing
empirical evidence, Barnet and Mulier {1974, cited in Colman and
Nixson 1978 : 230 quete that US TNCs in Latin America had a worse
eXport performarce than local firms for exporis ouiside Latin America

and did no better (with certain exceptions) when it came to exporting
to other Latin American countiries.

['hidden remitiances
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Furthermore, when TNCs transfer technology to a ESWJN. Jé:ﬁmw
firm, the contract often forbids the sale oﬂ goods Qogcmwmcmwﬂwm. msr
e e mw_anomﬁ.wmﬂ%w”%.?“wmmpﬂw:m%Hﬂ. Emﬁmﬂ?mm are
WMMWMMGMMQ ‘w“wmmﬂ“samﬂm the development ol new overseas markets
and the earning of additional foreign exchange. ) )

Thus TNCs prevent or retard the emergence cm.aoﬂmm:w. E?Mﬂ
goods industry and the activities of TNCs prevent the emergence (o

i ass icated (o
destroy the existence) of an entrepreneurial class dedicaled

national development. , .
g Special
In addition. TNCs also cost the host LDCs gwo:adn,w Mm o
o i i the governme th
i ge foreign enterprises, g _
oncessions. To encourag gn ¢ : e gov e
M t country may have to provide special facilities. un o
08 : . s peeree
dditiona! public services, extend financial assistance or subs www
put. : i 351 may alse
inputs. All these have an opportunity cost. Tax ooaomvmmoﬂw mxﬁ%m 3M3
U%\m to be offered and may. for political reasons, have Lo
to domestic investment. ) o e
However, {here are some positive eflects of TNCs teo. In ey
: increasi
ars the LDC governments have been seen to become %n?ﬁ?ﬂi
w { i -TF e ATE
- cessful in regaining control over their non-renewabie mwriqma
suc wble o
resources, or at least obtaining a greater share of the revenu

{ this
[rom their exploitation : oil is perhaps the best example of {

rocess. | -
" Barnet and Muller (1974, cited in Colman and Nixson 1978 5

i its nt for
tion that in spite of the cutflow, unrepatriated profits WMMM: .o
Bmwwmmm share of net investment in certain sectors o L
m. T
American industry. | |
The final issue to be considered is the contribution ﬁﬂmﬂ M.WONJ M_MM
, . effort is true tha e Tt
i inci he development eflort. it is T
in principle, make to t . A e et
{ g i iding appropriate technology. g
can make contributions providing . y . loreisn
i s, technical personnel, org
market, management technigues, . , o
and technical skills, and innovations in Eoucﬁm. mﬂ% @Moa_.sm\_fé
i i isational and technical level ol many
technigues. Given the low organi : . _ EM
LDCs @mqmmm are indeed indispensable elements in Eww: a?ﬁom:wn:m
. TNCs have the financial resource
rocess. In many cases, only ) . X
WHE:HE expertise to develop new and better products which JRM
. i i 3, anc
essential for agricultural development, mxnﬂo;.d:mmﬂm_ wmmmcwumﬂéom
Jarge scale construclion projects. The capital provide y Ti S,
m:vmﬁ:mmﬁm domestic savings which, in turn, accelerates economic
i i tment in productive activities. In
growth through increased inves P , .
helping to raise productivity a number of benefits mmowcm.mo the hos{
nation. Beneficiaries are domestic labour in the form of higher wages
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and increased skiil through local training; consumers by way of lower
prices: and the government through higher tax revenue.

Therefore, LDCs can develop their economy through some form of
arrangement with TNCs and (he formulation of effective foreign
investment policies {policies for labour-intensive technology,
Investment to the sectors whose output is socially desirable, and
reinvestment of earned profits).

Some Empirical Evidences

To obtain empirical evidences on the activities of TNCs is really hard
as TNCs eperating in LDCs are conservative in disclosing any
information regarding their operation. Hence. any ohbjective study on
them is very often practically impossible. However, based on the
existing literature. efforts will be made (o present some empirical
evidenices on the above mentioned issues,

Empleyment : Due to TNC operations. employmenl in some
extractive industries has actually fallen in many countries. Taking 1970
as a base year, €. V. Vaitsos, £1974)found that employment in the iin
Industry in Malaysia declined from 100 in 1965 to 84 in 1973 and in
Chiie (in all extractive industries} from 140.6 in 1964 to 98 in 1973
(Cited in Kumar 1980 - 6)

In contrast, there has been a continual rise in employment in
manufacturing TNCs since late fifties. For example, the employment in
Uus manufacturing TNCs increased between 1968 and 1970--an
average of 8.3 percent yearly and about 4 percent for all developing
nations (ILO 19782, cited in Kumar 1980 : 7). A study on Korea
indicates that between 1970 and 1973 the share of employment of
foreign corporations Increased from 3 to 11 percent [UN Report
1978 ciled in Kumar 1980 @ 7). Another study in USA on 12} TNC
firms during the 1960s also showed a higher rate of employment
increase than the national average (Mannan 1986 : 137).

One of the most harmfui aspects of TNC employment is brain drain
from LDCs. @:o:ﬁm from an UNCTAD sludy Mannan {1985 - 140}
showed that during the period 1961-1971, more than 5300 high
quality brains from LDCs have been drained into the service of the US
sconomy and Americars TNCs operaling from the American soil.

Linkages : A few studies have Investigated linkages statistically and
found negative backward linkages. For example. Biersteker (1978 - 8g.
91) found that TNCs' affiliates in Nigeria purchase a larger portion of
inputs from abroad than do loca! firms, Cohen {1973) also found that
the foreign subsidiaries fport more {cited in Caves 1982 : 271).
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Profit transfers and payments : Profit transfers by TNCs from PONMW
are enormous. For example, Magdoff {cited in Oroégm_zd\ wwwmd_. ﬁ
showed that between 1950 and 1965 oEM Gmb.ﬁzm\m were able to
trinsfer three times the profit of their investment in LDCs.

Mannan. {1986} mentioned that eight transnational U:mﬂﬂmomcmznmw
companies remil an annual profits of about 30 wm..ow.m taka awzw
Bangladesh to their home countries. The annual remittance of UﬁMmM,
by TNCs operating in the i{ea sector is around 25 o,wo:w ﬁmwm.nws 1 / m
only Bangladesh Tobacco company remitted profits more than I,
crore taka {Mannan 1986 : 153-154). .

This is possibie through transfer Uiﬁnm‘loqﬂ..wﬁﬁbm of Lhe
goods imported by LDCs and under pricing the export :ﬂmﬁm U«wn:wma
in such countries. A study on ten Latin American couniries, during S_m
1966-69 period, shows that TNCs under priced exports [rom their
aftiliates by an average of 40 percen! {(Mannan 1986 : 149).

icamo«mﬁ payments by LDCs for patents, licences, 552;.52 and
trademark as well as management and service fees are also high. The
following table indicates this.

Table : 1
Selected Developing Countries : Payments of Royalties and Fees

in relation to GDP and to export-earnings.
Share of paymenit~

(Percent)
Country Year GDP Exports
Argentina 1969 0.72 7.9
Colembia 1966 Q.50 5.3
Mexico 1968 0.76 15.9
Nigeria 1865 0.78 Pw.d
Sri Lanka 1970 0.51° 2.9

4. 1969 .
sSource @ UN Secretariat. guoted in Mannan, 1986 @ 162

Exports, Productivity m.bn GDP growth : Data for Mexico and Brazil
show that TNCs generally have lower ratio of vaiue added to sales than
domestic lirms in the industry (EPW 1979 : 106)

In india. it was found that the total sales turnover by the

transnational engdineering firms increased by only "wm ﬁmﬂommﬁ, Qcﬂmn
1973-74 to 1976-77, compared to 49 per cent increase in Indian

firms.
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The ratios of €Xporls by a transnationa
firm were as follows -

1873-74

1:3
1974-75 1:2
1975-76 i:2
1976-77 l:4

With regard
better than the |
by transnationa

o preductivity alse the transnational !
ndian firms. The ratios of net sale va
tirms to Indian firms were like this ;

irms were not
luc of production

1973-74 11
1974-75 1:2
1975-76 1:1
1976-77 1}

Source : Kapoor and Saxena cited in xc.ﬁ,:o_asr:..,\. 1981 : 201,

However, Dixen g al. (1986)showed that some LDCs w
‘nd largely memamzo:.m: controlled

seclors continued to exhibit rapid rate

Cxports, despite the deepening Fecession. Between 1470 and 1980,
for example, South Korean feonomy maintained an average annua
growth rate of 10.1 pereent of GDP angd 37.9 percent for exports,
Thailand maintaineg an average annuyal growth rate of 10.} per cent,
for GDP and 37.2 PEr cent for exporls. Thaijland maintained an average

anmual GDP growth rate of 6.9 percent for the same period {Dixon. 1,
fl. 1986 VIII}.

ith extensive
and financed manufacturing
s of growth for both GDP and

Conclusion

In the light of the above discussion and empirical evidences, i ig very
difficult to draw a conerete conclusion regarding benefits and harm by
the operations or TNCs in the economic development of LDCs. The
benefits that foreign investment through TNCs bring to a developing
tountry are considerable., On the other hand, TNC nvolvement can
also carry costs to a host country and. csﬁolcsmﬁmaﬁ it is the costs that
atlract the most interest and conitroversy.

To place things inio perspective requires resolution of 5
undamenia question. What wounld have happened in an LDC if there
had not been any TNC activity ? Would the LDC have been able to

develop withou, external investment and technological input 9 |f 50,
how ? The answer is that developrment would have been most unlikely.
Like arguments  concerning (he United Nations, i seems that if
TNC did not exjst then it would have (o be invented,

PHirm to those by an Indian

. MENT a3
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Finally, it can be noted thal even .&.m tmm:cc#ma Ew%“._mw _MMM_HMUM ““
achieving development as a result of TNCs operaiion, o ,Pﬁ,m,:mmzc:
d 1 d. Their prime objective is global ?.‘E: 5 o
a_ﬁMo.HM_HMH.WWMMBW are aimed at achieving that oEmn:/ﬁm/_.MoM. QQMMMWMM
i i g [ rations of TNCs are
. wwmw rUOM_ /.\%Mwoﬁmummmﬂm%ﬂwnm mwwummMWMMMdemwﬁm to ﬁcﬁm)cm ,_uo:.o.wmm
:mm.o:m:o.:w. _m.v w:qm,ﬁm the causes of their problems. East .>Ewd
EUS?.E; ; _.3 larly NICs, for example. have been m:o,cwmmhcw in this
nocmﬂzwm. ﬁmz.:n\c oro mm,ﬁ._vo:ﬁﬁ.m. Within a meodified ramework .msa
Emm:..a Eno.cm.: .w.@@wwwamma sei of gnidelines and rules, aq,m TNCs,
Eoﬁw_:m E:Mp“mﬁwwﬁ .mﬁ and conirol over itechnology. m.mn:& mma
”Mwmwzsmacmrw:w. can still make a unique coniribution to the
development effort of LDCs.
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