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PREFACE

The World Investment Report 1994: Transnational Corporations, Employment and
the Workplace (United Nations publication, Sales No. E.94.11.A.14), published by the United
Nations Conference on Trade and Development, Divison on Transnationd Corporations and
Investment, isthe fourth in an annua series.

This year's Report focuses on the impact of transnational corporations and especidly
that of complex corporate integration drategies on the quantity and qudity of employment,
human resource development and, more generdly, the organization of work. Some 37,000
transnationa corporations that control over 200,000 foreign affiliates employ directly nearly 10
per cent of the pad employment in the world's nonagricultural sector. As created assets have
become more and more important in internationa competitiveness, employment effects (eg.,
human resource development, indudtrid reations) associated with transnationd  corporations
are of great interest to al host countries, in particular developing countries.

The World Investment Report 1994 dso reviews recent globd and regiond trends in
foreign direct investment and the activities of transnationa corporations, presents a longer-term
perspective of these trends and considers the changing roles of transnationa corporations, trade
unions and governments as a result of the liberdization of foreign-direct-investment policies.

The report has close to 500 pages and contains more than 100 tables and figures. This
Executive Summary is prepared to reach a wider readership and to make the gist of the report
more readily accessible to policy makers.

Geneva, July 1994
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Executive summary

Transnationd corporations (TNCs) ae increesngly desgning ther production and
digribution drategies with the globad economy in view, thus expanding the scope of
internationa  production. But even as the configuraion of their economic activities changes,
production ill takes place in specific locations, with employees closdy attached to their place
of work. The impact of corporate strategies and international production on the workplace - in
terms of the quantity and quality of employment, human resource development and indudtrid
relations - isthe particular theme of the World Investment Report 1994.

This theme needs to be seen in the context of the return of large-scde unemployment to
developed countries and its perssence in developing countries. Fifty years ago, when the
international  community met a Bretton Woods to lay out an internationd agenda for a new
world order, unemployment was discussed against the backdrop of the Great Depresson and
the economic digntegration of the inter-war period. Today, the response to unemployment must
take place against the background of a more integrated world economy, and one in which TNCs
are, inevitably, among the more important vehicles through which any chosen agenda for
economic gability and prosperity takes effect. Although the immediate impact of TNC activity
on current levels of unemployment is amdl, the longer-term consequences through stimuleting
economic growth and improving international competitiveness cannot be underestimated.
Policy makers and trade union leaders mugt find innovative ways to respond to the ongoing
changes in the internationd economy. This is not an easy task. Not only must they address the
many new issues raised by integration a the level of production; but, in a more open and
integrated world economy, policy makers must coordinate more carefully the traditiond
indruments for domestic economic management with policies redaing to internationd
economic redions, including, in particular, foreign direct invesment (FDI) and other forms of
TNC activity.



The World Investment Report 1994: Transnational Corporations, Employment and the Workplace, the
fourth in an annua series of reports on TNCs and FDI, consss of three parts. Pat One
examines and analyses recent globa and regiond trends in FDI and TNC activities and presents
a longer-term perspective on these trends in the context of the globdization of economic
activity Part Two focuses on employment, human resource development and industrid relations
in TNCs, againg the background of the expanding volume, wider disperson and deeper
integration of the activities of TNCs. Part Three consders the changing roles of TNCs, trade
unions and governments within an incressngly globalized economy, with particular reference
to labour-market issues. The mgor findings of the Report are summarized below.

GLOBAL AND REGIONAL TRENDS

Recent trends in FDI and TNC activities illudtrate the degp and ongoing changes
occurring in the world economy. The broad picture that emerges is characterized by the
recovery from the FDI recesson, the outstanding - dthough uneven - performance of host
developing countries, the growth in the number and reach of TNCs and the changing character
of the world economy on account of the integration brought about by TNCs at the levd of
production.

Therecovery from the FD1 recession ...

After a two-year dow-down in outflows (from $232 billion in 1990 to $171 billion in
1992), FDI outflows began recovering in 1993, reaching $195 bhillion (table 1). Not all major
home countries contributed equaly to the recovery. Still, the recovery from the FDI recesson is
seeing adow return to the previous configuration of magor home and host countries.

This configuration had subgtantialy changed during the FDI recession: Japan dipped
from first place as a source of FDI to third place, behind the United States and France (table 2).
The United Kingdom - the largest outward investor during most of the second half of the 1980s
moved down to fifth place, after Germany. The decline of world FDI outflows during 1991 and
1992 congged primarily of reduced outflows from Jgpan and, to a lesser extent, from some
Western European countries, mainly to the United States. The large decline in Japanese
outflows - accounting for 44 per cent and 65 per cent, respectively, of the tota declines during
these two years - can be explaned by a combination of adverse cyclicd factors and some
specid factors. Among the latter, particularly noteworthy are the weskened financid pogtion of
many Japanese TNCs reaulting from plummeting stock prices a home, compounded by under
performing invetments in Europe and the United States undertaken during the investment
boom of the late 1980s. The decline of FDI outflows from Western Europe was not as large as
that of Jgpanese outflows, primarily because the differentia timing of the economic recesson
across Europe partly mitigated the overdl decline of FDI flows. In addition, the implementation
of the Single Market programme continued to creste intraregional opportunities for FDI by
European and other TNCs. In comparison with both Japan and Western Europe, United States
FDI outflows remained a a high level during the recesson and increased subgtantidly in 1993.
This reflected the more diversfied geogrephicad profile of the country's outward FDI, which
permitted United States TNCs to exploit FDI opportunities in some regions and countries, in
Spite of the recession.

On the inward investment Sde, the economic recesson saw a collapse of investment
flows to the United States - the largest host country during the 1980s and early 1990s - to 2 per
cent of world inflows in 1992 (compared to over one-third in 1989). In absolute vaues, inflows
declined from $69 hillion in 1989, the peak year, to $3.4 hillion in 1992. The decline of



Table 1. Inflows and outflows of foreign direct investment, 1981-1993
(Billions of dollars)

1981-1985 1986-1990 1983 1989 1990 1991 1992 19938
Country Annual average®
Developed countries
Inflows 37 130 131 168 176 121 102 109
Outflows 47 163 162 212 222 185 162 181
Developing countries
Inflows 13 25 28 27 31 39 51 80
Outflows 1 6 6 10 10 7 9 14
Central and Eastern
Europe®
Inflows 0.02 0.1 0.015 0.3 0.3 2 4 5
Outflows 0.004 0.02 0.02 0.02 0.04 0.01 0.03
All countries
Inflows 50 155 159 196 208 162 158 194
Outflows 48 168 168 222 232 192 171 195

Source: UNCTAD, Division on Transnational Corporations and I nvestment, World Investment Report 1994: Transnational
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.11A.14).

aBased on preliminary estimates.

b Compounded growth rate estimates, based on a semi-logarithmic regression equation. ¢ Former Yugoslaviaisincludedin
developing countries.

Note: The levels of worldwide inward and outward FDI flows and stocks should balance; however, in practice, they do not. The
causes of the discrepancy include differences between countriesin the definition and valuation of FDI; the treatment of
unremitted branch profitsin inward and outward direct investment; treatment of unrealized capital gains and losses; the
recording of transactions of "offshore" enterprises; the recording of reinvested earningsin inward and outward direct
investment; the treatment of real estate and construction investment; and the share-inequity thresholdininward and outward
direct investment.

Table 2. Outflows of foreign direct investment from the five major home countries, 1981-1993
(Billions of dollars)

1981- 1986- 1988 1989 1990 1991 1992 1993b
Country 1985"' 1990
France 3 17 14 19 35 24 31 21
Germany 4 16 13 18 29 22 16 17
Japan 5 32 A 44 48 31 17 12
United Kingdom 9 28 37 35 19 16 16 26
United Statesd 11 2 14 A 24 33 33 50
Total ° 32 115 113 151 155 126 113 126

Source: UNCTAD, Division on Transnational Corporations and Investment, World I nvestment Report 1994
Transnational Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.11.A.14).

a Compounded growth rate estimates, based on a semi-logarithmic regression equation.

b Based on preliminary estimates.

¢ Not including reinvested earnings. In the case of France, reinvested earnings are not reported after 1982.

d Excluding outflows to the finance (except banking), insurance and real estate industries of the NetherlandsAntilles. Also
excludes currency-translation adjustments.

e Totals may not add up, due to rounding.



cross-border mergers and acquidtions, which play an important role in the market-entry
grategies of TNCs, was subgtantialy responsible br the fdl in FDI flows into the United States
and mgor countriesin Western Europe.

With the recovery from the FDI recesson, the earlier pattern of mgor host and home
countries is beginning to re-emerge. On the inflow sde, the United States has resumed its
postion as the largest host country, with its inflows reaching dmost $32 hillion in 1993. On the
outflow dde, the United States has drengthened its podtion as the largest source of FDI,
investing abroad a record $50 billion. The United Kingdom regained its postion as the largest
home country in the European Union, lost during the FDI recesson to France. The developing
countries, too, contributed to the recovery of outflows. Outflows from Germany and Japan have
not yet started to recover, but they sopped decreasing, signdling, perhaps, tha they have
reached the bottom of the cycle. Approva data for Japanese outflows for fisca year 1993/1994,
in particular, augur well .

... isbeing led by a vigorous expansion of FDI in developing countries ...

Even during the FDI recesson in the developed countries, flows into developing
countries continued to boom, one of the outstanding features of recent globa FDI trends. In
1993, developing countries attracted a record $80 billion in estimated FDI, twice the amount of
flows in 1991 and the same as the level of total world inflows in 1986. As a reault, the share of
developing countries in world FDI flows reached about 40 per cent in 1993, a share unsurpassed
in decades. Foreign-direct-invesment flows in 1992 were the largest component of net resource
flows to developing countries, compriang one-third of the totd; they conditute over one-hdf of
totd private flows to those countries. The most important factors making developing countries
dtractive to foreign investors were rgpid economic growth, privatization programmes open to
foreign invetors and the liberdization of the FDI regulatory framework.

However, the growth of FDI flows to developing countries is unevenly distributed
among regions and groups of developing countries. Most FDI inflows are gill concentrated in
10 to 15 hogt countries overwhemingly in Ada and Lain America (figure 1) . China has
become the largest host country in the developing world, accounting for nearly three-quarters of
the increase in FDI flows into developing countries in 1992 and over hdf of the estimated
increase in 1993. Indeed, with $26 billion inflows, China has become the second largest host
country in the world in 1993, &fter the United States, with important consequences for its
externd trade the share of foreign effiliates in the country's exports increased from 9 per cent
in 1989 to over one-quarter in 1993, while the tota volume of exports increased from $53
billion to $92 hillion.

On the other hand, the least developed countries as a group have received little FDI
(table 3). Indeed, their share of tota developing-country inflows dedined from an annud
average of 2.1 per cent in 1986-1990 to 0.6 per cent in 1992. In absolute vaue, the $300 million
received by them in 1992 was less than the inflow received by individud developing countries,
eg., Pakigan, in that year. This unevenness is aso reflected in the regiona pattern of FDI.
Mog of the increase of FDI flows has been concentrated in East and South-East Asa, as well as
in Lain America and the Caribbean. Flows to Africa - which includes the largest concentration
of least developed countries - did not increase between the second haf of the 1980s and the
ealy 1990s, as a reault, the share of Africa in developing-country inflows was haved to 6 per
cent between these two periods.



Figure 1. Share of the ten largest host countries in foreign-direct-investment inflows to
developing countries, 1981-1992

(Percentage)

20

80

70

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992

Source. UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994: Transnationa
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.ILA.14).

The highlights for each developing country region are as follows:

South, East and South-East Asa have been experiencing the fastest economic growth in
the world, and reman the larget host region, accounting for 57 per cent of totd
deveoping-country FDI in 1992. Chinds peformance has been central in this respect.
Flows into the newly industridizing economies dowed down, however, as a consequence of
the restructuring of FDI in response to the loss of some locationa advantages and to their
efforts to become atractive to high technology or <kill-intensive investments. These
economies continue to be ggnificant outward investors and are moving labour-intensve
activities to other countries in Ada. As a reault, intraregiond FDI is growing; countries such
as China, Indonesa, Mdaysa, Thaland and, increasngly, Vi Nam are particulaly
attractive locations for such investment. Progpects are quite promising that this region will
be able to sudtain the present level of FDI inflows, if not improve on it, given that most
principd factors determining FDI flows are favourable (table 4). Even if FDI flows into
China should dow down, as latest Sgns suggedt, there are gill a number of markets in the
region - most notably India- that have yet to be fully tapped by foreign investors.

Average invesment flows into Latin America and the Caribbean during the early 1990s
were more than twice as high as those during the 1980s. This revivd of inflows reflects the
recovery of economic growth, market-oriented reforms and a liberdized FDI framework.
While FDI through TNC participation in privatization and debt-equity converson
programmes is il important in some countries, others, such as Chile and Mexico, are now
succeeding in  atracting subgantid amounts of investment outsde such programmes.
Progpects for sustaining the present growth of FDI flows appear to be quite favourable.
Progress towards grester economic integration, both within this region and with North
America, would be an additiond factor generating and attracting FDI.

Despite the widespread liberdization of FDI policies by many governments in Africa during
the 1980s, FDI inflows did not increase between the second half of the 1980s and the



Table 3. Foreign-direct-investment inflows to developing countries,

(Billions of dollars and percentage)

Region

Developing countries'

Total

Share of the world total (Per cent)

Total without |east devel oped countries
Africa

Total

Share of devel oping-country

total (Per cent)

Total without |least devel oped countries
Latin America and the Caribbean
Total

Share of devel oping-country

total (Per cent)

Total without |east developed countries
Western Asia

Total

Share of developing-country

total (Per cent)

Total without |east devel oped countries
South, East and South-East Asia

Total

Share of devel oping-country

total (Per cent)

Total without |east devel oped countries
Memorandum:

Least developed countries

Total

Share of world total (Per cent)

Share of developing-country

total (Per cent)

by region, 1981-1992

1981-1985 1986-1990
(Annual average)

131
26.3
12.9

17

12.9
15

59

44.7
58

04

34
04

49
37.6
4.9
0.2
04

14

24.9
16.0
24.4

2.8

114
2.3

1.7

30.9
7.7

04

17
0.4

13.6
54.8
13.6
0.5
0.3

21

1991

39.1
241
38.7

2.7

70
24

15.0

38.5
15.0

0.5

13
05

20.2
51.8
20.2

0.3

0.2

0.9

1992

51.5
325
51.2

3.0

59
2.8

17.7

34.4
17.7

0.7

15
0.7

294
57.1
294

0.3

0.2

0.6

Source. UNCTAD, Division on Transnational Corporations and Investment, World I nvestment Report 1994:
Transnational Corporations, Employment and the Workplace (United Nations publication, SalesNo. E.94.ILA.14). alncludes
developing countries in Europe (Gibraltar, Malta and the former Y ugoslavia) and the Pacific I slands.

early 1990s. Averaging around $3 hillion a year, FDI flows to the entire region are considerably
less than those received by, for example, Mdaysa in the early 1990s. Smal markets with low
growth rates, poor infrastructure, high indebtedness, dow progress in introducing market- and
private-sector-oriented economic reforms and low levels of technologicd capabilities dl reduce
the atractiveness of many African countries to foreign invetors. Inflows are concentrated in oil
exporting countries, especidly Egypt and Nigeria However, a number of smal African
countries, such as the Seychdles and Equatorid Guinea, have attracted considerable FDI
inflows in relation to the d9ze of ther economies That suggests tha a differentid andyds is

required when assessing the



Table 4. Factorsinfluencing the sustainability of foreign-direct-investment
flowsto developing regions

South, East and South-East Asia
Economic factors

. continued rapid economic growth;

. ability of some major recipients (e.g., Thailand, Taiwan Province of China, China) to overcome infrastructurebottlenecks;

. extent of transnationalization of Asian-based TNCsdriven by cost factors or market access, including those from the
newly industrializing economies (especially, Singapore), the "second-ier” indudriaizing economies(Thaland, Mdaysa,
Indonesia) and China;

. continuous availability of low-cost, productive and increasingly skilled labour;

. economic recovery, coupled with yen appreciation in Japan, the dominant investor in the region;

. ability of Chinato sustain and Indiato attract more FDI.

Policy factors

. economic reform in the Asian economies in transition;

. further liberalization of FDI and outward-oriented trade policies;

. private-sector support, including that exerted through privatization;

. strengthening regional economic integration (ASEAN, AFTA, growth triangles).

Strategies

. regional rationalization and integration strategies of TNCs;
. market penetration.

Latin America and the Caribbean
Economic factors

. continuous adoption of sound macroeconomic policies, including debt servicing;
. sustaining or improving the present growth performance;

. improving infrastructure;

. growth of infra-regional FDI;

. ability of Argentina, Brazil, Chile and Mexico to sustain or attract more FDI.

Policy factors

. ongoing implementation of privatization schemes;
. strengthening regional integration (NAFTA, Mercosur, Andean Pact).

Strategies

. regional rationalization of production in response to integration;
. market penetration.

Africa
Economic factors

. further diversification of the production structure towards manufacturing and services;

. ability to enlarge markets and foster high growth rates;

. improving infrastructural facilities, including improvements obtained through official financial assistance;
. ability of South Africato become an investment pole for sub-Saharan Africa.

Policy factors

. adoption of macroeconomic reforms, including alleviating the debt burden;

. further liberalization of FDI and related regimes, including those in the primary and services sector;

. introduction and expansion of privatization programmes.

Strategies

. extent to which based TNCsin the European Union integrate North Africainto their regional production networks.

Source. UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994:
Transnational Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.11.A.14).



invetment potentiad of African countries. Still, dthough some countries are clearly
more successful in attracting FDI than others, prospects for FDI in Africa as a whole
and especidly in sub-Saharan Africa are not so favourable. External assstance,
paticularly officid development assgance, will therefore continue to be of great
importance to create the premises for sdf-sustaned growth, including an FDI-friendly
environment .

... but only moderate FDI increasesin Central and Eastern Europe.

The remarkable expanson of FDI flows to developing countries has belied the fear that
the opening of Central and Eastern Europe - and the efforts of the countries of that region to
atract such invesment-would divert invesment flows from developing countries. In fact, the
growth of FDI flows to Centrd and Eastern Europe has fdlen far short of the growth of flows to
the developing countries. The modest inflows dso greatly dampened expectations regarding the
role of FDI in the trangtion from centraly planned to market economies. Flows into the region
totalled an esimated $5 hillion in 1993 (about the sze of flows to Mexico). Cumulated FDI
flows were gpproximatdy $13 hillion in 1993 (barely more than the FDI stock in Thailand).
Investments are unevenly didributed within the region, concentrated in those countries that
have made the most progress in establishing a market-oriented economic system. Nevertheless,
FDI in some key industries (such as automobiles), the establishment of new linkages with
Western Europe, the transfer of modern technology and management practices to foreign
dfilites and supplier firms and the provison of previoudy unavalable services assigt in
peeding the trangtion and fostering economic recovery. In addition, TNCs help indirectly in
the trangtion to a market economy by exerting pressures for inditution building, privatization
and competition. As regards the future, the region has a good potentid to atract foreign
invesors many countries ae middle-income economies with Szesble domestic markets and
pent-up consumer demand for goods and services and have a large indudrid base; some
countries are rich in natura resources and have consderable human resource endowments and
relatively low labour costs, and the proximity to the European Union market could entice TNCs
to reorganize afiliate networks regiondly. Even then, however, it is not likey that the result
would be a large-scde trandfer of production capacities from developed countries to those of
Centra and Easten Europe. Reather, what is more likey is an incrementd increase in
production located there, partly to saisfy locd makets patly as a result of regiondly
integrated production.

The expanding 77VC universe ...

The universe of TNCs in the early 1990s was composed of a least 37,000 parent firms
that controlled over 200,000 foreign eaffilistes worldwide, not counting numerous norequity
links Two-thirds of these parent firms - 26,000 - were from 14 mgor home developed
countries, an increase of 19,000 since the end of the 1960s. Foreign affiliates generated sdes of
more than $4.8 trillion in 1991, dightly more than world exports of goods and non-factor
sarvices (some one-third of which were infra-firm) and twice the sdes figure at the beginning of
the 1980s (table 5). The influence of the largest TNCs on output, employment, demand patterns,
technology and industrid reations should not be underestimated: the world's largest 100 TNCs,
ranked by foreign assets, held $3.4 trillion in globd assets in 1992, of which about 40 per cent
were assets located outside their home countries. The top 100 control about one-third of the
world FDI stock (table 6).



Table 5. Worldwide foreign direct investment and selected economic indicators,
1992, and growth rates for 1981-1985,1986-1990,1991 and 1992
(Billions of dollars and percentage)

Value at Annua growth rate (per cent)

current prices,
Indicator 1992 1981-1985 ° 1986-1990° 1991 1992
FDI outflows 17 3 24 -17 -11
FDI outward stock 2125b 5 1 10 6
Sales of foreign affiliates of
TNCS® 4800d 2e 15 -13
Current grossdomestic
product at factor cost 23300 2 9 4 5
Grossdomegtic investment 5120 04 10 4 5
Exportsof goodsand
non-factor services 4500 -0.2 13 3 .
Royalty and fees receipts 37 01 19 8 5

Source. UNCTAD, Division on Transnational Corporations and Investment, World Invesment Report 1994: Transnationd
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.1LA.14).
a Compounded growth rate estimates, based on a semi-logarithmic regression equation.
b 1993.
¢ Estimated by extrapolating the worldwide sales of foreign affiliates of TNCsfrom Germany, Japan and the United States on
the basis of the relative importance of these countriesin worldwide outward FDI stock.
d 1991.
€1982-1985.

... haslinked national production systemsin the broader context of globalization.

Transnationa corporations and their activities have not only grown in quantitetive terms
(table 7) . They dso have had a quditaive impact on the world economy, within the broader
process of globdization.

The driving forces of technologicd progress and competition, combined with
liberdization, have lowered bariers to internationd flows of goods, services and factors of
production, increased the scope for international specidization and led to an unprecedented
expangon in internationa economic transactions. Transnational corporations have played a
leading role in this process as traders, investors, disseminators of technology and movers of
people - thus drengthening the links among nationd markets. Beyond that, the distinguishing
role of TNCs is tha they organize the production process internationdly: by placing their
affiliates worldwide under common governance sysems, they interweave production activities
located in different countries, create an internationd intra-firm divison of labour and, in the
process, interndlize a range of internationa transactions that otherwise would have taken place
in the market.

The drategies pursued by TNCs ae of centrd importance to understanding the
globdization process (figure 2). The activities of parent firms and affilites can be linked
throughsand alone drategies, in which the links are one-way, concentrating on ownership,
finance and technology; simple integration drategies, in which affiliates in addition, often provide
inputs to their parent firms, or the linkages can take place through complex integration strategies,
driven by the desre to exploit globa economies of scde and a higher degree of functiond
pedidization involving locating specific @rporate activities in a number of locations around the world.
Although all three dSirategies co-exist, most recently there has been a shift towards complex
integration dtrategies, a



Rank/Corporalfon

1 Royal Dutch/Shell b

2 Exxon

3 IBM

4 General Motors

5 Hitachi,

6 Matsushita Electric®
7 Nestle

8 Ford

9 Alcatel Alsthom °
10 General Electric
11 Philips Electronics
12 Mobil

13 Asea Brown Boved d
14 EIf Aquitaine °

15 Volkswagen °

16 Toyota Motor Co.
17 Siemens °

18 Daimler - Benz °
19 British Petroleum
20 Unilever,

21 Fiat

22 Sony

23 Hanson

24 ENI °

25 Du Pont

26 B.A.T. Industries
27 Philip Morris

28 Nissho lwai °

29 Grand Metropolitan
30 Bayer

31 Chrysler

32 Lyonnaise des Eaux
33 Total,

34 Seagram

35 Saint - Gobain °©
36 Dow Chemical
37 Xerox,

38 Toshiba °©

39 Ciba-Geigy

40 Procter 8 Gamble
41 BASF,

42 Chevron

43 Michelin

44 Petrofina,

45 Honda,

46 Sandoz

47 Bridgestone,

48 Texaco

49 Hoechst °

50 Electrolux®

Table 6. Theton 50 transnational cor por ationsranked by foreign assets, 1992

Country

United Kingdom!
Netherlands
United States
United States
United States
Japan

Japan
Switzerland
United States
France

United States
Netherlands
United States
Switzerland
France
Germany

Japan

Germany
Germany
United Kingdom
United Kingdom/
Netherlands
Italy

Japan

United Kingdom
Italy

United States
United Kingdom
United States
Japan

United Kingdom
Germany
United States
France

France

Canada

France

United States
United States
Japan
Switzerland
United States
Germany
United States
France

Belgium

Japan
Switzerland
Japan

United States
Germany
Sweden

Industry

Petroleum refining

Petroleum refining
Computers

Motor vehicles and parts
Electronics

Electronics

Food

Automobiles

Electronics

Electronics

Electronics

Petroleum refining
Electronics, electrical equipment
Petroleum refining

Motor vehicles and parts
Motor vehicles and parts
Electronics

Transport and communication
Petroleum refining

Food

Motor vehicles and parts
Electronics

Building materials
Petroleum refining
Chemicals

Tobacco

Food

Trading

Food

Chemicals

Motor vehicles and parts
Construction

Petroleum refining
Beverages

Building materials
Chemicals

Scientific and photo. equipment
Electronics

Chemicals

Soaps and cosmetics
Chemicals

Petroleum refining
Rubber and plastics
Petroleum industry
Motor vehicles and parts
Pharmaceuticals

Rubber and plastics
Petroleum refining
Chemicals

Electronics

Foreign

assets

69.4

43.2
45.7
41.8

74.4
28.7
28.0

24.2
22.9
22.6
22.4

19.2
19.0
17.5

16.0
14.2
13.8

13.0
12.8

9.2

Total
assets

100.8

85.0
86.7
191.0
66.6
29.9
31.3
180.5
44.4
192.9
28.6
40.6
25.9
45.1
46.6
76.7
44.6
52.5
315
24.2

58.0
39.1
36.6
54.9
38.9
43.6
50.0
40.7
16.7
23.7
40.7
24.3
20.9
11.8
17.2
25.4
34.1
45.0
21.0
24.9
24.7
34.0
14.2
10.7
24.1
12.7
14.8
26.0
22.9
11.5

Foreign
sales

Total

Foreign

Total

sales employment employment

(Billions of dollars) ( Thousands of employees)

455

93.1
39.9
42.3
13.9
60.8
37.7
33.2
18.0

8.4
31.0
49.7
26.3
13.2
29.4
22.0
27.0
35.8
34.0
35.0

20.3
13.4
8.2
12.9
17.5
24.1
20.0
35.0
11.2
20.7
4.3
7.4
14.9
5.9
9.1
9.4
9.1
11.0
10.5
15.9
18.2
13.2
10.4

19.5
9.8
7.5

17.2

22.1

12.4

96.6

115.7
64.5
132.4
58.4
94.8
38.4
100.1
30.7
57.1
33.3
64.1
29.6
36.2
54.7
81.3
50.3
63.1
58.6
43.7

40.1
34.4
15.7
33.8
37.8
31.2
59.1
91.6
79.8
26.4
36.9
16.4
25.9

14.1
18.9
18.3
37.0
15.9
30.4
28.1
41.4
12.7
16.7
29.3
10.2
14.0
36.8
29.4
14.2

91.0

59.0
143.9
272.0
252.1
211.3
167.0
106.3
58.0

225.8
282
198.8

109.0
16.3
160.0
74.0
71.7
247.9

82.6
71.1
54.0
25.2
36.9
183.0
70.0
2.1

79.0
35.1
83.9
28.5

66.9
28.2

29.0
68.4
59.4
41.9
10.1

10.5

45.8
54.0
13.1
90.3
104.9

127.0

95.0
301.5
750.0
324.2

218.0
325.3
203.0
231.0
257.7

63.7
213.4

87.9
273.0
108.2
413.0
376.5

97.7
283.2

285.5
126.0
75.0
124.0
128.7
198.0
161.0
7.3
102.4
156.4
113.0
161.1
51.1
15.8
100.4
61.4
107.5
173.0
90.6
103.5
112.0
49.3
130.7
15.5
90.9
53.4
85.8
38.0
177.7
121.1

Source: UNCTAD, Division on Transnational Corporations and |nvestment World Investment Report 1994. Transnational

Corporations, Employment and the Workplace (United Nations publication, Sales No. E.9411.A.14).

alndustry classification for companies follows that in the Fortune Global 500list inFortune, 29 July 1991 and the Fortune
Global Service 500 list in Fortune, 26 August 1991, except for Daimler-Benz. In the Fortune classification, companies are
included in theindustry or servicesthat represents the greatest volume of their sales; industry groups are based on categories
established by the United States Officeof Management and Budget. Several companies, however, are highly diversified. These
companiesinclude GE, Grand Metropolitan Hanson and Sandoz.
b Foreign sales figures are outside Europe whereas foreign employment figures are outside the United Kingdom and the

Netherlands.

c Dataon foreign assets are not available; ranking according to foreign assets estimated on the basis of theratio of foreign to
total employment, foreign to total fixed assets and other similar ratios.

corresponding division of the value chain into discrete functions and their location wherever they can be
mogt effectively carried out in light of the overall needs of afirm.

Common governance is reflected in the fact that some one-third of world trade isintra-firmin
nature (with its composition shifting towards intermediate goods) and that some 80 per cent of

international payments for royalties and fees (as a measure of transfer of technology) are
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Table 7. Therole of foreign direct investment in world economic activity,
1913,1960, 1975,1980, 1985 and 1991

(Percentage)
Item 1913 1960 1975 1980 1985 1991
World FDI stock as a share of
world output 9.01 44 45 4.8 6.4 85
World FDI inflows as a share of
world output . 0.3 0.3 05 05 0.7
World FDI inflows as a share of
world gross fixed capital formation . 11 14 20 18 35
World sales of foreign affiliates
as ashare of world exports . 8b 97° 9d 9d 122

Source: UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994:
Transnational Corporations, Employment and the Workplace (United Nations publication, Sales No. E.9411.A.14).
a Estimate.

b 1967 based on United States figures.

C Based on United States and Japanese figures.

d 1982 based on German, Japanese and United Statesdata.

undertaken on an intrafirm bass. Combining the domestic assets of TNCs with the assets of
foreign afilites suggests that as much as one-third of world output is under the common
governance of TNCs and hence potentidly part of an integrated internationa production system
- the productive core of the globalizing world economy.

EMPLOYMENT, HUMAN RESOURCE DEVELOPMENT AND
INDUSTRIAL RELATIONS

Globalization has important implications for the organization of labour markets.

Until quite recently, the world of work has been shaped by locd and nationa factors. At
leest since the Second World War, the level of employment has been a mgor congderation
influencing the policies of nationd governments. The qudity of employment depended on the
sectord digribution of production and the behaviour of individud firms with respect to wages,
working conditions and training programmes, dbat in the context of wider government policies
relaing to the labour market and education and training. Most people, a least in the developed
countries, expected a lifetimes employment, if not in the same company, then mogt likely in the
sane locdity or country. Trade union and employer organizations bargained within an
edablished framework of nationd indudrid relations. All tha is now changing under the
pressure of globdization, as the increased mobility of capitd meets the more location-bound
asst that is [abour.

1



Figure 2. International production strategies

1. Stand-alone strate; 2. Simple integration strategy
. <>

N)Zgn affiliates Foreign affiliate
o /A ®
Sub-
V'c:ontrac:tcn
Foreign affiliate

3. Complex integration strategy

T . Subcontractor

. INC |

OO

Source. UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994: Transnational
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.1LA.14).

Note: A, B and C denote different functions/activities.

More specificdly, the growth and organization of internationa production under the
governance of TNCs has severd implications for the organization of domestic labour markets:.

The oconditions undelying firmleve competitiveness ae changing, rdying less on
traditiona natural assets and more on created assets, above dl assts in the form of skills
and knowledge. Such assts are therefore an important factor influencing the locationa
advantages of countries as hoststo TNCs.

The importance of <killed human resources, as wdl as the proliferation of cross-border
production linkages via FDI, subcontracting arrangements and drategic aliances and the
adoption of complex integration drategies by TNCs creste both chdlenges and
opportunities for mutualy beneficia relations between employers and employees.

As the organizationd scope of TNCs widens, both geographicdly and functiondly, and as
the mobility of capitd increases, labour and governments must adgpt more quickly to
changes in the internationa competitiveness of their indudtries and firms.

Increesng reliance on market forces redefines the rdationships of firms, labour and
governments with one ancther, including those in the aress rdated to employment and the
workplace.



In addition, the recent increase in unemployment has refocused the attention of policy makers
on the links between TNCs and the generation, location and upgrading of jobs. Although the
fundamental factors underlying current unemployment problems relate to macroeconomic and
sructural imbalances in developed countries and resource condraints in developing countries,
TNCs, as a mgor force in the internationdization of economic activities, influence the quantity
and qudity of jobs avalable worldwide. Ther influence is paticulaly important in
manufacturing and services and, within these, in certain industries and countries. In dal these
respects, the influence of TNCs on labour markets and workplace conditions is, of course, not
independent of established indudtrid relations practices.

As a direct result of these changes, labour markets and indudtrid relations are beginning
to emerge dowly from their naionad confines and to adapt to a world economy that, in other
respects, is more integrated than a any time in its higory, and is becoming progressvely more
SO.

Quantitatively, employment in 77VCs has grown more slowly than FDI worldwide...

Transnaiond corporaions are edimated to employ some 73 million persons a home
and abroad (table 8). Although this represents only around 3 per cent of the world's labour
force, employment in TNCs accounts for nearly 10 per cent of pad employment in
non-agricultural  activities worldwide, and close to 20 per cent in developed countries
consdered adone. In addition, the indirect employment effects of TNC activity are a least equd
to the direct effects and probably much larger. Backward linkages, such as the purchasing of
raw materias, parts and components from subcontractors and externad suppliers, are among the
principd channes whereby TNCs can indirectly contribute to employment generation. The
importance of these effects has grown in recent years, as firms have progressively focused on
gndler but higher-vaue ssgments of the production process, relying increesngly on nationd
and international outsourcing for technological, cost or flexibility reesons. An example is the
footwear company Nike whose core doaff conssts of 9,000 persons, but, through
subcontracting, employs an additiond 75,000 (box 1). Overdl, however, it is edimated
conservatively that each job in a TNC generates a least one additiond job esawhere in the
economy. Thus, a a consarvative estimate, the tota number of jobs associated with TNCs may
be placed a 150 million at the beginning of the 1990s.

As world FDI stock expanded during the 1980s and early 1990s, the totad number of
persons directly employed by TNCs a home and abroad increased as wdl, though a a
congderably lower rate. The reasons include a trend towards capital deepening and
labour-saving  technologies, the <spread of naiond and internaiona  subcontracting
arrangements that generate employment in outside TNCs, and efforts by TNCs to reduce costs
through rationdization and employment downgzing. In fact, totd employment in a lage
sample of the top industrid TNCs at the end of the 1980s was lower than in 1980, and it is
likdy to have declined further since then. However, when dl TNCs are considered, tota
employment in TNCs has grown somewhat .

... and employment in foreign affiliatesrose, particularly in affiliatesin developing countries,
compared to that in parent firms.

Parent corporations account for nearly two-thirds of tota direct employment in TNCs.
However, during the 1980s and early 1990s, the limited growth that took place in direct
employment in TNCs was concentrated in foreign affilistes For example, employment in
United States parent TNCsfdl dightly during 1985-1990, while thet in their foreign affiliates
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Table 8. world foreign-direct-investment stock and estimated employment in
transnational corporations, 1975,1985,1990 and 1992

(Millions of dollars and millions of employees)

Item 1975 1985 1990 1992
Outward FD1 stock 282 674 1649 1932
Estimated employment in TNCs 40 65 70 73a
Employment in parent companies

at home . 43 44 14 a
Employment in foreign affiliates . 22 26 29a
Developed countries . 15 17 17a
Developing countries . 7 9 12a
China - . 3 6
Memorandum:

Employment in United States TNCs 26° 25 25

Of which:

employment in foreign affiliates 7 6 7

Source. UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994: Transnational
Corporations, Employment and the Workplace (United Nations publication, SalesNo. E.94.11.A.14). aPreliminary esimate. b
1977.

rose during the same period. In the case of Swedish manufacturing TNCs, employment & home
declined sharply during 1986-1990, while that in foreign affiliates rose, resulting in an incresse
in the share of foregn dfilites from 41 per cent to 61 per cent of tota employment.
Paticulaly ggnificant was the growth of employment in Jgpanese foregn dfiliaes, which
more than doubled during the second half of the 1980s.

When it comes to the didribution of the growth of employment in foreign dfiliaes
those in developed countries are estimated to account for a somewhat smdler share of the
moderate increases that took place between the mid-1980s and the early 1990s, in spite of the
high absolute amounts of FDI flows to, and stocks in, these countries (figure 3). One of the
reasons for this is the pronounced sectord shift of FDI towards services where one FDI dollar is
associated with perhaps only hdf of the jobs associated with one FDI dollar in manufacturing.
Furthermore, a restructuring and consolidation of corporate networks has often led to a
reduction in employment. However, in spite of dow growth in foreign affiliate employment in
developed countries due to these factors, foreign affiliates account for about 3 per cert of pad
employment in these countries, with this figure risng to 10 per cent or more of manufacturing
employment in most developed host countries.

The grester pat of the increase of employment in foreign affiliates in recent years has
taken place in devdoping countries, rigng from 7 million in 1985 to an edimaed 12 million in
1992. But the picture is quite uneven with respect to the didribution of foreign affiliate
employment and its growth among host developing countries, in genera reflecting disparities
with respect to the pattern of FDI flows. A consderable share of the increased employment was
concentrated in East and South-East Ada, in paticular China, and in export processng zones in
that region and esawhere. Siill, the level of foreign efiliste employment remains low in most
developing countries. With the exception of smal countries, such as Singgpore, Jamaica or
Botswana, the share of employment by foreign effiliates is 2 per cent or less of totd
employment. However, the figures hide the fact that TNCs are concentrated in modern
menufecturing  indudries  with implications for economic growth, long-term  employment
generation and employment qudity.
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Box 1. Working for manufacturerswithout factories

A growing number of TNCs in manufacturing are separating the physical production of goods from the
research-and-development and marketing stages of the production process, relying for the former on a dense
network of independent (but often closely monitored) suppliers and for the latter on their own efforts. Asthe tasks
directly performed by these TNCs have shifted to higher-value added activities, the number of jobs in
subcontractors located in both developed and developing countries has increased rapidly. Such subcontracting is
popular in the garment and footwear industries but is also spreading to other manufacturing activities as well as
services. A prominent example is Nike (United States).

Nike, a footwear company with annua sales of nearly $4 billion in 1993,° subcontracts 100 per cent of its
goods production. Nike itself currently employs 9,000 people, while nearly 75,000 people are employed by its
independent subcontractors located in different countries. These figures reflect the division of labour in value
added: Nike's own team of highly skilled workers focuses on the services part of the production process, including
design, product development, marketing, distribution, data processing, sales and administraive tasks.
Labour-intensive manufacturing tasks are performed by the workforce at the subcontractors facilities in
developing countries. Apart from a powerful media-driven image, a key source of the company's profitability is its
performance-oriented inventory -control system, Futures.b Nike manages to get orders from retailers in advance in
return for guaranteed delivery times and discounts making it possible for it to organize timely production from its
different producerslocated abroad.

The location of Nike's subcontractors and the associated employment has shifted over time. From its
inception, the company sourced amost al its shoes from independent producers. But the original suppliers in
Japan, the United States and the United Kingdom have been partly replaced by producers in developing countries,
including China (which now supplies about 25 per cent of Nike's shoes) and the Republic of Korea, Malaysia,
Taiwan Province of China and Thailand. In an attempt to achieve both flexibility and stability, Nike has created a
set of clearly differentiated supply relationships that have implications or the quality of employment provided by
subcontractors. There are three groups of suppliersin Nike's network:

The most important are what the company calls the developed partners, mainly located in the Republic of
Korea and Taiwan Province of China, who participate in joint product development and concentrate on the
production of newest product designs. Given the rising labour costs in these locations, labour intensive
activities previously performed by suppliers in these countries were rel ocated to other countries. However, the
relationship with Nike of these old suppliers was, if anything, strengthened as they started to manufacture
higher value-added products, working exclusively for Nike on the basis of a minimum monthly order.

The second group of Nike's suppliers, called devel oping sources offer low labour costs and the opportunity for
Nike to diversify assembly sites. Currently, they are located in China, Indonesia and Thailand. Nearly al are
exclusive suppliers to Nike and as such receive considerable assistance from the company with a view to
upgrading their production to form the next generation of developed partners.

The third group, called volume producers, are large scale factories serving a number of other independent
buyers. They generally manufacture a specific product for Nike, but they are not involved in any new product
because of fears of leakage of information to competitors. Orders from Nike for suppliers from this group
fluctuate, with variations of 50 per cent between monthly orders.

Subcontracting has sometimes been criticized because of the heavy pressuresit places on subcontractors to cut
prices and labour costs, especially in the case of long subcontracting chains; possible fluctuations and instability of
employment in supplier firms; and the subcontractors' lack of control of the market. However, the outsourcing of
production, as these examples well show, also requires close co-operation between different participants in the
value-added chain, particularly in view of the relatively short product-development schedules, customer-oriented
production and high standards of quality thatare demanded by TNCs relying on subcontracting. This makes it
possible for large as well as small and mediumsized firms, including ones located in developing countries, to
access international markets and new production opportunities without bearing the risks attached to exports and
independent marketing. In many cases, subcontracting provides opportunities not only for employment creation
through production for the world market but also for skills upgrading, quality control, access to new technology
and major advances in manufacturing production.

Source- UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994: Transnationd
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.11.A.14).

a  Forbes, 3 January 1994.
b  "Can Nikejust doit", Business Week, 18 April 1994, pp. 86-93.
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Figure 3. Inward foreign-direct-investment stock and estimated employment in foreign
affiliates, 1985,1990 and 1992

(Millions of dollars and millions of employees)

Stock Employment

1985 1985 &

1990 1990 [#

1992 1992

0 200 400 600 60D 1000 1200 1400 1600 1800 2000 6 2 4 & 8 W0 12°14 B 18

g Deveoped countres

| Developed countres x = 1m:on
l Deveopng countres D Developng countres

Source. UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994: Transnationd
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.ILA.14).

Indeed, TNCs account for one-fifth or more of totd pad employment in manufecturing in a
number of developing countries.

Qualitatively, foreign affiliates can make a contribution...

These figures do not say anything about the quditative aspects of employment in
foreign afiliates, be it in developed or developing countries.

... both in terms of working conditions

To begin with, the workforce directly employed by foreign afiliates typicaly - but not
adways - enjoys better wages, conditions of work and socid security benefits relative to those
prevaling in domedic firms. The explanatory factors include the dze of foreign affiliaes and
their tendency to be concentrated in more capitd- and skill-intendgve indudtries and the
importance of skills and quaity of work for generating competitive advantages. Thus, TNCs
have the potentid to exert a podtive quditative influence on wages and working conditions in
host countries. Particularly in developing countries, the higher wage levels in foreign affilistes
are likely to be an influence for raisng wages, a least of certain kinds of labour. When it comes
to other conditions related to work, TNCs generaly adopt standards that are not less favourable
than those of comparable national employers and are sometimes above the nationd average.
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... and human resour ce devel opment.

Perhgps even more importantly, TNCs often provide labour with the opportunity to
acquire additiond knowledge and <ills, and this is particularly so in the case of &ffiliates
operating in developing countries. Indeed, the essentid characteristic of TNCs is that they bring
together in the workplace international knowledge and skills with the human resources present
in a paticular location. Accordingly, host country employees and the host economy as a whole
can benefit from the upgrading of skills dready possessed through employment in TNCs and,
especidly, the acquigtion of new vocationd and management <kills through formd and
on-the-job training in foreign affiliates

The mgor role of TNCs in human resource development stems from the learning
opportunities and training that they provide for their employees. The extent and nature of
traning varies according to the country, industry and activity in which a TNC is engaged, as
wdl as firm-specific srategies with respect to FDI and human resource management. On the
whole, TNCs provide at least as much, if not more, training for their workers in developed and
developing host countries as domestic firms. Because of their 9ze and internationd character,
TNCs are able to offer formal and non-forma training programmes that are, in some respects,
better than those provided by many domestic firms, especidly in developing host countries.
Larger TNCs often egtablish training centres and use in-house or external expertise to provide
off-the-job training for their employees. Large, as wel as smdl and medium-sized TNCs send
affiliate employees to their operations in the home country for experience and training on the
job, while large TNCs aso rotate managerid daff to different locations for learning. Another
channd for the transfer of skills that TNCs typicdly use is expatriate staff. Human resource
development through training is particulaly important in the more sophisticated manufacturing
activities and in service TNCs where training is a principa channd for the transfer of soft
technologies.

The transnaiond dructure and the large sze and scope of many TNCs thus hold a
diginctive potentid for the development of the skills and knowledge of their employees and the
further dissemination of those cgpabilities in an economy through backward and forward
linkages. Redlizing the potentid depends, however, not least on the human resource capabilities
that a country dready has. The reason is that the ability to atract FDI, paticularly into
industries and ectivities that involve humen capitd invesments by TNCs, depends to a
sgnificant extent upon the avalability of an educated and skilled labour force ready to absorb
new skills, know-how and knowledge. Countries in which the levd of education and sKills is
aufficient to provide TNCs with the labour quality that they seek are, therefore, likely to attract
such FDI inflows. In addition, as TNCs move - ether on the bads of labour-market conditions
or as a result of other reasons towards higher sKkill-intendve ectivities, the availability of an
educated and skilled labour force becomes a condition for sugtaining the shift of TNCs into
activities with greater potentid for human resource development. A virtuous circle of
interdependence can be set in motion, with podtive results for labour, TNCs and the host
€conomy.

Although industrial relations practices continue to frame workplace issuesin TNCs...

Decisons dffecting the quantity and qudity of employment in TNCs ae the
responsbility of management. But these decisons are not taken in isolation. Trade unions - in
the context of nationd indudrid reations sysems-continue to be important to articulate,
explan and present workers views to management. However, there has been, particularly over
the past decade, a tendency for management to take up certain employment issues in the context
of human resource management, thus removing them from the doman of collective indudtrid
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relations. The expanding influence of TNCs over domestic economic activity is accompanied
by perceptible changes in industrid reations practices, both within TNCs and in indudrid
relaionsin generd.

... the transnational organization of production poses special challengesfor nationally
organized labour ...

The centrd characterisic shaping the relationships between trade unions and TNCs is
the difference between the international organizationad scope of TNCs on the one hand and the
mostly nationd scope of labour organizations on the other. Within this basic asymmetry, the
greater flexibility of TNCs to shift productive assets assumes particular importance because the
red or perceived threst to relocate production can have implicaions for the effectiveness of
unions, fird to organize themsdves and then to take action. This may be further exacerbated if
governments seeking to attract FDI see trade union presence as a possible deterrent to foreign
investors. Another aspect of the transnationd character of TNCs is that their decison-meking
processes are often more complex than in purdy domedtic firms. This makes access to
information and to ultimate decison makers more difficult than in the nationd context. On the
other hand, the growing interdependence of national units condituting corporate networks
meakes them more vulnerable to disruption by union action.

While the issues that arise out of the differences in the organizational scope of TNCs
and trade unions are red, it gopears that they do not play a dominant role in day-to-day
interactions. Indudtrid relations practices have, higoricaly, been designed and implemented at
the nationd levd, often in close asociaion with governments, dthough there are Sgns
suggesting that the scope for nationd systems of indudrid relations to determine autonomoudy
labour practices and bargaining relaionships is becoming more limited and that TNC based
indugtrid relations sructures are becoming more important. Still, in most ingances, TNCs have
adapted their own practices to host country norms. Furthermore, the long-term Strategies and
structures of TNCs are, on the whole, not determined by considerations relating to trade unions
and, hence, do not necessarily aways change when there are (temporary) disagreements
between management and workers. In fact, motivated by their sdf interest, TNCs normdly
recognize unions (indeed, unionizetion often gopears to be higher in foreign affiliates than in
domegtic firms), invest in ther workforce and ded with trade unions with a view towards
establishing effective reationships .

... but also opens new avenues for cooperation.

Such relationships have become dl the more important as the pressures of competition
require that firms need to "renvent” themsdves continuoudy through the introduction of
innovatory practices and corporate restructuring. Often these require the forma or a least
informa cooperation of organized labour to be effective. Perhgps more profoundly, the growing
importance of created assets and the adoption,by many TNCs, of flexible production methods
and new organizationa paradigms increases the need for workers commitment to the
performance of the firm. Such a need can be best sustained in the framework of a cooperative
gpproach to indudriad relaions. As a result, employees are increasingly recognized as important
gakeholders in the enterprise, with a strong interest in ensuring its success. While there may be
disagreement about how this is best achieved, how the benefits of success should be shared,
how unions may be involved and how nationd systems of industrid relaions may be affected,
one effect of expanding integrated internationa production is the recognition that al employees
have much to contribute to the wel-being of the enterprises in which they work. Growing
acceptance of this view may permit the development of new cooperative arrangements for the
conduct of indudtria relations within TNCs.
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Although therelocation of jobsthrough FDI islimited ...

Foreign direct investment is often associated with a process of sructurd transformation
in host economies, a transformation that may be expected to generate growth and hence
employment in the long term. As part of that process, the rise of international production is
associated with a certain redigtribution of jobs, especidly at the regiond level, and an increase
in the speed of the broader process of industrid restructuring that is taking place on the globd
level. On the whole, however, the number of jobs relocated from developed to developing
countries through FDI is smdl, compared with the sze of the totd labour force in developed
countries.

The reasons are varied. To begin with, services account today for a substantia share of
FDI flows to developing countries, given the (dill) limited tradability of most services, most
FDI in this sector is therefore by necessty location-bound, i.e, markets (domestic and
international) cannot be served by trade. Other market-oriented FDI aso typicaly does not lead
to a relocation of jobs, eg., when barriers to market access make it difficult, if not impossible,
to serve cetan markets through trade. Moreover, athough labour costs are important for
certain activities in certain indudries, they are not, by themsdves, among the mos important
determinants for the location of FDI. Furthermore, differences in labour costs between
developed and developing countries are, to a ceartain extent, offset by corresponding differences
in labour productivity. Finaly, despite a few notable cases, TNCs do not often close down, on
account of labour-cost condderations aone, production facilities in one country to re-establish
them in another country; rather, to the extent that a shift in production occurs, it typicdly
involves an incremental  process in which new production faciliies are edablished in
developing countries or countries of Centrd and Eastern Europe. Broader and more important
macroeconomic and cyclica factors, technologica change and labour-market inflexibilities are
the principd influences on the growth and distribution of employment .

... governments seek to influence FDI to gain or maintain jobs.

Nevethdess, given the unemployment problems facing most countries, it is a frequent
objective of governments in developed as well as developing countries to retain or attract TNC
operations with a view to maintaining or adding to jobs available. In fact, competition for FDI
may tempt governments to offer concessons in the socia and labour fidds as an incentive to
attract TNCs and to creste much needed jobs. This reflects a genuine policy dilemma faced, in
particular, by developing countries, between the need to create jobs and the need to raise labour
dandards. Policy formulation in this regpect should recognize the complex factors determining
employment and go beyond smple measures for atracting additiond FDI inflows per se or, in
the case of home countries, discouraging outward investment. In the current context of growing
globa competition and integrated internationa production, the key policy issue is how to atract
or retain vaueadding activities in a way that maximizes the long-term contribution by TNCs to
nationa production cagpacities while maintaining desired locad employment levels.

Home countries need to recognize that, baring a mgor reversd of policies,
globdization is a firmly entrenched process which, to an increesng extent, is becoming a
parameter of nationa economic development. Foreign direct investment is an integra part of
this process and is often a precondition for firms to preserve or expand internationd markets,
not to undertake it could, therefore, lead to a loss of competitiveness. Today, the capacity to
organize ectivities in an integrated way across different countries is a criticd dement in
ensuring the efficiency and competitiveness of firms and, hence, their capacity to generate
employment. The implication is that it may be better for home countries to ensure the competitiveness
and eventual survival of their TNCs by encouraging them to focus on higher value-added activities
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than risking that they become less efficient producers. To be sure, the Sructurd adjustments
that this implies may be socidly disuptive and ental subgtantid cods, especidly for
less-skilled labour. Governments will wish to ensure that these costs are minimized. Human
resource development policies, epecidly retraining, have an important role to play in this
respect. Policies desgned to dow the pace of the adjustment process may facilitate the
trangtion but, a the same time, may create other hidden or overt cods, efforts to seer the
adjustment process require therefore a careful analyss of the costs and benefits involved.

The employment effects of globdization make themsdves fdt not only a the aggregate
levd but dso a the firm levd. In paticular, complex draegies have implications for the
quantity, qudity and location of the jobs generated by TNCs and the reaions of these firms
with trade unions. While the shift to complex drategies may lead to some decline in direct
employment within the TNCs concerned, it adso increases the opportunities br host countries to
receive more and higher vaue-added FDI. Furthermore, as TNCs locate higher value-added
and more specidized activities in ther foreign affilistes, training requirements to improve the
quaity of host country personnd increase. The trend towards complex drategies, therefore,
suggests that integrated internationd production reinforces the higher wagehigh skill profile of
foreign effiliates. Thus important employment effects of FDI derive from the way in which
vaue-adding activities are sructured and integrated within the production networks of TNCs.
Growing recognition of these pogtive effects has contributed to increased competition among
governments for FDI.

In this respect, enhancing the quality of the labour force is likey to be a main avenue for
policy action by developing and developed host countries to attract FDI. Human resource
development is, indeed, within the redm of influence of locd or nationd policy makers. It
should be noted, however, that this maybe a necessary, but not a sufficient condition to atract
FDI, among other reasons, because the supply of highly skilled human resources is growing
across locations. Moreover, TNCs are most likely to be attracted by a combination of an
educated labour force and a socid and physcd infrastructure capable of generating high
productivity, especidly in large and expanding markets.

POLICY CHALLENGES

The essence of the policy chdlenges in a more integrated internationd production
system is how best to ensure that the forces of international competition and cooperation work
in a complementary manner to enhance globa economic welfare and contribute to a more
equitable digribution of the resulting benefits Two broad tendencies underpin this chdlenge:
on the one hand, the ongoing process of liberdization implies a greater reliance on market
forces; on the other hand, private economic actors need to take on new responsbilities in
relation to the socid implications of their expanded opportunities. As a result, the relationships
among the principa actors - firms, trade unions, governments - are being redefined. This raises
specific problems in the context of TNCs and FDI palicy, illustrated here in relation to issues
related to employment, human resource development and industrid relations.

The widespread liberalization of FDI policies...

In the FDI areq, liberdization is the most important policy trend of the 1990s, as part of
broadbased efforts to atract foreign investors. This trend is embedded in a broader
liberdization movement - covering international trade in goods, externd financid transactions,
transfer of technology and, more recently, services and some aspects of labour movement - that
seeks to enhance economic efficency through the dimination of market distortions caused by
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redrictive or discriminatory governmental measures. These policies ae interrdated and
mutualy supportive. Together, they are one of the preconditions for, and alow the further
devdopment of, the emerging integrated international production system, while receiving
additional impetus from it.

A number of important multilaterd and regiond agreements bearing on FDI issues (in
paticular, the Uruguay Round of Multilaterd Trade Negotiations, the North American Free
Trade Agreement and the Single European Market) and the increesing number of bilatera
investment treeties (64 of them were concluded in 1993) have provided further momentum to
unilaterd FDI liberdization drives a the nationd levd. These efforts are leading to a levd of
convergence of government approaches towards FDI never before achieved. Yet this process of
liberdization has been far from homogeneous, and there are ill consderable differences in the
nature, breadth and depth of the measures taken. As the normative frameworks for FDI around
the world become increasngly smilar, these differences become more important for attracting
foreign investors, and there is a red possbility that efforts to attract FDI can lead to increased
"policy compstition” among governments. Such competition could potentidly be carried into
more policy areas than in the padt, dnce the increasngly integrated nature of internationd
production elevates more and more policies from the domestic to the regiond and internationa
domains.

Theliberdization of FDI policies involves the following main dements (figure 4):

Frd, the tempering or remova of maket digortions resulting from redrictions applied
soecificdly (and hence discriminatorily) to foreign investors, and the granting or
withholding of incentives and subgdies that discriminate in favour or agang TNCs. The
most dggnificant liberdization deps taken relae to redrictions on the entry and
edablishment of foreign investors, dthough dl countries gill kegp some activities closed to
FDI. In the developed world, restrictions are mainly found in the natura resources and
sarvices sectors. In developing countries, the picture is more complex. There, liberdization
has had a tendency to focus manly on export-oriented manufacturing industries, or projects
involving advanced technology; more recently, the liberdization drive in these countries has
expanded to services and natura resources. But, in generd, it has not yet reached the levels
typicadly found in developed countries Smilaly, dthough compulsory and minority
shareholdings have declined in importance over the years as a means of redricting entry of
FDI generdly, ownership redrictions continue to be used as a tool for controlling FDI in
gpecific industries and activities. In particular, this and other forms of locd control over
foreign dffiliales decisonrmeking are used in large invesments in drategicaly important
indusgtries or in cases of privatization of public monopolies. Operationa redrictions, for
example on the employment of nonnationds, are gill being used. However, performance
requirements have in recent years shown a tendency to lose their compulsory character and,
indead, tend to be related to postive inducements. General authorization procedures have
been abolished in most developed countries and are tending to disgppear gradudly in
developing countries as wdl (except for TNCs operating in certain specific indudtries), and
ae beng replaced by requirements for regisration or naotification. Recent incentive
programmes gppear to discriminate less in favour of foreign affiliates. When they do, it is to
atract them to certain indudries, or to link them to exports, traning or the introduction of
advanced technology.

The second category of measures involves the establishment of standards for the trestment
of foreign investors. Nationa trestment is centrd in this respect. Most developed countries
grant nationd treetment to foreign invesors, and an incressing number of developing
countries are embracing that sandard as well. The same applies to far and equitable
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Figure4. Main elements of a favourable investment climate
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Source: UNCTAD, Division on Transnational Corporations and Investment, World Investment Report 1994: Transnational
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.94.ILA.14).

treetment. Similarly, developing countries have dtrengthened legad protection provided to
foreign invegtors, incuding the possbility of recourse to internationa dispute-settlement
mechanisms. Findly, in recent years, governments have made consderable efforts to
publicize and dissaminae information on ther policy, normaive and adminidtrative
frameworks relating to FDI and to ensure that this information reaches potentid foreign
investors, thus increasing the trangparency of their FDI frameworks.

Thirdly, the liberaization process requires regulaions amed a ensuring the proper
functioning of the market and promoting broader economic and socia concerns. These
include, for example, competition rules, prudentid supervison of banking and financid
sarvices, the protection of intelectua property rights, appropriate hedth, consumer and
environmenta dandards and an effective system of accounting and reporting. More and
more countries around the world are strengthening their frameworks in these aress.

In addition to liberdization measures, other policies of host countries are dso important
for a favourdble invesment climate; and, as liberdization progresses, they become increasingly
0. Thus, the exigence of a reasonably comprehensve legd framework for business ectivities
and a properly functioning lega order are required to provide predictability and dability. In
addition, well functioning adminidrative infragtructures are necessary to ensure the effective
implementation of the legd framework. Moreover, the close interlinkages between FDI, trade
and technology imply that their respective policy frameworks need to be consstent to achieve
maximum results. Still other important aspects of a favourable invesment dimate include such
things as politicd and economic dability, the edablishment of a sound macroeconomic
framework, the upgrading of a country's human resources and the strengthening of its physica
infragructure.  These objectives are not easy to achieve immediatdy. But a number of
promotiond measures such as, for example, enteing into bilaerd and multilaterd
commitments to guarantee foreign investors againg noncommercia risks, can help to atract

2



investors in the short term. In sum, the process of liberdization of FDI regimes does not imply
a wegkening of the role of Government but rather a redefinition of some of its functions and the
srengthening of others. In paticular, internad policies tha ae amed a fadlitating the
integration of the locd economy in the internationd production sysem are becoming
increasingly important .

. means that TNCs are given more freedom and, hence, need to assume greater
responsibility ...

The liberdization of FDI policies and reated international transactions means that TNCs
are given more freedom to shape their drategies and structures. With this increased freedom
comes dso a greaster ability to influence nationd and internationa economic activity and,
hence, more responghility, particulaly socid responghbility. This is recognized by firms, for
instance, when they adopt codes of corporate ethics, and by shareholder and other groups, for
instance, when they advocate the socid respongbility of firms.

The concept of corporate socid responghility heps firms to define and organize ther
relations with society. It firs assumes that an enterprise is a distinct, identifiable entity with the
capacity both to act and assume respongbility for its actions. Secondly, it describes the nature
of a corporaion's redaionship with society which includes not only following narow legd
requirements but also includes broader actions as defined by a firm's socid charter. Findly, the
concept helps to determine which socid groups fal within a corporation's circle of socid

respongbility and why.

General concepts of corporate socid responghbility pertain equdly to both domestic and
transnationa  enterprises. However, applying these concepts to TNCs edtablished in a diverse
globa setting rases specid condderations and issues that may modify a firm's specific
definition of its socid responghilities. In fact, it gives rise to a tenson - and an interactive
dynamic - that is specific to TNCs: on the one hand, the duty to behave as good corporate
citizens in the host countries in which they are established; and, on the other hand, the duty of
adhering to broader sdf-imposed socid respongbility standards formulated to apply to thelr
corporate systems as awhole.

In its gpplication to TNCs, the concept of socid responghility relies on, among other
things, the notion of gppropriate roles as ordered by the subsdiarity principle, according to
which socid responghility is best exercised by actors closest to a given Stuation. Societies are
adminigered by governments, which bear primary rights and respongbilities regarding the
welfare of their people. By contrast, corporations are principaly responsible for matters most
directly related to their own economic purpose and function, operating within prevailing legd
frameworks. However, voluntary corporate actions pursuing broader socid gods can derive
from business capabilities and impacts. In exceptional circumstances, TNCs may even need to
assume added respongbilities where other actors, including governments, do not or cannot
carry out critica duties. In this sense, the role of TNC socid responsbility appears broadest in
developing countries and countries with economies in trangtion, and where governmenta or
free-market regulaing mechanisms are not yet fully formed or effective.

Operdting internationd production sysems in different naiond and culturd settings
rases difficult issues as to how to determine the content and scope of a TNC's socia
reponsbility and agoply it throughout its corporate network. The growing number of
internationd drategic dliances and the expanson of low- or non-equity forms of investment
dso increese the difficulty in mantaning a corporate identity that can support socid
responsbility actions through a condstent set of policies implemented over widely dispersed
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and perhaps only patidly controlled foreign affiliates. Hidoricaly, many TNCs exhibited
ethnocentric  tendencies  flowing from a heavy rdiance on directives from centrdized
headquarters in the parent firm's home country. As the emerging integrated internationa
production system introduces more dispersed operational authority, it could enhance a TNC's
learning experiences, thus improving its responsveness to the needs of its host societies. A
TNC will ill require a common core of vaues if it is to maintain a unified corporate identity,
but its internd norms might evolve more from a dynamic interaction between corporate and
hogt country vaues eventudly matching more cdosdy public expectations regarding how
corporations should behave in relation to evolving internationa standards.

A number of initigtives by the busness community to establish voluntary standards - and
by individuad firms to adopt their own corporate codes of conduct-show that there is widespread
awareness among TNCs of their socid respongbility, as part of a broadly defined notion of sdf
interest that includes a corporation's stakeholders. A review of these standards and codes
suggests a range of topics relevant to TNC socid responsbility. Among them, those relating to
employment and human resource development are particularly pronounced. Many TNCs have
st forth ther policies in this respect in ther corporate codes, ranging from brief tatements of
principle to detailed policy manuals.

... and that trade unions can count less on government and, hence, need to rely more on their
own efforts...

Trade unions represent another group with a direct stake in shaping the broader policy
framework concerning employment and workplace issues. As trade unions must ded more and
more with TNCs, one would expect them to seek ways to maich the organizationa scope of
TNCs by transnationdizing their own dructures. However, because of many obstacles,
induding differences in labour maket legidation, the problem of defining mutud interest
among differently organized nationd groups of workers and the difficulties of organizng
workers arisng from the increasngly fluid relaions within TNC networks, this gpproach is of
only limited dgnificance for the time being. For these and other reasons trade unions
internationdize some of their actions as a means of drengthening their leverage in ther
relations with TNCs. Thus, while the socid responghbility of TNCs is grounded internationaly
but implemented locdly, the approach of trade unions is grounded locdly but implemented
internationaly.

Trade unions are taking two broad approaches to internationd action. On the one hand,
efforts to drengthen cross-border trade-union solidarity and cooperation have led to the
establisment of international bodies, among other things, to monitor TNC indudtrid reations
and coordinate responses whenever and wherever gppropriate. On the other hand, trade unions
have looked to internationd normative frameworks to influence directly the behaviour of TNCs.
The two approaches are not mutudly exclusve, as is gpparent from the Western European
context. The combinaion of the two is likely to drengthen trade-union leverage in the face of
internationa production.

As to cross-border trade-union solidarity, internationd trade-union organizations are of
two types- dliances of nationd trade-unions centres or confederations and organizations
established a the industry levd in the form of internationd trade secretariats. In many respects,
the functions of these organizations overlgp. However, the former have a dsronger
representationa role in deding with other internationad agencies, whilst the latter ded primarily
with issues arigng a the firm and indudtry levels.
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On a day-to-day bass, both of these types of organizations collect information and
exchange it among affilisted members. In the case of some international trade secretariats,
priority has been given to bringing together workers from the same TNCs, but employed in
different countries, to form world councils. These councils have been important in cregting a
network of relationships among unions, but most TNCs have ressted accepting them as more
forma negotiating patners, and the financid and organizationd pressures on them are
€normous.

Beyond this informational role, internationd solidarity takes place through a series of
increesingly intendve dages the smple voicing of support for union action within a particular
TNC; the provison of financid assstance and advice, direct pressures on headquarters, and
fulscale corporate campaigns deding with fundamenta issues of trade-union organization. A
high degree of planning and sophigtication is required for more strategic responses.

At the nationd leve, indudrid relaions are most often conducted through a body of
formd rules and regulaions framed by governments. Trade-union efforts to replicate at leest
part of this framework a the international level have helped to establish various standards and
guiddines, a number of which directly address the activities of TNCs, incuding some in the
area of indudrid rdations. The two most important are the Tripartite Declaration of Principles
Concerning Multingtiond  Enterprisess and Socid Policy of the Internationd  Labour
Organization and the Guiddines for Multinationa Enterprises of the Organisgtion for
Economic Co-operation and Development. They include general provisons on indudrid
relaions, in particular, concening locationd flexibility, union recognition, effectiveness of
action, access to decison makers and information, and consultation. Despite widespreed initia
enthusasm for these instruments from the internationd labour movement, experience with them
has led to a dedining interest reflecting, in pat, the dow and complex implementation
mechanians of thee indruments. But, primarily, it is ther voluntary nature that appears to
have congtrained their more widespread use.

Despite the somewhat disgppointing experience with international guidelines, trade
unions have begun to renew ther interest in internationd efforts, this time focusng on
mnmum  labour dandards. Issues raised regarding internationd labour dandards have
generdly been associated with increased trade linkages. Deeper integration a the level of
production through TNCs complicates this issue further. Although the grester mobility of TNCs
has been seen as a potentid threat to labour standards in developed countries, the worldwide
affiliate networks of TNCs open up new posshilities to influence labour standards globaly.
However, care hasto be taken that this approach is not misused for protectionist purposes.

Paticularly in light of the experience gained with internationd regulatory approaches, as
well as the broad based reach of the liberdization movement, a new redism has characterized
the efforts of the internationa trade-union movement over the past decade. One important
manifesation of this has been a refocusng on efforts a the regiona level. Developments in
Western Europe - in the face of corporate restructuring to meet the opportunities of the enlarged
Sngle Market and widespread efforts a policy harmonization - have placed great pressures on
traditiond indudtrid relations practices That region has dso seen the most innovatory
responses from trade unions. In many respects, they represent a coming together of the two
main approaches described earlier. During the 1980s, European voluntary works councils were
edablished in a number of TNCs. Although largely informationd, in some cases they have
begun to take a more subgantive consultative role. These initiatives & the corporate level have
been complemented by legidaive efforts through the European Union to extend information
and consultation procedures in TNCs edtablished in the European Union, most importantly,
through a draft Directive on the formation of European Work Councils (box 2). If and when this
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Box 2. One thousand European Works Councils?

The Directive, as adopted in the first reading by the Council of Ministers on 22 June 1994, applies
to companies operating in the European Union that employ a minimum of 1,000 employees, with at least
150 employees in each of two member States of the Union. A 1992 survey,,’ found that, in 1991, out of
13.5 million enterprises in Europe, the first criterion would have been met by 8,447 companies (with a
total of 46 million employees worldwide). Out of these, some 880 Europeantbased companies and an
estimated 282 non-European-based companies would have satisfied the second criterion, namely
employing more than 150 employees in each of two member States of the Union (in fact, the 1,160
companies employ more than 1,000 employees in at least two member States - the 1,000-threshold being
set by the available data) (table 1). In total, then, at least 1,000 European Works Councils could be
established if and when the Directive becomes law in the member States.

Table 1. Transnational corporationsin the European Union with 1,000 or more
employeesand affiliatesin at least two member States

(Number of companies and percentage)

of which, of which,
European-based non-European-based
companies with companies with
Companies affiliatesin at affiliatesin at least
with 1.000+ least 2 member States 2 member States of the
Country employees  of the European Union European Union Total Per cent
Belgium 187 16 16 32 28
Denmark 100 15 2 17 15
France 873 117 26 143 123
Germany 2 449 257 50 307 264
Greece 46 2 - 2 0.2
Ireland 67 10 2 12 10
Italy 479 32 19 51 44
Luxembourg 9 2 - 2 0.2
Netherlands 700 83 21 104 9.0
Portugal 162 1 3 4 03
Spain 351 13 10 23 20
United Kingdom 3024 332 133 465 40.0
Total 8 447 880 282 1162 100.0

Of the non-European-Union-based companies, the following 43 had more than 1,000 employees
in at least two European Union member States. Alcan, Asea Brown Boveri, Caterpillar, Citibank,
Colgate Pamolive, Digital, Du Pont, Eaton, Ericksson, Electrolux, Esso, Exxon, Firestone, Ford,
Fujitsu, Genera Motors, Goodyear, Hertz, Hewlett Packard, Honeywell, IBM, ITT, John Deere,
Johnson & Johnson, Kodak, Levi Strauss, Mars, Massey Ferguson, McDonald's, Mohil, Monotype,
Motorola, NCR, Negtle, Nissan, Norsk Hydro, Otis, Philip Morris, Procter & Gamble, Rank Xerox,
Sony, Unisys and Volvo.

Source. UNCTAD, Division on Transnational Corporations and Investment, World Invesment Report 1994: Transnationa
Corporations, Employment and the Workplace (United Nations publication, Sales No. E.941LA.14).

a Sisson, Keith, J. Waddington and C. Whitston, "The structure of capital in the European Community: the size of
companies and theimplications for industrial relations”, Warwick Papersin Industrial Relations, 38 (February 1992), pp. |-
40.
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Directive is implemented, perhaps as many as 1,000 Councils may be established. Although a
purely regiond initiaive, the Directive islikely to have rdevance beyond the European Union .

... while governments need to be pro-active in human resource devel opment policies.

Despite the generd trend towards a grester role of markets, the role of nationa
governments in education and human resource development remains undisputed. If anything, in
fact, this role has become more important, especiadly in developing countries, dthough the
manner in which it is being pursued is changing. As competitiveness and economic growth are
increesngly determined by crested assets, it is important that governments coordinate their
policies for human resource development with measures to promote FDI and channd it into
priority areas for human resource development. Since TNCs must balance their competing
requirements of globdly efficient operations and locdly respondve drategies, government
policies for harnessng the capabilities of TNCs for human resource development must aso
drike the right baance in terms of supporting nationd gods while taking into account the
needs of TNCsto be competitive in globa markets.

All nationd policies that are directly or indirectly rdlated to human resource development
have some impact on the apped of a country to foreign investors. A literate human resource
pool with basc education and skills matching national education programmes with the needs
of the private sector; and, particularly, implementing educational programmes that lead to the
development of a workforce that is flexible and well adjusted to the evolving requirements of
participation in a globa economy are likely to add to the ability of a country to attract FDI. To
achieve a competitive edge in internationa production, some countries or regions go further and
match training programmes to specific needs of TNCs. This enhances their chances to attract
foreign investors, but the costs of such programmes must be carefully evauated in reation to
their benefits.

Since the main impact of TNCs on human resource development takes place through the
training they provide to their employees in sKills relaed to their production operetions, as well
as through training provided in the context of forward and backward linkages, government
policies amed a maximizing human resource development benefits should encourage FDI in
indudries and activities that offer the grestest potentid for training as wdl as <kill intengve
locd linkages. Assuming that the initid human resource base of a country provides sufficient
absorptive capacity, fiscal or other incentives could be offered to FDI in industries or functiond
activities that are conddered most promising in thisregard.

Host countries can adso implement initiatives and policies that are directly targeted
towards maximizing the human resource development contributions of TNCs that are dready
esablished in these countries Thus, many countries have dipulated legd or adminidrative
requirements for the provison of training for employees by foreign afiliates, under policies
aming & an overdl improvement in skills acquired by the country's labour force. Often, they
involve a mandatory contribution by TNCs, for instance, as pat of payroll levies. Another
focus of policies in this respect are locdization programmes regarding dtaff in foreign affiliates.
At the same time, policies may link invesments by TNCs in education and training to
incentives provided to those firms. Collaborative schemes between governments and TNCs to
implement training programmes are another means whereby host countries can mobilize foragn
affiliates for human resource development.

Invesment in, and the effective use and management of, human resources are critica for
countries as well as TNCs in today's competitive globa economy. Education, therefore, needs
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to adapt to changing requirements, including those of the private sector in a globdizing world
economy. At the same time, if countries wish to tap the potentid of TNCs in technologicaly
sophidticated activities for human resource development, they must pursue policies that ensure
adegquate domedtic absorptive capacity for skills and knowledge. Findly, governments need to
ensure that the results obtained in terms of human resource development by TNCs are comment
surate with the resources spent, whether from public or private sources. Perhaps the greatest
potentia that internationd production offers for human resource development lies in closer
cooperative reaionships between TNCs, trade unions and governments in the identification of
skill shortages, training priorities and gppropriate policy initiatives.

The process of liberdization of international economic transactions in generd and FDI
policies in paticular - and, more broadly, the worldwide acceptance of the market as the
principa dlocator of resources - is redefining the rdations of the principa actors in the market
with each other. The new freedom created for firms by liberaization means that they need to
shoulder more responshility, and socid responghility in paticular. Trade unions, Hill largely
rooted in ther nationa environments, can count less on governments than in the past and,
therefore, need to rdy more on their own efforts, being confronted, as they are, with a
globdizing world economy. Governments, findly, need more than ever to ensure that the
principal assets of their countries - their people - are as qudified as possble to be able to dedl
with the fastchanging demands of the emerging integrated internationd production sysem. The
network of micro-economic connections & the firm leve is now so woven into the cross-border
fabric of interndized and externdized patterns of producing and digtributing goods and services
that policy makers have few options but to recognize the new landscape of internationa
production and international competitiveness.
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