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Seventh Lecture
Trojan Horses:
Global Production and the Transnational Corporation

Is capitalist ownership undermining state sovereignty?

Trojan Horses
“No more barriers”?
Sovereignty vs. ownership

The transnational corporation: concepts
“Control”
Parents
Affiliates: subsidiaries, associates and branches
Foreign direct investment (FDI)
Equity, reinvested earnings and intra-company loans
Non-equity investment
Stocks vs. flows
FDI and M&A

The transnational corporation: facts
“Transnationality”: how should we measure it?
Global distribution: who owns where?
Cross-boarder links: ownership and technology

Origins: from imperialism to transnationalism
Transnationalism: from sovereignty to ownership
Surplus: internal vs. external
The state: from internal pacification to external conflict

F1ve stages of imperialism
Commercial, 15"-17" century
Plantation, 17018t century
Industrial, 18%-19 century
Monopoly, 19-20" century
Transnational, 20™ century and beyond

Why internationalize?
OLI Model: Ownership, location, internalization
Product cycles
Oligopoly
Barrier jumping
The logic of accumulation

So what?

Efficiency, spoils and democracy
Regulation: is it desirable, can it be done, and how?
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No More Barriers

Will transnational companies lead to world government?
A chat with Jurgan Schrempp by Justin Doebele

Forbes, January 11, 1999, p. 65

Multinational companies are old stuff now, but DaimlerChrysler is something else again. Most multi-
nationals have one nationality but operate across borders. DaimlerChrysler has two nationalities. In a
sense this gives the $143 billion (1998 estimated revenues) new entity enormous flexibility. It can shift
investments and manufacturing to wherever conditions are most favorable. We talked about this with
DaimlerChrysler Cochairman Jurgen Schrempp.

Schrempp: You touch upon an important point. We have to review the corporate governance of truly
international companies. That doesn't mean you take as your model how U.S. companies operate, or
how German companies operate.

At DaimlerChrysler we are finding our own answer. We have a codetermined [by shareholders,
management and labor] supervisory board, and a shareholder committee. We have, for example, the
president of the United Auto Workers union on our codetermined board. Thus we will have, on the
labor side, a transatlantic coming together [of the German and American systems].

This is just a starting point in changing corporate governance. The end result is that you will have
companies making decisions on a neutral basis, not a German or U.S. basis. We have started an evo-
lutionary process that will also have an influence on national politics.

Forbes: What does this mean for national sovereignty. Who sets the rules?

Just as we businessmen have had a dialogue with politicians on a national basis, we need now a dia-
logue with politicians on an international basis. First of all we have to do this on a transatlantic basis.
Once we get that right, then we can do it on a global basis.

At the end of the day we will have a transatlantic union-and then let's take it further, eventually
building a world union. No barriers anymore. International companies. Internationally accepted cor-
porate governance. Access to all markets, with management coming from all parts of the world.
DaimlerChrysler can be a catalyst in moving in that direction.

‘Whose model will prevail? The U.S.'? Or Europe's?
[Laughter] It will be somewhere in the middle, maybe a little bit more toward that of the U.S.

We were the first German company to introduce stock options, and I have been criticized in the
[German] media about this. You know, in Germany people are worried that if just a few guys with
stock options run a company, they will optimize short-term results and then run off with the money.
But now my peer group is following our lead.

We have tried to design [an executive compensation] system that should be a model for continen-
tal European companies. It has two elements. First, management should not optimize or maximize
shareholder results on a short term basis. You must have [compensation] elements that are medium-
to long-term.

We also want to strike a balance between interests of employees and shareholders. This is why we
have four parts in a plan that is now under discussion. First, there is a fixed base salary, no more than
25% to 30% [of total compensation]. [Then there is] a bonus that is linked to operating profits, and
then a medium-term stock plan that clearly defines targets on an annual basis. We also have stock
options designed to make you part owner of the company.

Finally, there is a fifth element: If you are a top guy in the company, you must buy the stock. This
is a new thing for Germany.

Your ideas about international governance sound utopian.
It will take a few decades to get there, but you have to start. I think the start is transatlantic.
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Box I.1. FDI and M&As: a comparison of the data

Changes in the levels of cross-border M&As are not always reflected in changes in FDI flows. This is because
the foreign equity component of FDI flows contains only a part of the cross-border M&A transactions, namely, the
foreign equity component of these transactions with a share of the total equity of at least 10 per cent. Mergers and
acquisitions can take place through other types of transactions that are not included in FDI flows, such as minority
investments (those that are classified as portfolio equity investments) and domestically raised capital (see accompanying
figure). These ways of financing M&As have become more important in recent years. It is, therefore, possible to
witness a large increase in M&As that is not fully reflected in FDI flows. By the same token, FDI flows contain
elements, such as intra-company loans and reinvested earnings,® that are not part of M&As. Consequently,
movements in FDI flows can take place independently of movements in M&As. In practice, however, there is a close
relationship between movements in M&As and FDI flows.

FDI and cross-border M&As

Portfolio
investment

Reinvested
earnings

Foreign equity
share of at least

10 per cent of
the total equity

Cross-border

L2 M&As

Intra-firm
loans

Domestically
raised capital

a For details, see the section on “Definitions and sources” in the annex.

11

SOURCE: United Nations Conference on Trade and Development. 1996. World Investment Report.
Investment, Trade and International Policy Arrangements. New York and Geneva: United Nations, p. 11.

Notes and source for opposite page:

Source: UNCTAD/Erasmus University database.

All data are based on the companies’ annual reporls unless otherwise stated.

TNI, the Transnationlity Index, is calculated as the average of the Iollowin? three ratios: foreign assets to total assets, foreign sales to total sales and Tolei?n employment lo total employment

II, the"Internaionlaization Index®, is calculated as the number of foreign affiliates divided the number of all affiliates (note: affiliates counted in this table refer to only majority-owned affiliates).

Industry classification for companies follows the United States Standard Industrial Classilicalion as used by the United States Securities and Exchange Commission (SEC).

Foreign sales are based on the origin of the sales, unless otherwise stated.

In a number of cases, companies reported only partial foreign assels. In these cases, the ratio of the partial loreign assets lo the partial (lolal) assets was applied to lolal assets lo calculate the total foreign assets. In
all cases, the resulting figures were sent for confirmation to the companies.

Fn(ei?n employment data are calculated by applying the share of foreign employment in total employment of the previous year to total employment of 2003.

Data for outside Europe.

Data were abtained from the company in response to an UNCTAD survey.

Foreign employment data are calculated b?/ applr‘ing the share of both foreign assets in total assets and foreign sales in total sales to total employment.

Foreign assets data are calculated by adpE ying the share of foreign assets in total assels of the previous year to total assets of 2003.

Foreign employment data are calculated by applying the average of the shares of foreign employment in total employment of all companies in the same industry (omitting the extremes) to total employment.

Foreign employment data are calculated by applying the share of foreign employment in total employment of Philip Morris in the previous year to total employment of Allria Group this year.

In a number of cases companies reported only partial region-specified sales. In these cases, the ratio of the partial foreign sales to the partial (total) sales was applied to total sales lo calculate the total foreign sales.
In all cases, the resulting figures have been sent for confirmation to the companies.

Foreign sales are based on cuslomer location.

Foreign assets data are calculated by applying the share of both foreign sales in lotal sales and foreign employment in total
Data for outside Western Europe.

Note: The list covers non-financial TNCs only. In some companies, foreign investors may hold a minority share of more than 10 per cent.
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SOURCE: United Nations Conference on Trade and Development. 2005. World Investment Report.
Transnational Corporations and the Internationalization of R&D. New York and Geneva: United Nations,
p. 267.

C:\Cabinet\Courses\Y3275\Lectures 2005-6\temp.doc *** Last saved on: 19/03/2006 1:43 PM *** 59 words



7. Trojan Horses: Global Production and the TNC / 4

Nitzan / 3275 GPE II

267

ANNEX A

]

6£6°08 Sle PLL €85 00004 596989 L0V IS  6ILle 8¥0 LS 19€ €€ payjisianig S8lels paiiun 8|quen § 180ld g EF  B8E
6465 09 yer 629 £9560€ ¥69S0C €822E  8LS LI ¥SL 6F | 66E EE Aiddng Jarem soueld ¥S juslisuuoliaug elioep 0L 98 L
€899 66} £El 69y 8828yl 559L68  ¥S0EE B80S Ol G628 99 4 99r EE SuonEd|UNWWOoI3|aL uledg VS BAUOBIBL ¥§ 69  9E
cL08 €8 19 0'6c 000 00§ GS9L19€ 6¢€ 952 eiS iF cl6 0L 810 ¥E lleley S8lelg pajiun $810IS LeW-leM v2 96  GE
P88 1E2 gel 9'0s Ov0O6ly €828EL 08L6L  B9E6E GEE 6F | E2E ¥E lleley 8ouel4 ySinojele) 1L 8§ €
£6°'8L 662 9€e 9’96 00029L  0OF 96 199 ¥9  99€ ¥¥ 088 ¥8 | /G2 &€ Juawdinba ojuoJjaja § [edu108(3 uedep uonesodiop Auog Le 9y g€
L00L  IF) €01 '8¢ 000 6E 286 ¥l l67 06 8¢k 62 corcg 015 9€ "Nisip/jeiy|dxe wnajoslad S8els paiiun sdijilugooouo) sy €8  2¢
11’26 2vE Sig 9’26 ELg6IE sGIG08L IEL BB  B9E GG L8¢7 01 | /86 OF Juswdinba 21uoias|a B [221108|3 Salelg pajlun wal ¢ s8¢ IE
0'k6  10S WA (& 72 000 €5¢ 905 /¥e  62E §9 80E ¥v éoveL ,8L01Y safieianag § pooy puepaziMg VS enssN € Gl 0e
SLLL 9EY 6E€ €8S [€229l v¥B9BB ESEES  8L09€ 091 62 ess Iy S8|01yeA Jojop Aey edgield 2¢  pr 62
9e°0S 89S 182 ¢Gc E9029E €669L 266 €SL GBI SS €yl G2 | 969 I¥ s8|oiyen Jojop S8IelS pajiun
fhuewsey oyJsishiydis|wieq 6. G682
ev’'i8 651 6EL g'l6 LGE GO 5 LIELS £81 €2 06 22 680 8¢ 926 2t S|EJNNadEULEYH pueliazpmsg (sy sown) dnoig syooy 6 4 L2
189 922 $51 008 1es 9L 8599  CII 8§ ¥E 62 cr0 S8 | 296 EF "1isip/jauyjdxa wnajonad Arey dnojgug g5 09 92
Li'es LS 6¢l 0¥S evEPOL 98092 000L¢  F#IOSE 856 1L 816 v¥ sa|alyan Jojop Auewisn oy MNg 8L 08 &2
le'sy €L £e 0'Le L8] €6 016 ¥ 618 ¥E 9189 gLl 101 L¥0 9% SuonedIuNWWwads|al Aley edg elfe)| Wod88l GB €6 ¥e
GE'6L €6 €L G§'ly 00022l s006€EL BBLGY  ¥PEBI GLL 9L 096 8F s|eannadeuleyd S8ElS pajiun oujlezyd 62 G99 €C
8L'6L 692 gle 66 00586 [¥09SE 9806 clL Ll L1E 88 €08 05 Blpap eljejisny uoneiodio) smeN 06 € (A
g9y 102 €6 ¢6S  EES 19 EFBEE  2E002l lLZZd el 0lt 18 908 08 Nisip/jauyidxa wnajoiled S8lelg paiiun 'diog ogexsuoiAsy) €8 ¥ 12
ve'bt 8EC 901 269 L1966y (BYECE 19282  ¥9L 61 09€ 69 | L2k s paijisianlg aouely |[Bsigalun IpUBAIA 68 ¥E 02
69°9L €€l el 02, 0091€l 5900€6 BOPOL 66} ¥S 994 4L ELLES S8|a1yan Jojop ueder P71 0D JCjo BpUOH S€ le 61
EL1L €82 £0e 626 ELBVYEE 66C09F L9€86 06} 1L 29r 051 | €68 LS s8|alyah Jojop Auewian dnosp usbemsyion 9y €5 8}
8v'vL LLOL €S €69 000.Llv 000LFe t+BLEB  ¥BY ¥9 1086 | E9F 8S luswdinba o1uoios|e B [eoL108|3 Auewisn Oy suswals 0F 2 Ll
G808 0S¢ 0064 ¥#4L 0G292F 625¥0L 6698 008 01 0vE 08 Lyl 65 paijisienig euyg ‘Buoy buoy pajwi] eodweyp UosIYOINH €2 €2 91
0085 099 LLE 9'0S 820 L2l b5 PESES 190 67 62/ €2 ¢66S 86 SvE 09 Ja1em pue seb ‘Aljoujoe|3 Auewssg dnoip IMH L9 65 GI
677G 8L 16 0L 6IS8¥2 sl¥PcSL E£C0E9  B9BET 109 9¥1  +29 29 SUOIBIIUNWWO28|8] Auewisn DV woxsjal ayosinag L S8 ¥l
1609 06 8.l¥ ¢y £8E69 1596 0¢€2s 6598 092 (¥l | EE0 ¥9 ssjem pue seb ‘fy1oujo8|3 fueuwisy up’3 €9 08 £l
lelL ¥92 ¥0e 6'2¢  60E /9L L¥PBIS  BBOOS 29091 125681 690 .9 Jajem pue seb ‘Aioujoe|3 8oueld gjuelq ag o83 vE 68 2
68°€9 Lb6 S09 L'yl l62 2Ll SkP LLL 02L¥P  SHLEE {451 BEYA 4 Jajem pue seb ‘fouoe|3 aouel4 z8ng 8% ¥l L
¢6'ss e 8Ll 88y E258le 92988 202eS  biGIE €809¢1 | 0.E18 suoledlUNWWOod8laL 8oueld Wwodalel aouel4 69 20 0l
0969 <09 [$184 (& 7 £8L 011 1£6 09 LIL 8L OLL V6 686 001 ,0v8 .8 "nisip/j8)y’|dxa wnajosed oueld [eloL 8¢ 9l 6
85°/E (€€ ¥el €Ly 0P ¥92 vIE68 61 6VL ESE /8 €05 68} | ¥9I ¥6 S8|214y8A J0jo0W uedep uonelodio) Jojoy elofol ¥6 89 8
88y 626 vE 8'l. 0006t 500000F 8¢LL0OZ F#986C 160891 yL8S2H) “nisIp/jei/|dxe wnajosjed spuejiaUiaN
JwopBury panun dnoip |jays/yoing fehoy 08 zz £
SL'v. 62 gie 1'99 00E 88 g BYLES ¥S0 LEC 926 991 8.2 vLl €S8 OLL “Nsip/je)/jdxa wnajoliad SaelIS palun uone1odio) (IQONUOXXT |t e 9
82 1S LIL 09 l'e8  00L€0)L 09998 LLG 262 GLB Bl 2.9 LLL 1SS Mpl Jisip/jesyidxe wnajoad  wopbuiy pajun - ojd Auedwo) wnsjonad ysiug 8L 0L S
0968 L62 LLL G'g¢ 000 v62 000 ¥OI teS S8  L29 IS L06 8FF | 99FF G sa|oiyah Jojop SBIElS paiiun SIOIOW |elBURY SO 06 ¥
Ly8 €29 pes g'ap LES 26 §E998EL 961 ¥9L 19L09 ¥6S v0E 288 €11 Sa|21yan 10j0W SBIEIS pajiun Auedwop sojop pio4 gl el g
ce'se 102 7 1’68 601 09 €Ly E686S  0.L00S 185 29¢ | 6EB EVC suoneolUNWWodB|aL  wopbury pajiun o|d dnoJ9 auojepop 66 L g
66'9. 86E L 890} g€y 000S0E 000 OSH ZBF PEL 980 ¥S €87 L¥9 006 8SC uawdinbs aiuoioss § [eol08|3 Salels pajiun U083 [elBusY LB LL b
jejol  ubieiod (uealad) |ejoL ublaio4  |Bj0L subiaio4  |ejoL ubialod phisnpu| Awouoss swoH uoneiodio) | gINL siesse
qINL ubigio4
sajel|ie Jo ‘oN juawho)dwsy sajes sjassy :Aq Bupjuey

(seskojdwa jo Jequinu pue SIe||op JO SUOI|IA)
2£00Z ‘s}esse ubiaioy Aq payues ‘'sgNL |elourul-uou ool do} s,plaom ay] "6°|'Y 2|qe} Xxauuy



Nitzan / 3275 GPE II 7. Trojan Horses: Global Production and the TNC / 5

Box I1.3. Transnationalization in the medium term

A survey carried out between July and November 1997 among 300 managers of TNCs and
international experts around the world, supplemented by about 100 direct interviews, suggests that the
trend towards a further transnationalization of firms will continue in the medium term, independently of
the size, sector and location of the TNCs. More specifically, between 1996 and 2002, the contribution of
foreign activities to respondents’ business is expected to rise from an average of 47 per cent to 56 per cent in
sales, from 35 per cent to 45 per cent in production, from 34 per cent to 42 per cent in employment, from 36
per cent to 42 per cent in gross investment, and from 32 per cent to 41 per cent in assets (box figure 1). As a
result, a rising number of companies will establish genuine transnational production and sales networks,
compared with a minority in the early 1990s. Only 33 per cent of the respondents to the survey considered
their companies “completely global” or “highly coordinated internationally” in 1990; this proportion had
risen to 56 per cent in 1996 and could reach 78 per cent in 2002, while the proportion of those considered
“little coordinated internationally” had fallen from 67 to 22 per cent between 1990 and 1996 (box figure 2).

Box figure 1. Transnationalization indicators Box figure 2. Transnational integratiion
(Percentage of responses received) (Percentage of responses received)
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Limited internationalization
0 - . = [ IPrime focus: exports from home country
Production Sales Investments Employees Assete | imited coordination of foreign subsidiaries
o EExtensive coordination of foreign subsidiaries
Bl o0 | REEET) [ 2002 B uily global approach
Source. Invest in France Mission, Arthur Andersen and Source: Invest in France Mission, Arthur Andersen
United Nations, 1998. and United Nations, 1998.

SOURCE: United Nations Conference on Trade and Development. 1998. World Investment Report.
Trends and Determinants. New York and Geneva: United Nations, p. 47
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SOURCE: World Investment Report, 2005, Table B.2, pp. 308-312
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SOURCE: World Investment Report, 2005, Table B.1, pp. 303-307
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Trends and Determinants. New York and Geneva: United Nations, p. 22
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Figure 1.21. The portfolio of technology agreements of Ford, 1983-1996

Manufacturing technology providers

1984 American Robot Gorp. (United States)
1985 Bendix Industry Group (United States)
1985 Boeing Computer Services (United States)
1985 Measurex (United States)

Suppliers of inputs for components 1985 Teknowledge (United States)
1986 Iscar Ceramics (Israel)
1983 Garrett Corp. (United States) 1988 Inference Corp. (United States)
1986 Phoenix Steel Corp. (United States) 1989 Guest Keen & Nettlefolds (United Kingdom)
1986 Ceradyne Inc. (United States) 1989 Grob Werke Gmbh (Germany)
1988 Occidental Petroleum (United States) 1989 ABB Robotics (Sweden)
1989, 1992 General Electric (United States) 1989 Advanced Assembly Automation (United States)
1994 Engelhard Kali-Chemie (Germany) 1990 AT&T (United States)

S~
7

Tomls

Source: MERIT/UNCTAD database.

4 Signed 2 technology agreements thal year,

Equipment suppliers Auto manufacturers
1984 Yamaha Motor Co. (Japan) 1988, 19912, 19932, 19962 General Motors
1985 JBL Inc. (United States) (United States)
1987 Matsushita Elec. Industrial (Japan) 1993, 1994(2), 1995 Chrysler (United States)
1990 Ge. Silicones (United States) 1986 Iveco (ltaly)
1991 Hewlett-Packard (United States) 1987, 1989 Nissan (Japan)
1994 Siemens (Germany) 1989 Motor Iberica (Spain)
1994 Directed Technologies (United States) 1994 Daimler-Benz (Germany)
1995 Cambridge Industries (United States) 1995 Audi NSU (Germany)
1996 Lear Sitting Holding (Italy) 1995 BMW (Germany)
1996 Mazda Motor Co. (Japan)

Figure 1.22. The portfolio of technology agreements of Toyota, 1982-1996

Suppliers of inputs for components

1986 Ube Industries (Japan)

1987 STK Ceramics Laboratory (Japan)
1987 NTT (Japan)

1988, 1990 Motorola (United States)
1995 Aichi Steels Works (Japan)

S

Manufacturing technology providers

1984 Renault Automation (France)
1986 Nippon Automation (Japan)
1986 Shoun Machine Tool (Japan)
1991 IBM (United States)

1994 ATR (Japan)

Equipment suppliers

1987 Teleway Japan (Japan)

1989 Tokyo Electric Power (Japan)

1991 Toshiba (Japan)

1993 Showa Denko (Japan)

1996 Matsushita Elec. Industrial (Japan)
1996 Nippondenso (Japan)

Source.  MERIT/UNGTAD database.

Auto manufacturers

1982 General Motors (United States)
1993 Volkswagen (Germany)

1996 Hion Motors (Japan)

1996 Nissan (Japan)

SOURCE: United Nations Conference on Trade and Development. 1998. World Investment Report.
Trends and Determinants. New York and Geneva: United Nations, p. 27-28.
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100

L log scale

Foreign operations as
a % of net corporate profit

Trend growth rate:
2.7% per annum

10 |

Exports as a
% of GDP

Trend growth rate:
1.7% per annum

www.bnarchives.net

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

1920 1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

FIGURE 1 The Globalization of U.S. Business: Ownership vs. Trade
NOTE: Series are smoothed as 5-year moving averages.
SOURCE: U.S. Department of Commerce through Global Insight (series codes: ZA for after tax profit;

GABRWR and ZARWRCT for after tax profit from foreign operations; GDP for GDP and X for
exports).
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20
18 } Cross-border mergers & acquisitions as a
% of global gross fixed capital formation .

16 |
14
12

3 o
10

B )
8 | .
6 F

LA °

- ! \/
4t /

| a

_e—® o
o
2 F ./ /o/
o—0—¢ .

L www.bnarchives.net
0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

1980 1985 1990 1995 2000 2005 2010

FIGURE 2 Global Mergers and Greenfield Investment

SOURCE: The dollar value of cross-border mergers is computed from the UN World Investment Report
2005, Table I.1 p. 9. The dollar value of global fixed capital formation is from the World Bank Worid
Development Indicators 2006.
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