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MNEs ( multinational enterprises), FDI, Trade and
Development

@ There ismuch debate as to the role of multinational (or
global) companies, their

influence on the international economy and the benefits or
costs that FDI may bring to developing countries.

@ TS HE B IR A AR Z F I, X EBR& B s AIEDT X
IR R 5 R A A
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Trade then and now (from time to time)

@ Traditionally, international trade has been based on theaide
of comparative

advantage leading to gains in productive efficiency.

@®This assumes products and services do move across
international borders and that factors of production do not move
across international borders

It is evident that — increasingly — the second assumption is
wrong. . .

fegs b, EB A Sy 2k T A B R A - 8eg . e 177
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An Overview of Motives for FDI 4 BRI

@®@C ompaniesundertakeinvestmentinsear
c hof

bettermMmoreef i

cient)locationsforpro



ductionand/orn

ewmarkets

CountriesseekinwardinvestmentfromM
NEsbecausetheybelieveitwillbring

®f astereconomicgrowkh,] ]l transfersa
ndanimprovedBalanceofPayment s.
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®

The Company Perspective a7

@Companies look to make profitable (well, potentially
profitable) investments, so.

@®Company decisions are based on the interestsof the
company and its stakeholders.

@® Company decisions, therefore, can be analyzed and
understood using the tools,

theories and 1ideas of business strategy————— companies
involved in FDI are seeking increased efficiencyin production
and/ or new markets.

@ [ w] SOR AT A (ARG BIBEEE, Bl ml ioe 23k T iz
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The Comparative Advantage of Nations [EZXH]ELEALH

@®As we know, international trade flows are traditionally
explained in economic theory

by Comparative Advantage (see Ricardo, Heckscher—Ohlin,

etc)



@®This now seems to be widely contradicted when looking at
global trading patterns
@® [nparticularthere are considerable intracompany and

intra—industry trade flows

@ % [E [ 57 Sy i ) KA Gu i RE 2 EL R aiie,  SRIMNX 3 e AT
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®

The Country Perspective [HZFKffE

@®Porterargues that Comparative Advantage 1is out—dated
and that countries now trade

and attractinvestment on the basis of their Competitive
Advantage

@ Thus, from a country perspective there are two aspects to
consider:

@®VWhat motivates a country to welcome FDI, to become a
host?

@Vhat are the effects on the home country when firms invest
abroad?

@ BT A EE L S R I 1, B S B o MR 5 [ 8 A i 1
s B, A
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Porter — The Competitive Advantage of Nations J¥45H 5o 54N

#

Six variables that together determine country attractiveness
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@®Chance

@®Firm Strategy, Structure and Rivglr

@®Factor (Supply) Conditions

@®\arket (Demand) Conditions

@®Related and supporting industries

@ Government

LY IEAi o] SN2y AP T R RPN (I IVAE S S I TR A OO NP S
fF TAHOCHN S He =l 1

R

The Host Country Perspective Z<id [E S KEH

@ The host country wants (or, perhaps, expects) many
benefits from the inward

investment

@®FD] is said to provide capital, jobs, export earnings,
technical skills, managerial skills,

jobs in related industries,fastereconomic growth, greater
efficiency in domestic

producers as a result of increased competition .

@Critics gire that either these do not happen and/or that
MNEs (multinational

enterprises )are responsible for distorting countries’ culture
and (development)

priorities

@ 7 [ 7 B AR N 8 A B Ak

OFDT FRAETEA . Wik Y WO BORTRE, & B g 76 AH AT
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The Home Country Perspective MMHEMAEE

@ The home country is often thought of as losing out when
companies invest abroad; eg,

Nike’ s production in Asia is seen by many as causing job
losses in the USA.

@®Supporters of FDI argue that efficientproduction -
wherever it takes place — is better

than inefficient production, or production in the
“wrong” place.

@ Thisidea isstrongly related to the ideas of Comparative
Advantage and International

Economics.

@ R} [FH 25 DA 2 RIAE M B TG 32 40 0% o 9 i o 28 w) AR
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Negotiations? i%:H)

@®WVho holds the power?

@®Criticargue that MNEs have become too big and too
powerful in recent years —

compare, for example, the turnover of the world’ sbiggest
companies with the GNP of many poorer countries

@®Others argue that the framework for trade and investment
is still set by governments

(possibly via international institutions) and that MNEs must

abide by these rules

L NESTHECR O e R NS W S5 /AT BURC S/ S0 i o/ N0 B 1 & 7]
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What about International Agreements? [ Prfpil

@ The framework for trade and investment is provided by the

World Trade Organization

(and bilateral negotiations)

@®WI0 covers trade in goods and services, investment,
intellectual property and many

other aspects of FDI

@®Also, the International Monetary Fund and the World Bank

play a role in regulating

economic conditions and policies,especiallyin developing

economies
A Sy AP BE FRHE S i 3 52 5 ZH SN RGA IR AD 1AL, 1 5H

HAOR 1 i an AR 55
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The World Trade Organization {H¥L84 5204

@®As we have seen, free trade is believed to increase global
welfare

@®Based on this idea, the WTO is tasked with reducing baiers
to trade -as was its

predecessor, the GATT

@GATT worked by a series of long, complex negotiations

@ The WTO has a different structure and legislative authority.

@ (AN 3ATHTE B E B 2 0 B I RRoRE A 1L T XA R,
TH S ZH ZA AT 55 2
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The Importance of the WITO and the other institutionstHF 4]
IR HABNA ) EZE - @AL]l are nominally ‘independent’

@®All are run by permanent councils supported by bodies of
experts, both at their

headquarters and in countries around the world il H %5
) B 95 2= o kag AT, RN F o0 A A T 525 [

@®Alltend to reflect the prevailing economic orthodoxy
(opinion), which means that all

now support a free—market, liberalapproach to economics
and politics

AT R] - SR 2 BF IR 40 O W) S E R A AT T A A S 7 B
173, B th 3 R 2057 MBUA BUKR

The Importance of the Institutions (cont’ )d/L#4 ) B B4

@®FLconomic growth is a priority

@®Free market principles are supported

@Greater trade and FDI is encouraged

@Government  involvement ( ‘interference’ ) is to be
minimized

@®[n developing economies, growth is prioritizedabove
development

DT RIE 9L B LR B s S ) 158l 5E K 51 2 Al At
AT 1BURZ 5 (PO s ME TR T E 2 25 R e Tk
Ji

Critics argue that--fitiFEIAN

@ The institutions are remote and bureaucratic XLEH[FitT
ik 120 1Y AR

@ The institutions are too powerful f-F-gm3A



@ The institutionsignore the wishes of local people and
national governments ML ZA0

4 i N\ BN K BORT ) i

@ The institutions ‘propup’ a system that makes the rich
richer (and the poor poorer)

within countries NIMHISCHE RS PNEKN, ibE NEE,57
NG

@ The institutions ‘propup’ a system that makes the rich

A

richer (and the poor poorer)

when comparing between countries

DU SR REtilb s B 355, & EEE

Critics argue that---

@®[n trade, the WIO is widely regarded as favoring MNEs and
rich countries interests

over those of poorer countries

@®Poorer countries are  ‘forced’ to open —up to MNE
investment, while richer countries

retain many barriers to trade

@®[n particular, MNEs are said to have too much influence over
decision—makers in

national governments as well as the WTO
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Debates about MNEs and Economic effects  1JiBF
20 R

@®Balance of Payments effectd® Rl 7 - H1 235 W

@Initial international capital SR [E R & AR 5]

@®Subsequent international capital f1ows Z2HE R A sl
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@ [nternational trade flowH RS 2

@Lffects on host countrieq 418 [E )52 M

@FLffects on home countriestAS|E K520

@®Domest ic Micro—economic effects [E NI L 55520

@®in the host countrifl P 7ML HF A 52

@in the home country 7E4H [H

@®Domestic Macro —economic effects

@in the host countr¥t 4:iE [E

@®in the home country 7E4H [H

Debates about MNEs and Non—economic (Socio—Political)
effectsiieis [H 2 7 - JE 4 @R () 521

@ The increasing power of MNEs is said to Influence national
governments and democratic

decision—making

@® [nfluence international institutions, especially the WTO

@® [nfluence taste and consumption patterns

@® [nfluence migration patterns and population distribution

5 B 3 ) 9 AN i, 5 Wi ] S IBURF AT B T R S5 i [ B LA
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Lecture8

Employment and Migration BN (ZZFURA 339 1)

@ Types of labour underutilisation/ unemployment

@ Causes of unemployment

@Strategies to counter unemployment

@®\odels of employment and wage determin ation

® 5721 ) 13 20 58 73 AT IS BY SRV B DR, S B S g B 6T
AP AR CR T % vk

Types of labour under—utilisationy sl A 7o 204l H )2 #

@Unemployed Nk



@®Underemployed in terms of quantity of labour, ie hours
worked

@®Underutilisedin terms of quality of labour, eg disguised
(unrecognizable or concealed)

underemployment, not employed 1in optimal job, early
retirees:-

@®low productivity because of poverty causing poor health

@®Unproductive workers who lack complementary resources

SNV LR 78 70 Mk 1 55 3 g i 0, R CARE I TR] 1T AN 255 3)) )
Joce 9 an P2 (i H 43R B RE 0 sl AS 2, A e H T 5 TAE FE R AR
N Gy URAE =R R 5155 S EUEHEIR DA T AR TR TSk Z B
KM B8

Causes of underemployment/ unemployment AT 47 Hl /K
MV S A

@®This a complex area:

@®Causes may include--:

@®slow growth of demand for labour

@ domestic macroeconomic problems

@®cglobal macroeconomic problems

@®voluntary, jolsearch, migration

@ ruraboverty

@®population growth

@ NI ARIP) Ia] R LA AT RE LS -+ TN 57 80 ) T SR P B 9248 1
TMAT ) 1 4Rk

FGTE A 1 HREMERIR, T8 LRI TA K

Strategies to counter un(der)employment N XfZRMY /276705t
NP

@Government intervention

@®cducation/ training

@®mobility



@ infrastructure

@ fiscal/ monetary policy

@Private imstment

@ domestical lybased

@ forecign direct investment

@ VUM TR AH /85I 1inash 1AL Bl o b ek, A A#%
oE P E N 15N

H e

Models of employment and wage determination LMY AR R R
TR R E

@ Three main schools of thought:

@®\acro output —employment model -the rate of savings and
investment will

determine the growth of output and employment

@®Classical supply and demand model argues firms respond
to rational economic

indicators. Employment of labour is a function related to its
price and quantity

@®Demand for labour is a derived demand

=AELERIR: 120 output-employment AR ——ff & A
DY) L ARG R 7 AT R 3G 128 SR SRS RS DA Al Y4 il DA B
PERIZ B abn. S7shsilbe RS e s B E A K 1578 1
KRR A T 3K

Migration

@®Unemployed people in rural areas often migrate to urban
areas 1n search of work

Why*?

@®Lconomic growth and industrialisation often related

@® [ndustridbkation usually in urban areas

@®1Two views to consider:



@® [ndividual (micreconomic) perspective

@®Societal (macroeeconomic) perspective

@ iRV AR A M X 28 H S 237 <3 R A A A A 248 5
WARFN T A
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Health _[JA:fRAg

@Human capi tal theory

@®Resource use and health care provision

@® Approaches to health care

@Geographic/ spatial issues

@ Causes of poor health

O® )\ J) B AR BT RISt AR O 1 A ORfid v 13/
7% TA] [r) AE JRETR D AN A

[ )5 A

Human capital theory

Health and economic growth

@®Fconomically a workforce is jusine type of resource that
can be used to produce

outputs

@®Poor health causes a workforce to be less productive

@®low productivity causes low growth rates -the country
remains within its

production possibility frontier

@®[n turn, this means an economy isnable to develop which
means health provision

remains poor::*

@®vwhich means the workforce is less productive
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Resource use and health care provision® 5 FH FlHE ik

@®Vho provides the health services?#EHeft A4 AR5

@ Government? i

@Private sector?fAE 1]

@®VWho pays? And when?

@®Government, raising revenue from taxation with free
delivery to patients at the point

of use BUNFEBIN, HIEGEAHRGENAN

@®Government, raising revenue from taxation paying private

companies so that

individuals do not pay at the point of uB&IFHE = AR L
AN T, A NEWRIN AT

@ [ndividuals pay government at the point of usé> A [T
IR 24

@ ndividuals pay private companies at the point of u$el
) AL 3 ] SR 24

Approaches to health care

@ Two basic approaches:

@Curative or Preventative

@®Also, geographic/ spatial issues

@®Where is health care provided?

@Urban areas/ Rural areas

@®Access to medicines

@®Access to expertise
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Causes of poor health

@®Poverty/ Income distribution

@Poor nutrition

@®Poor sanitation/ lack of access to clean water

@®Low levels of cleanliness/ hygiene

® (Over) population

@®Prevalence (that generally existing or occurring) of animals,
especially insects

@®bw levels of education (especially regarding transmission
of infectious diseases)

@ {2 SR DA SR KL R A e TEFRAN R RS ) B4
PRI Z T K 1
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Causes of poor health

@Genetic factors

@Vecather/ climate

@®Poor access to healtdare

@®Availability and cost of appropriate treatments/ drugs

@Cultural/ Religious factors, including gender issues

@ Stress/ uncertainty

@Lifestyle choices

fa BEARBUAE I IR R 1ist AR R 38 TR /A AR Tl T
ATE VBT /290 B A
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The Debt CrisisfiigdsfaNl



Origins of Debt

1973: The first oil crisis

@®Price of crude oil quadruplesm@ltiply by four)JRyi% 4
fietiin

@0il exporting countries (OPEC) gain revenudy yili %y B 4127
(OPEC) FRAFHN

@®0i]l importing countriesboth developed and developing -
struggle to pay the

increased prices YE Al LV, Ak B SOR A B 5K 4
SCASY i R A i A7 6 1 AL

1973: The first oil crisis (contd.)

Origins of Debt

@ [nflationncreases helping to cause a global economic
slowdown 1H B3 BZARE BN

B ARBRETEI) N

@®0PEC countries deposit oil revenues in (western)
commercial banks; these are

mostly in US$ OPEC [ AN LASETTE e NG 5 R LARA T

@®Commercial banks seek profitable use for increased
deposits ie increased loans of

US$ at variable, market, rates of intergetVZR47T %) H #5840
RAF AT SRA R PTE RAE F D70, RIFERIZ T B IS0 26 0 Bk

@®0itimporting developing countries borrow US$ to pay for
essential imports of oil--:

ARGAT W 11 1) A Je mby B A S 0 S A B 18 1 A7 2

Origins of DebtfiigsHIdLi———1979: The second oil crisis
A el

@Price of crude oil doubld® yHATHE RS

@O0PEC countries deposit o0il revenues in (western)

commercial banks KA 58 E 2K A VH



I AAE NNV ARTT 0577)

@®Commercial banks seek profitable use for increased
deposits ie increased loans of

US$ at variable, market, rates of intergetVZR47 6] H #5340
A TSR AR AT B AT T, BERI 200 B 26 oo bk

Oil-importing developing countries borrow US$ to pay for
essential imports of oil

@®[t’ s 1973 revisited, except --

@ A YT 1 A Fee v B SR A S8 e SO b R HE I Ayl 19734
FUOB ALBR T

®

Origins of Debt—— 1979: The second oil crisis (contd.) 1979
R IR A E L &)

@®1979/80 —Election of f‘liberal’ , fmeaket governments
led by Thatcher in

the UK and Reagan in the USA 1979/80 4, #EF “HH” , H
IR RN ARSI B BURF S FF B T

@®Both leaders are monetarist in outlool [HAI S N&SFr 5t
F SOU R

@®Both lead ers see inflation as the most important economic
problem PALAN T NHALIN Y iE

DN H A B B L 205 )t

@This means that in both the UK and the USA inflation must
be combated by raising

interestrates:JX LR (£ v [ A5G [ (138 53 B2 K 00 2508 1 n L
T

Origins of Debt — early 19804i55—c i 1980

@®High interest rates for US$ accountg ok ™ 1) A &

@®Decveloping economies (and others) faced with ever-higher

interest charges on the



US$ they’ ve borrowed & J&H E SN 04 fif A IE TG Tl i = 0t
Al B EE

@®Global economic slowd own, partly caused by high interest
rates, causes

decreasing demand for third world exports &ERK&E: Mg, &
S0 = {H 71 58 H 1 K kb

@ lower export earnings for third world economiedf — tH 5 [H]
2 H O AR

Origins of Debt — early 1980s (contdmdsHiyi—— 1980 4F
AR &)

@®lLower FOREX earnings for third world countries lead to
difficulties in repaying

US$ debt -or even the (increased) interest on that debt

@®Commercial banks regard third world countries as ahigh
risk -and refuse to lend

any more $

@®Developing countries faced with a choice of how to use
decreased supply of FOREX

debt/ interest payments OR

@development projects (infrastructurehealth, education,
water supply--*)

@ 155 — I 5[ S AN A el D> 2 2238 56 e i 95 IR AE, L 52 3% i 5%
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Origins of Debt — 19825 HIFi%5— 1982



@ Third World countries threaten to withhold (refuse to give)
payments of interest on

debt. o =1t B S JabE 40 S 00 55 ORI,

® “Can’ t pay, won’ t pay” fFAEEAZAS

@\lexico carries out the threat, quickly followed by Br&kil
v BF BE AT B, BV X B I 5 @Major worry in international
institutions, financial institutions and governments that

the stabilityof the entire world economic  system 1is
threatened---

o EBRAUR SRR ATBUR i T2 S 8 ———— AR TAR R
A€ 52 21 J8

Responses to Debt =mid-1980s into the 1990s M X{5i5% 1980
FACH IR 1990 4

1. IMF takes on the role of f‘lender of last resort’ ie lends
money (US$) to

developing economies that cannot borrow from
comcomciall repaymentmer

banks. [HFrhe MAEEHIURE “fHa sk N7 ’ft, BEE R
E = RN N[N AGR

ATHESRAE R K B [E 58 But IMF lending only takes place
under certain

conditions {H IMF P a H R A AES T e 444 &

@ These are Structural Adjustment Programmes & %54y 1f24
)

@®Policy priorities: LTI TR

2. Economic growth £yFHEK:

Origins of Debt —-1982 (cont’ d) g5y

@Tvwo debt crisesHiXfii5fENl

@®Third World countries debt owed &5 =1l FLH i 4%

@®First World commercial banks debtowing H T kiR



N ARAT 5155

@®\Many analysts argued that the banking crisishad to be
solved first.

®Vhy? RZ M N8, 5 e I A T SE L

@®The collapse of the global economy was a worse scenario
than difficulties being

faced by some poorer countries

BRZGT I ot LE T3 55 [ 5 B 1 ) — S8 PR R

Responses to Debt =mid-1980s into the 1990s (contd.)

W5 55—1980 AR R 1990 FAUER).

@®StructuralAdjustment Programmes require governments
taking loans from the IMF

to:—

@®Reduce subsidies

@®Devalue the currency to encourage exports and discourage
imports

@®Privatisgovernment— owned ‘businesses’

@®FLncourage MNEs and Foreign Direct Investment

@ These policies should lead to faster economic growth

L8 oy i B0 H 75 EEBOR A Br B3 T AR 02U BLDER 1ok Dbt 1
S (=W N EN B ) e 41 B RS S DN 4 N P S R 4 [z A B /N P 1
HME ERERCTE . IXERBOR M 1% 5 SUE PR 225 K

Responses to Debt -early to mid 1990s

PR 55 AR 1990 AR

@®\any developing country economies do start to grow, but
Increasing inequality also

evident (obvious) in many countriesiR % & [EFK LTI ih
BE,  AHE SR B 5 R AN AR 1)

@Criticallege (argue) that SAPs (Structural Adjustment

Programmes )do more harm



than good , IMF defends SAP priorities -but acknowledges
some truth in the

criticisms

@®Commercial banks have been writing —off ‘bad’ debt from
developing economies @Commercial banking crisiseffectively
over with no threat of bank collapses remaining #t ¢ #& A
N, SPA (G Re) Y BE TR B TA 1 B P ba ih Rk L 4ES™ SAP LGk,
(RN — S8 S AAEDE 1R RAT 2040 1 A B K BIA TR 1Rk
WATSE WAL BA B B A AR T RS D0 B A R4k

Responses to Debt =mid to late 1990s

ROH5E 55 1990 AR S 21 = 31

@ n response to criticism and the new situation IMF defends
SAP priorities-but

acknowledges some truth in the criticismsiE [P AL RERHE
AR E Fr 0t MRS (IMF) 4i 47 SAP AL Ae gl (H AN — 288+ 501

LT
@®Vritingoff of alldebt isconsidered but rejected on the

grounds of ‘moral hazard’

5155 20 B G A 25 REAEL DL “ i RS B el a4 4
@®New approach: Highly Indebted Poor Countries (HIPC)

programme introduced in

conjunction with the World Bank 7 /7E: HIPC (FEfiFl o5 H

Tt R oI AN FVRAT
@HIPC depends on idea of ‘Sustainable debt’ ie relation of

debt to export earnings @HIPCHHE v :F4{oi 45 HIARVE S H T A 15t

B K
late 1990s/ early 21st centuryl99GFAC A/ 21 tHzl¥]
@® [MF and World Bank claim HIPC represents a successful and

sustainable approach
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