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FOREWORD

This study is one of a series in UNIDO's research orosramme on intermational
industrial restructuring. This vrogramme aims to identify trends in factors
affecting industrialization and restructuring and to analyze their imolications
for industrialization and redeployment to the developinz countries within the

changing division cf labour.

The study focuses on "intra-fim" trade in manufacturing, that is, the
estimated one-third of world trade in manufactures which is transacte? between
affiliated parties. As fims realize the increasing pctential for intesrating
their operations throushout the world, they are contributing to significint snitfts
in the patterns of intermational trade and industrial development in both the
industrialized and developing nations. Thus, the study examines the intcrnational-
ization ¢f industrial production throuszh trade ani the 1ssues ralse! by the

internalization of this trade within the ambit of the tramsnational corporation.

This study was prepared by E. Koseoglu as consultant in collaboration with

the UNIDO Secretaria .
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I.  INTROTUCTION

This report and the implications on such trade for international industrial
restructuring examines intra-firm trade by transnational corporations (TNCs). TIts
purpose is to review the literature concerning these two subjects and to analyze

pertinent recent dats.

Part II of the report reviews the changes in the structure of intermational
trade which have taken place since World War II, focusing in particular on the impact

of the spread of TNC operations on trade.

Part III examines changing patterns of trade and how they relate to industrial
redeployment, by analyzing the characteristics and recent growth of intra-industry
trade and intra-fi=m trade. This secticn also reviews the theoretical approaches

used to interpret such trade.
Part IV investigates the role of TNCs in industrial redeployment, concentrating
on why these firms have reorganized their operations on an international scale and on

the importance of intre-firm trade to this reorganization.

Part V reviews some of the implications of international redeployment and intra-

firm trade for developed and develcping nations.

Part VI presents suggestions for future research and Part VII offers the conclu-

sions of the study.

The Iinva® .able suggestions and comments of Dr. Robert Cohen
and the kind co-operation of Real Lavergne in supplying the
data on U.S. Related-Party imports are gratefully
acknowledged.
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I1. CHANGES IN THE STRUCTURE OF INTERNATIONAL
TRADE SINCE WORLD WAR II

A. The Increasing Shar: of Manufactures in World irade

'The post-war period has been ctaracterized by steady progress in trade liberalization and
an unprecedented growth of internatioral trade, especiaily in manufactured goods. Total
world trade grew more rapidly than total world output. Throughout the 1¢60s, wcrld output
increased at an average anneal rate of 5 per cent while the volume of world trade increased

v

at a rate of £.5 per cent.~ This trend has continued in the 1¢70s.

While the rapid growth ~f international trade veclative to world output has received
mich attention during the past two decades, it is not a new phenomenon. Kuznets found
it to be a secular tendency except for the interruption during and between the iwo world
wars, Ye further found that the proportion of world trade accounted for by trade among the
developed natiors had scarcely changed and that the division of total world trade between
Frimary and m3nufactured products had remained remarkably constant from th: 1870s to the

early 19505.2

But, there have been significant changes in the commodity structure of international
trade since World War II. The proportion of manufactures in total world trade has grown
significantly, rising fro. S0 per cent in 1955 to €0 per cent in 1965, with the trend

continuing in the 1¢7C:.

The faster growth of worl1 trade relative to world output and the rising share of
manufacturee in world trade have paralleled the recent emergence of th2 transnational
corporations. To date, however, adequate attention has not been paid to delineating the
extent to which these changes in trade are due to the growth of indigenous production
and to what ertent they are due to the redeployment of industrial activity by TNCs. This

question will be addressed below.

/ IMF, Annual Report, 1¢76, pp. 5, 10.

1
3’ S. Kuznets, "Quantitative Aspects of the Economic Growth of Nations,” Development and
(altural Change, January 1067.

;/ R. Solomon, The Interdependence of Nations: An Agenda for Research, Washington, D.C.,
December 1277, o. 20,




8. The Dramatic Increase in the Share of Adorld Exports

from Developing Nations

In the first decades following World War II, the share of world exporte held by the
developing nations steadily declined. This trend was reversed in the 1¢60s. From 1960 to
1¢75, exports from developing nations expanded at rates of over 12 per cent a year. Thie
growth accelerated in the late 1¢60s and early 1¢70s, an? has continued despite the setbacks
suffered by the world economy since 1¢72. Developing nations”™ exports of manufactured
increased by at least 6 per cent per year during the world receeeion of 1¢75. They
increased by over 20 per cent during the 1976 recovery and expanded once again by over
10 per cent (in real terms) during the slow growth of 1677 (as compared io world trade
as a whole which increased by only 4 per cent).1 In the aggregate, 1earlj two-thirds of

developing nations' manufactured exports go to developed natiors.

This growth of developing rations' exports of manufactured goods came at the very
time that their share of intra-firm trade (IFT) was increasing at a rapid pace. “etween
1€75 and 1°77, the share of U.S. related-party imports {imports from U.S. transnationals'
affiliates abroad exporting to their U.S. parent and from foreign TNCs exporting to their
U.S. affiliates) originating in developing natione rose from 25.5 per cent to 4.4 per ccnt.g

This trend will be discussed more extensively in Part IV B.

C. The Internationalization of Trade By

Transgnational Corporations

Traditional international trade thecrists generally assume, either explicitly or
implicitly, that the trading firms in one country are entirely discinct from the trading
firme in another. If conmnections do exist be*ween firms, they are judged to be irrelevant
to the analysis. In fact, howevzr, trade is increasingly internalized in TNCs,
taking place largely among affiliates or between parent corporations and their affiliates.
In 1977, for example, 48.4 per cent of all U.S. imports were from "related parties". Thus
international trade has become inextricably bound np with the growth and spread of the TNCs.

l/ H. Chenery and D.B. Keesing, The Changing Composition of Developing Country Exports,
World Bank Staff Working Paper no. 14, The World Bank, Washington, D.C., January 107°C,
pP. 12, 15.

g/ G. Helleiner, "Transnational Corporations and Trade Structurer: The Role of Intra-

Pirm Trade", in H. Ciersch (editor), on the Economics of Intra-Industry Trade,
M™bingen, 17, p. 162,

/




Although this trend has far-reaching implications for the nature of international
trade, it has not been adecuately appreciated. The growth of intra-firm trade of
mamfactured goode has been noted in the lite/ratur'= primarily because of its relation
to transfer price manipulation by the TNCs.l'- As Helleiner has pointed out, "there
remains a major gap in the trade literature with respect to the fact of private firms'
internationalization o. some mackets and the role of intra-firm international trade."-z'
IPT has nonethelees become a subject of increasing concern in certain quarters during the
past few years. A mumber of studies focusing primarily on TNCs have shed light on the

significant role played by IFT in developed and developing nations (See Table 1 below).

As will be noted in Parts III {B) and IV, IFT has grown in importance over the past
decade. Thus, it appears that as transnational enterprises become more adept at integrating
their operations througout the world, they are contritmting to significant shifte in the
F ttern of international trade and are havirg an important impac* on industrial development

in both the industrialized and developing nations.

_1J/ Por a bibliography of studies on transfer pricing see S. Lall, Private Poreign Mamfacturing
Investment and Multinational Corporations: An Amnnotated Bibliography, New York, 1975.

_2/ Helleiner, op.cit., p. 160




TABLE @

SUMMARY OP EVIDENCE ON INTRA-FIRM IRTERNATIORAL TRADE

MATIOKS

OBSERVATIORS

RESULTS

6.

LATIN AMERICA

COLOMBIA

ARGENTYNA, BRAZIL,
MEXICO, INDIA

LDCs

JAFAN

AUSTRALIA

NEW ZEALAXD

CAZADA

10. OERMANY

196

1270

Early
1¢€70s

1¢70

1€72

1961-1962

1962-1964

160

1965

1972

257 firms

Tota: imports

Exports of
German MOFAs

62 FDI projects

239 firms (661
¥OFAs)

76 US subsidiaries

109 foreign firme

220 foreign firms

266 foreign firms
with assets at
least $5m.

Poreign trade

¢4 foreign-owned had 72.% of
exports to affiliates; 29.é% for

joint ventures, 12.6% for local
firms

2 - 25% non-urms-length

60% internalized

439 of inputs provided by
parents (especially Par-Fastern
parents)

% of purchased inputs provided by
parents; Textiles - 0%, Metals

- 50%, Consumer electronizs — S57%
Precisicn Instruments - 79%, Motor
Vehicles - 824, Flectrical
machinery - 609, Chemicals - 577,
No.-electric machinery - 489,

Pulp and paper - %

€1.48% of imports internalized
(¢4.7% for wholly-owned, and
76.2% for minority-owned joint
ventures).

5%.47 of imports internalized
(21.¢% 0% total inpute; higher
for machinery and metals, lower
for textiles, paper and apparel
affiliates; 6 of 109 accounted
for 7€% of totai internal imports,
29 accounted for 97%.

Parent-supplied imports/total
imports: 0:12%, .01-.2¢:167,
.20-.69:23%, ,7C-,C0:284,, 1.00:10%
Export internmalization-50.74%,
(62.15% to US. 29.50% elsewhere);
import internalization-71.86%
(71.29%% from US, 73.21% elsewhere).

219 of total exports internalized;
76.1% of imports of 57 largest firme
internalized (10.4% of total
manufactured imports).
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KATIONS YEAR OBSERVATIONS RESULTS
11. BELGIUM Early 1¢70s Pinished For foreign firme (representing
Manufacturtd exports 07 of Belgian total): 1/2
internalized.
12. UKITED KIKGDCK tarly 1¢70s Finished 12 of total are by foreign firus

Manufactured exporte to their foreign rarents.

13. SCOTLAND Late 1°6Cs 124 US firms 217 of exports, 577 of imvorts
(especially mechanical engineering)
internalized.

14. NETHERLANDC Mid-1t¢ O¢ cg US firms 21.957 of sales were related-party
imports (65.57 in motor vehicles).

15. SWEDHN 173 Poreign t—ade 257 of imports, 07 of exports
internal.

16, SWEDEN i€ 1€75 Poreign trade 257 of imports, 2¢7 of exports
internal.

17. NORWAY 172 421 foreign firms 347421 procured at least 1/4 of

total inputs from re'ated parties.

18, 22 LICs 1€71-172 20 UK MNCs MOFAs 25" of imported inputs from related
narties; 257 of parent exports to
related parties.

1¢. LATIN AMFRICA Early 1¢70s 240 foreign firms ¥ of imports from parent country by
parent nationality: Japan-€3,
Cermany-209,.... Canada-189
Belgium-184 (others in source).

SOYRCE: J.P. Jarrett, "Offshore Assembly and Production and the lnternalization of
International Trade Within the Multinational Corporation: Their Causes and
Effects on US Mamufacturing Industry Wage and Profit Rates", unpublished Ph.D.
dissertation, Harvard University, Cambridge, Massachusetts, 1972, p.77.

REFERENCES :

1. Muller and Morgenstern (1€74).

2. Chudnoveky (1¢72, p. 242).

>, UNCTAD (1€78)

4. Reuber et al (1072)

5. Yoshino [1776) or UNCTAD (1€78) both citing a MITI study.
6. Brash (1666).

7. Deane (1¢70).

¢, safarian (1066).

0, Safarian (1€69}.

10. Holthus and Koopman (1¢75).

11. Holthue and Koopman (1€75).

12. Holthus and Koopman (1°75).

12. Porsythe (1072).
14. Stubenitsky (1¢70).
15. Helleiner (1¢78).

16. United Nations (1972).

17. UKRCTAD (1977).

1€. UNCTAD (1€77 and 1¢78) citing research of J.H. Dunning.
1€, 1all (197¢).




ITI. IRTRA-INDUSTRY TRADE AND INTRA-FIRM TRADE

A. Intra-Industry Trade

In his 1945 investigation of the industrial structure of world trade, Hirschman
pointed out that the proportion of British trade accounted for by the erchange of manu-
factures for manufactures had been growing for many years. From the middle of the 19th
century to 1925-1929, the export of manufactured goods against the import of manufactured
goods accounted for a growing shire of Britain's total trade, rising from 8.8 per cent to
25.7 per cent. He found a similar increase in other developed nations from 1913 to the
late 1920s or early 1930s. Manufaccures traded against manufactures accounted for a

portion of total trade which ranged from 20 to 30 per cent in the more developed countries.ij

Por many countries, the liberalization of world trade in the post-war period has led
to a notable increase ian bo*h the export and import of manufactured goods classified in
the same industry or commodity category. This type of trade haz been called intra-industry
trade (IIT). Several empirical studies found that the share of IIT in the total trade in
manufactured commodities is very high, especially for trade among developed nations.
Moreover, the share of IIT in total trade has tended to increase. [n a detailed study
of the composition of trade, Grubel and Lloyd found that trade within industry (at the
3-digit level) among developed nations accounted for 38 per cent of the total trade in
1959, 45 per cent of the total in 1964, and 50 per cent of the total in 1967.2/

Theoretical interpretations of intra-industry tirade

Traditional international trade theory, based as it is on differences in factor
sndovments among countries, leads one to expect significant qualitative differences
between the exports and imports of any given country. However, information about the

extent and growth of IIT relative to total trade suggests that countries do simultaneously.

1/ A. Hirschamn, National Power and the Structure of Foreign Trade, Berkely, California,
1945, Chapter VII, cited in R, Solomon, op. cit.

2/ H. Grubel and P. Lloyd, Intra-Industry Trade: The Theory and Measurement of International
Trade in Differentiated Products, London, 1975. See H. Hesse, "Hypotheses for the
Explanation of Trade between Industrial Countries, 1953-1970" in H. Giersch (editor},

The International Division of Labour: Problems and Perspectives, Tubingen, 19T4 and
1969 statistice see A. Aquino, "Intra-Industry and Inter-Industry Specialization as
current Sources of International Trade in Manufactures, 'Leltwirtschaftlisches Archiv)
Band 11k, 1978, pp. 275-296.
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export and import very similar goods.l For tlLis reason, modifications were introduced

into traditional theory to explain the changes observed in the pattern of trade.

Most international economists started from the Hecksher-Chlin (H-0) model, whach
arguea that if certain conditions were met countries would specialize in producing
goods requiring relatively large inputs of resources with which they were comparatively
well endowed, and would export these in ¢ xchange for others requiring relatively large
inputs of factors with which they were comparatively poorly endowed. In their attempts
tc explain trade patterns as they were ratier than ac they might be, trade theory

focused either on trade flowe or foreign investment.

In the area of trade flows, they introdiced more realism into the H-O model in two
waye. PFirst, through neo-factor theories that extended the two-factor H-O model to
embrace location-srecific endowments (especially natural resources) and differences in
the cuality of inputs {especially labour). Secondly, by using neo-technology and scale
economy models that allowed for the possibiiity of differences in the production functions
of enterprisee ard for imperfect markets. These approaches hypothesized & new type of
international specialization: that the most develuped countries would specialize in
the production of new "product-cycle” goods, regardiess of whether or not they were
capital-intensive, while other nations would specialize in more mature (H-0) gocds, whether
capital-intensive or labour-intensive (since they ranked lower in per capita income

and cther development indicators).

Other international trade theorists attempted to explain chaiges in trade through

the growth of foreign direct investment (FDI) or of production financed by such invectment.

l’ Irn the literature on 1IT, there is a controversy over the definition of "indusiry".
The cuestion is whether observed IIT is a purely statietical phenomenon resulting
from a faulty aggregation of distinct commodities into a particular industry
claseification of traded goods (Krugman raises the possibility that "we are actually
taking a sort of ink blot test, trying to read significance into what is really
measurement error". See Krugman, "Comment” in H. Giersch (editor), On_the Economics
of Intra-Industry Trade,rp. 1°) or whether it has significance for the explanation
of trade patterns. In a given "industry” classification, goods may have similar
inpute on the demand side, but on the supply side have different factor proportions
or different quali‘ics of fartorr, even if they are used in similar proportions.
However, it has been recognized that unless one overdefines the corcep: of an
industry so ihat each brand of goods becomes an "industry” in itself, the
heterogeneity of given types of industrial classification does not account lor
the p! '‘nomenon. Empirical evidence shows that a high degree of IIT remains cvon
if a very disaggregated commodity classification scheme is employed (Hesse, 1974;
Willmore, 1€74). Thus, even though the lavel of disaggregation affects the
magnitude, it doee not change the fact that IIT is real.




Most rewarding was the work by Hynerl/ and Cavesg/ vhich identified the distinctive

features or FDI in terms of the oligopolistic advantages of foreign firms. Economists
vorking in this framevork concluded that the TNCs possessed particular kinds of
advantages, such as superior information, and greater capabilities for developing

products and for product difterentiation.

However, because IIT occurs mainly among developed countries and between them and
the nevly industrializing developing countries (NICs) which have emerged as dynamic new
exporters of manufactures since the mid-1960s, and since there are not significant factor
endowment differences among the principal developed countriesgj, IIT has haa to be
explained with theories other than the Heckscher-Ohlin factor proportions model.
Folloving Linderkj, most economists hsve argued that IIT has grown because of the
increased demand for highly differentiated manufactured products “n the developed nations
(vhich in turn is largely due to the convergence of per capital income levels in these
countries and fostered by successive GATT tariff reductions biased in favour of IIT).
Most theorists have dealt with IIT by stressing the role of preduct differentiation. As
for the NICs, the explanation given is that IIT takes the form either of horizontal
specialization where developing nations produce simple: -quality products or of vertical

5/

specialization vhere developing nations produce more labour-intensive parts.~

Alternatively, it has been argued that IIT might depend on the structure of inter-
national product markets and the behaviour of the firms within them. Although product
differentiation was viewed as a factor that explains IIT, it could not be its cause, but
rather a means through which import penetration takes place. As Hymeréj and Cavesll
pointed out, TNCs and oligopolistic market structures were both associated with product

differentiation.

1/ S. Hymer, The International Operations of National Firms: A Study of Direct
Foreign Investment, Cambridge, Mase., 1967.

2/ R. Caves, "Industrial Organization” in J. Dunning (editor), Economic Analysis and
the Multinational Enterprise, London, 1974, pp. 115-1k6.

3/ G. Hufbaue and J. Chilas, "Specialization by Industrial Countries: Extent :nd
Consequences, " in K. Giersch (editor), The International Division of Labour .....,
pPp. 3-38, showed that trade among the OECD countries is increasingly intra-industry
as their factor proportions have apparently become more similar.

4/ 8. Linder, An Essay on Trade and Transformation, New York, 1961.

5/ B. Balassa, "Intra-Industry Trade and the Integration of Developing Couatries in the
World Economy”, in Giersch (editor) On the Economics of Intra-Industry Trade, Mohr,
Tubingen, 1979, p.267.

2

Hymer, op. cit.

1/ Caves, op. cit.




Moreover, in analyzing international trade (whether inter- or intra-irdustry) it was
necessary to consii:r the role of international direct investment, since "the value of the
production finarced by such investmert - at least in the manufacturing sector - exceeds
that of world trade, while around on~-third of that trade takes place within the
enterprises undertaking the investment."l’/ TNCs tended to dominate many irdustries

in which IIT is important: rubber tires, pharmaceuticals, motor vehicles and consumer

electronics are cases in point. If the notion of IIT - extended to the production processes

invelved, this dominance is even more striking. Thus, international trade and international

investment are inextricably linked in international production, which increasingly takes

place within the TKCs.

B. Intra-Firm Trade

The growth of intra-firm trade

The overall dimensions of intra-firm trade (IFT), or trade within TNCs, are not well
known and the available statistical information is very limited. The United Rationsg/
has estimated that one quarter of world trade is internalized, while UNCTAD's;-' estimate
is thirty per cent. Data on trade irntermalization for individual countries is sparse and
summarized in Talzle 1 above. Por the United States, 22 per cent of exportsé’/ and 24 per
cent of impor‘ts2 are accounted for by trade between UUS TNCs and their majority-owned
foreign affiliates (MOFAs). It should be noted that all the above figures are estimates

based on limitec surveys of large TNCs and not on systematically collected data.

The USA ie the only country which has begun to collect data on trade between "related
parties”, defined as US as well as non-US TNCs and their affiliates (where the parent

/
firms hold at least 5 per cent ecuity imereaté }. Ae noted p.eviously, related-party

1/ J. Dunning, "Comment," in Giersch (editor), On the Economice of Intra-Industry Trade

p. 6.

g/ UN Department of Fconomic and Social Affairs, Summary of the Hearinge Before the
Group of Eminent Persona to Study the Impact of Multinational Corporations on
Development and on International Relations, New York, 1074. p. 72

;/ UNCTAD, "The Role of Transnational Corporations in the Marketing and Distribution of
Exporte and Imports of Developing Countries”, 1776, p. 1.

/ The most recent available data on export side are for 1¢70 and show the share of the
TNCs in the US total for the mamifacturing sector ae 62 per cent, of which only
15 per cent went to their own MOFAs, See Table A7.

y On the import side, US data for 174 and 1775 indicate that 32 per cent of the total
derived from sales to the US by MOFAs of US firme, and that of this figure, about
74 per cent went to the MOPAs' parent firms, see Tables AS and A6.

_6/ Although some may question the 5 per cent cut-off used to define related parties
as being too low, Jarret, op.cit., p. 13, notes that this figure is used by the
Canadian Foreign Investment Review Agency to determine its jurisdicational interest.
The US House Committee on Banking and Currency, for its part, believes that ? per cent
is sufficient if the remainder of the stock is wvidely held. In any case, the vast
majority of the related-party imports are tctween majority-ommed affiliates.

[




imports accounted for 8.4 per cent of the total US imports in 1977 (see Table 2 below).
Related-party imports would be an even larger pari of the US total if at least some of

the imports obtained from overseas sub-contractors (using US inputs and qualifying for

treatment under Tariff Schedule-USA items 806.30 and 807.001—/ H

were included. International
sub-contracting has meny of the same characteristics as other related-party imports and -
can be regarded #s equivalent to IDT because full control of every aspect of production -
from technology to inputs to the marketing of the final pro.uct - remains entirely with

the US firm. Furthermore, if some of the trade associated with licensing agreements, and
vith management or marketing contracts with independent foreign firms is also added,

"it seems thoroughly safe to say that US intra-firm transactions make up more than half

of the total US inports."g/

It is renerally assumed that the international redeployment of certain products and
processing » developing nations has been concentrated in traditional, labour-intensive
fields such s textiles, clothing and footwear. However, data on US related-party
imports from the NICs show that IFT in these sectors is much smaller than it is in
electronics, machinery, motor vehicl.., and parts (see Table 3 on page ). While these
sectors may be technologically-advanced or capital-intensive, they include production
stages requiring the intensive use of labour. As Helleiner suggests, "in assessing the
future structure of imports fro.. and protectionism against developing countries, one must
therefore look not merely at measures of the developing countries' comparative advantage,
but also at the likely role of trensnational corporations as shown by the degree to which

intra-firm importing is found in different aectors."l/

The determinants of intra-firm trade

Referring specifically to market internationalization by TNCs, UNCTAD has stated that
"to a great extent, the factors determining related-party trade differ from those affecting
trade betveen unrelated pmiel."kl Lall has investigated the determinants of the IFT
pattern of inter-product variation in US MOFA exports, while Helleiner and Lavergney
and Ju-reté/ have studied these determinants for U'S imports.

1/ Items 806.30 and 807.00 of the US Tariff schedules allov import dues to be paid only
on the value-added component of foreign manufactures rather than on the full value
of the imported goods. US imports under these items amounted to 9.6 per cent of the
US manufactured imports in 1977 (Helleiner, op. cit., p. 165). It is impossible to
determine hov much of this importing derives from independent firms as opposed to
related-parties. Nor are there dsta on the extent of similar sub-contrscting trade
that does not benefit from the provisions of tariff items 806.30 and 807.00.

2/ Helleiner, op. cit., p. 165.

3/ G. Helleiner and R. Lavergne, "Intra-firm Trade and Industrial Exports to the United
States"”, University of Toronto end Queen Elizabeth House, Oxford, 1979, mimeo, p. 20.

k/ UNCTAD, "Dominant Positions of Market Pover of Transnational Corporations”, 1977.

=

Helleiner and Lavergne, op. cit.

|ON
~

Jarrett, op. cit.
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Using 170 data, Lalll performed a regression analysis to determine what

factors explain the extent of exports from US TRCs to their MOFAs and the extent
of related-party exports in total MOFA sales for about 4 industries. He found
that the after-rales service variable, the PDI-intensity, and the 2C6.20 - £07.CO
dummy, ail had significant positive coefficients; that recearch intensity has

a significanrt positive or inverted U-shaped effect; and that value added per
worker 4id nct show ary significant impact. In Helleiner's analysisQ, of the
level of related-party imports in 1975 for 100 three-digit SITC industries, only
firm size, average wages and research and developmert hat significant positive
effects. Jarrct's study of IS related-party imports, based on 1¢77 data for °19
marufacturing irdustries showed that internalizatior ie greater in industries
ir which larger firm predominate. Thus, the presence of scale economies had a
significant positive effect on ITP (as measured by average plant size, average
life timc of industry assets, and capital recuired to enter the industry). Other
factors with a significant positive effect on import internalization ' included
measures of the steady flow of, and demand for, output; of technology intensity;
and of organizational intensity. Barrierr to international trade, such as
transport costs and tari ffs, had negativ- effecte, while product differentiation
(represented by the intensity of sales or technical service reauirements) had
positive effects. Jarrett, Lall and Helleiner all found that the advertising-
to-salese matio had a significant negative effect. However, contrary to
expectations, Jarrett was unable to demonstrate a significant relationship

betwecen trade internalization and FDI-intensity or wage rates.

The results of these studies are far from conclurive. ‘‘here are still no
reliable,.eystematically collected data for many countrier and that which existe

for the US is too recent to permit a time series analysis of trade internaliza‘ion.

l/ €., Lall, "The Patterr of Intra-Firm Exports by lI.S. Multinationals,”
Oxford Bulletin of Economics and Statisties, August 172, pp. 200-22Z.

?/ Helleiner, op.cit.
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IV. THE ROLE OF TRARSNATIONAL CORPORATICES
I3 IRTEREATIORAL REDFPLOYMENT

A. Reasone for the International Reorganization of Production

Although FDI was well-established in the nineteenth centurv, the internmationalization

of production activities is primarily a post-war rheonomeror. The growth of
transnational corporations, especially in the 1¢60s and 1¢7Cs, was accompanied

by an unprecedented expansion of overseas affiliates, with large increases

in capital outflows from developed countries and sizable growth in FDI. The

grovth 'of FPI expangion into developing nations. During this initial period, 1S
firas accounted for the largest share o new investments. Ir Japar and the

PFedieral Republic of Germany, busineeses were concentrating on domestic reconstruction.
Investment flows among the Lurvpean countries were hindered by foreign exchange

shortages and ~ontrols on capital movements.

The second phase, starting in the late 1¢50s and lasting to about 1770, was
characterized by a shift of FDI to marufacturing and trade aciivities. As a
result of the restoration of currency convertibility in Western Furope and the
ertablichment of the EEC and EFTA, US investment in Western Furope increased
sharply. US mamufacturing firms established Furopean plants to maintain the
market positions gained through earlier export trade. In developing nations,

FDI in mamufacturing was a result of import substitution policies adopted by

many countries facing balance of payment constraints. Although FDI by US firms
remained dominant, by the mid-1C&0s, foreign investments by Furopean and Japanere
firmg had increaged markedly. Faced with growing international competition in
mamufictured goods, US firms reacted by establishing "offshore™ assembly and
production subsidiaries in certain developing countriee in /order to take advantage
of lower wage rates and to put new technologies in place.-l- 'N)is move was

facilitated by the policies of both host and home countries.g

The third phase (the current period) has seen a dramatic change in the role
of TNCs. Thie has been due to changes in ownership patternse and in the organization
of international production. Two sets of factors, one resulting from changing
conditions in the developing nations, and the other from changes in the developed

nations, contributed to this transformation.

1/ P. Probel, J. Heinrichs and 0. Kreye, The New International Divisiew of Labour,
London, 1°7¢,

_2/ This period coincides with many developing nations® shift to export promotion
(OECD, "The Impact of the Newly Industrializing Countriee on Production and
Trade in Manufactures”, Report by the Secretary-General, Paris, 1¢79). The
special tariff provisions set up by the US government are one example of a
policy by home countries of TNC that stimulated "offshore” assembly and pro-
duction subsidiaries.




The first cet of factors involved two significant policy changes by the developing

nations:

a) a wawe of nationalizatiors of foreign investment in the raw materials sector,
esp¢iaily in petroleum extraction, to increase developing nations® share of
oligopoly rents. This led to new forms of TRC involverents in developing
nations that spread to the mamufacturing sector. These new forms included
joint ventures, technology transfer agreements (with or without equity
provisiors), and management contracts.l/

b) a growing concern on the part of the host developing countries about the
impact of foreign investment on the development prccess. The negative
impacte that were of concern included effects on the balance of payments:
while imports continued or increased, exports were restricted because of
the TNCe' global network of similar import rubstitution productior facilities
throughout the developing world. Hence, the export marketing agreements which
led the TNCs to set up complementary production projecte.

More important was the second set of factors that resulted from increased
competition among the TNCs and a significant chift in the comparative costs and
exchange rates underlying trade and investment among the industrialized nations.
The US TNCs' exverience with sub-contracting and "export platform" subsidiaries in
developing nations, the relatively rapid rise of wage rates in Westerm Europe
compared to the UIS and the adverse social conseocuences of Furopean nations'
unfavourable experience with migrant workers 2Istim1lated renewed interest ir foreign
investments in developirg countries. TNCs invested largely in order to export
manufactured oroducts, mairly consumer goods. This suggeste that productior. is
being truly intcrnationalized (as in the new inveetment activities of TNCs in
the auto industryl/) and that s new internatioral division of labour is resulting

from the reorganization of production operations by TNCs.

B. The International Reorganization of Production Activities and the Importance
of Intra-Firm Trade

In*er-country and sectoral variation of intra-firm trade

The importance of intra-firm trade varies substantially according to industry
and type of product.il When classified according to the amount of manufacturing
involved in a given import, US data show that IET's share of the total rises as
one moves from primary goods (excluding petroleum) to semi-manufactured and
manufactured producte (see Table 2). While only 2.5 of primary products (eccluding
petroleum) are from related partiee, 27.6 per cernt of semi-manufactured goods and

52.6 per cent of fully manufactured goods are.

L/ United Natione, Fconomic and Social Council, Commiseion on Transnatoinal Corporations,

Transnational forporation in World Develooment: A Re-examination, May 1<78,
pp. 10-24, 34-72.

g/ International subcontracting is often believed to be an alternative to loncal

production using immigrant labour. See M. 3harpston, "International Sub-contracting”,

World Bank Staff Working Paper No. 121, Washington, D.C. 1€74.

2/ R. Cohen, "Fconomic Crimes, National Industrial Strategies and Multinational
Corporations”, 107¢, (mimeo).

4/ See Table Al.
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This general pattern - vhich is contrary to the widely held expectation that the inter-

national trade in primary products is the most internalized and that trade in manufacture

is mainly arms-length - is found in US imports from both developing and OECD nations.

Consequently, other things being equ.., one cen expect increases in the role of related- '
party trade as industrialization proceeds in the developing nations and as the relative

importance of their export of manufactured goods continues to rise.lj

As defined by the US Census Bureau, related-party imports include both purchases by
US firms from their foreign affiliates and by US affiliates of foreign-based firms from
their non-US affiliates or parents. When the data on related-party imports are classified
according to vhether the imports are destined for US or non-US TNCs as in Table 3, a
number of significant facts come to light. In 197k, about 38 per cent of the total
US. related-party imports were undertaken by non-US firms.gj Substantially more of the
impc -ts by foreign TNCs came from developed nations (60 per cent) than from developing
ones (15 per cent). Trade internalization was particularly important in imports by nor-
US TNCs from the EEC and Japan (78 per cent and 100 per cent, respectively.) IFT was most
important in the machinery and transportation industries.ll On the other hand, the
largest portion of US imports from US MOFAs originated in developing nations and Canada.
About L0 per cent of total US related-party imports from developed nations and 85 per cent
of total US related-party imports from the developing nations vere carried out between

US-based (NCs and their foreign affiliates.

Table 3 also makes it possible to compare related-party imports for resale and for
further meanufacture. There is a striking contrast between imports from the developed
nations and those from developing nations and Canada in this regard. While only L per
cent of total related-party imports from developing nations were destined for resale in
the United States by affiliates of non-US firms, 48 per cent cf their imports from
developed nations vere, including 89 per cent of those from Japan. Goods designed for
vholesaling accounted for 75 per cent of the imports of non-US firms. This suggests that
related-party imports by the US firms are undertaken much less for resale than those of
the non-US firms. The related-party imports of US firms are linked to their international

production activities and originate mainly from developing nations.

1/ Helleiner and Lavergne, op. cit., p. k.

2/ Not necessarily firms from the country from vhich the imports came, since the cata
are given by the source ccuntry cf imports rather than by the home country of the
firms's ultimate owner.

3/ See Tubles A-3 and A-L.




TABLE 2

US RELATED-PARTY IMPORTS AS A PERCENT OF TOTAI. IMPORTS, 1977

PRIMARY® SEMI- TOTAL
PRIMARY TOTAL MANUFACTURERS MARNUFACTURES w
PETROLEUM (EXCL.PETROLEUNM)PRIMARY TOTAL TOTAL TOTAL (EXCL.PETROLEUM)
oecp” 57,2 5.9 4.2 4.4 61.1 5.7 5.6
CEFTRALLY PLAKNED 0 3,2 2.8 e.c .1 T.7 7.8
THIRD-WORLD 50.6 12,6 49.1 17.0 37.0 4.4 28.1
TOTAL 50.4 2.5 47.2 1.6 53,6 a8.4 45.2

Country classifications are according to the United Nations Standard Country Code, except that

Cuba and Yugoslavia have been included among the Centrally Planned Economies.

SOURCE: Gerald K. Helleiner and Real Lavergne,

Producte claseified according to UNCTAD syatem as reported in "The Definition of Primary
Commodities, Semi-Manufactures and Manufactures", 1665, 'I'D/B/C.2/3.

"Intrs~-Firm Trade and Industrial Exports to the

United States", Unpublished paper, University of Toronto and Queen Elizabeth House,

Oxford, 197¢, p.2.



TABLE 3

ESTINATED COMPOSITION OF US RELATED-PARTY IMPORTS, 1974.

RELATED-PARTY US IMPORTS, {g} 2
ESTINATED %OTAL INPORTS FROM NOFAs 1 1
RELATED- FARTY RON-US FPIRNS (3) WHOLESALE gsg
] INFORTS® TOTAL  WHOLESALE (2) TOTAL TPADE 5
(1) (2) () (4) (s) (6) 4)] (€) (9)
Ta. Ta. = 4 ' o, 4 4 ¥
DEVELOPED COUNTRIES 22,161 19,226 15,488 £0.1 14,821 1,127 7.6 60.1 48.2
CANADA 12,225 2,570 1,24 51.1 11,411 717 6.8 21.0 10.7
EEC 9,174 71,10 5,826  £1.7 2,515 206 11.8 7.1 1.5
JAPAR e,1e 8,266 7,260 £1.8 127 5 .9 100.0° ec.4 ,
7 DEVELOPING CCUNTRIES 14,042 2,114 582 21.6 14,762 241 2.2 15.1 4.2 3
]
WORLD 44,611 21,451 16,071 74.¢ 11,801 1,418 4.5 48.1 26.0

d
e

This was obtained by applying 1075 data (1077 for Canada, .EC and Japan) on the share of total
imports accounted for by related-party trade eince there are none available for 1S74- to 1¢74
figures on general imports, as reported in US Department of Commerce, Survey of Current Business.
This procedure causes the estimated total to differ from the sum of the estimates of its
components.

Proa US Department of Commerce, Foreign Direct Investment in the United States, Report to Congress,
1976, Tables E-2, E-E. This figure for imports shipped to US affiliates by affiliated foreign
groups includes imports from parent firms which own ten per cent or more of the US importing
affiliate or from other firms related to the parent by at least fifty per cent ownership

(op.cit. 5-6). The area or country indicated refers not to the country of ownership of the non-
US firms, but to the country of origin of the imports.

From William Chuné, "Sales by majority-owned foreign affiliates of US companies, 1¢75", Survey
of Current Business, (US Department of Commerce), 57, 2, February 1077, Table ). This figure
includes imports from sources which are unrelated? to the importer.

1975.
The actual percentage is 101.f, but this has been "rounded down" to 10C.O.

SOURCE: See Table 2.
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Table 4 i.lustrates the extent of trade internalization in US imports of

selected manufactured goodsl'l/ from those NICs which account for the great bulk of

the manufacturing exports from the developing world. Mamufactured exporis from
developing rations are beavily concentrated in traditional labour-intensive industries,
such as textiles, clothing, and footwear. But when it is possible to separate the
portion of intra-firm trade, it is seen that TNC trade internalization is highest in
iechnologically advanced or capital-intensive industries, such as electrical machinery,
professional and scierntific instruments, non-electrical machinery and transport

equipment - at least as it is reflected in US related-party imports from the NICe.

Inter-country variations in the relative importance of total related-party
exports to the US are shown in the laet column cf Table 4. Mexico and Ireland are
generally above average and Yugoslavia consistently below average in their share of
exports that are part of related-party trade. By industry, the Philippines does far
more intra-firm exporting in textiles and clothing than the others. Colombia does more
in footwear, Spain, Greece and Argentina do more in transport equipment. Malaysia

and Singapore do more in the machinery sectors.

There are no data on the internalization of US exports that are comparable to those
for rel/ated-party imports. Frcm investigations of exporte from the US TNCs to their
mFAsg and those of US affiliates to their non-US parents-l, however, it appears that
trade internalization in exports is less extensive than it is for imports. Most
exports appear to be destined for resale rather than further processing. As was
the case for imports, there is a wide inter-sectoral variation and IFT is significantly
greater for exports to developed nations than for exporis to developing countries.

A substantial portion of the exports of manufactures from US TNCs to their MOFAs
in developing nations was intermediate goods for further processing or assembly
(67.7 per cent). US affiliates of non-US TNCs act primarily as buyers for tlkeir

parents: over % per cent of their exports are products manufactured by other firms.

y See Table A2 for the complete listing of 2-digit SITC categoriees of related-party
manufactures imports from the NICs. In that table, the bottom row gives, for
each industry, the number of countries where the percentage of intra~firm
exports to the US is higher than beth the total Third World Average for the
given industry and the country's own overall percentage of trade intermalization
in the mamufacturing sector as a whole.

2/ See Tables A7 and AE.
3/ See Tables A2 and A4.




US RELATED-PARTY IMPORTS AS A PERCENTAGE OF TOTAL IMPORTS OF SELECTED MANUFACTURED PRODUCTS®
FRON SELECTED NEWLY IRDUSTRIALIZING COUNTRIES, 1¢77

TABLE 4

Non-electric FElectric

Transport

Scientific

TOTAL

Textiles Clothing Footwear machinery machinery Equipment Instruments Namifacturing
65 4 es n 72 73 e *

Israel 18.¢ 14.0 0.0 2.8 62.9 0.7 12.0 18,2
Portugal 2.2 0.4 O 2 24.7 78.4 0.1 £2.5 12.8
Greece L7 5.0 0.8 52.2 go,1 gc, 3 2.2 7.8
Ireland 16.2 8.2 42,2 78.5 77.8 66.6 91.7 50,0
Spain 1.5 2,7 10.1 6.6 22,6 5.4 7.8 24.1
Yugoslavia 0.1 2.2 2.2 14.0 2.0 27.4 1,6 4.9
Argentina 0.5 2.9 0.8 29,1 76.1 £5.4 10.0 2,2
Brazil 9.2 1.0 0.5 59.9 05,2 6.0 8.4 2.4
Colombia 1.5 15.7 1.2 16.2 2,9 26.8 e71.2 14.1
Nexico ¢, 6 68.0 60.© 87.8 5.6 37.7 °3,6 71.0
Taiwan 12,1 1.2 2,1 19,2 5€.1 4.6 87.1 2.5
Hong Kong 4.9 3.4 2,6 68.5 4.4 10.0 30.4 18.1
Republic of Korea 5.5 T.1 1.8 64.2 67.2 R 12,1 1€.7
Malayeia 0.2 1.9 0.0 812 97.0 0.0 cl.¢ 87.¢
Philippines 2.0 5.4 0.0 62,7 .7 3,0 27.0 47.%
Singapore 4.2 0.5 0.0 0.5 7.0 23,3 5.2 83,2
Total all

developing countries 7.8 11.5 4.4 6.5 75.2 2.6 51.2 7.0

a SITC classification
SOURCE: See Appendix Table A2 for source and complete listing of 2-digit SITC industries and

Newly Industrializing Countries
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The Implications of growing intra—firm trade

Despite the data limitations, it is apparent that a substantial part of
international trade is internalized within the TNCs. The IFT question is largely
parallel to the debate concerning the competitive and efficiency implications of
vertical integration. Through vertical integration, a corporation by-passes the
market by converting market transactions into internal decisions. Moreover, since
this takes place at the international level, a firm not only escapes the market

but also, to a certain extent, the control of individual governments.

The increase in IFT also implies a growth of what has been called "typing",
i.e., linking the activities of foreign affiliates closely to those of their
parent firms. Lall has suggested that IFT ray best be seen as an extreme form
of typing.L/ There is a growing amount of evidence to support this contention.g
In the case of the motor vehicle industry, Baranson has noted that "substantial
portions of an i-ternational firm's earnings come from the sale of components and
parts to the original equipment market and the replacement market. Their investments
in overseas manufacturing facilities 2re in a sense an investment in future demand
for components and parts?.;/ Because of the organic ties between subsidiaries and parent
companies, it would be less likely for a foreign affiliate to follow cost-minimizing
purchasing behaviour. Hence, the more such influence is exerted, the greater

the capacity to engage in non-optimal behaviour.

h In addition to "quasi-tying", IFT carries the potential for transfer price

manipulation. According to Jarrett, "besides the obvious tax and tariff revenue

implications, manupulating firms may use artificially depressed profits to claim
an inability to pay high wages, a lack of any monopoly rents, or a need for the

existence of or an increase in subsidization and/or trade protection."4

To counter the points made above, some economists have argued that "arms-length
trade” (trade between unrelated parties in the market that are not necessarily
competitive) may not necessarily behave differently from IFT since "opportunity
costs are opportunity costs, whether incurred by buying from wffiliates or

unrelated parties”. 2 Further, it is argued that increasing internationalization

L/ S.Lall, "Transfer Pricing and Developing Countries: Some Problems of Investigation",
World Development, January 1¢7C, pp. 25-42.

g/ An executive of Union Carbide stated at a U5 Senate hearing that many of his
company's exporte to its foreign affiliates "were intermediate products which
probably would have been bought elsewhcre ha: not Union Carbide owned the affiliates"”.
US Senate, Committee on Finance, as cited in Jarrett, op.cit., p.14.

;/ J. Baranson,_International Tranrier of Automotive Technology to Developing Countries,
New York, 1¢71, p.t

Jarrett, op.cit., p.15

(2
~

N

J. Riedel, "Comment", in H.Ciersch (editor), On the Economics of Intra-Industry Trade
p. 182.




is not necessarily anti-competitive or less efficient. ™It is what harrens when the

goods come up against similar goods in market places, not what haprers as goods pass
froe hand to hand within companies, that determines whether markets wi!! fullfil
their role".LI Or, "in the field of economic co~ordination, control and allocation,
the speed, accuracy and cost of the communication of information and goods may all

be superior when the communcation takes place within a single organization than

when it 7akes place between smaller separate organizations covering the same economic

space."g

Jarrett, however, argues that, "while transaction cost considerations (i.e.,
increased efficiency) may predominate in an atomistic market setting, it is hard
to accept this conclusion of superiorty, given that it is the role of the market
to discipline producers (and consumers as well)".;, Moreover, the greater the
firm*s ability to escape market mechanisms, the less effective the government's

economic policy instruments become.

l/ Knickerbocker, as cited in Jarrett, op.cit., p. 12.
2/ Murray, as cited in Jarreit, op.cit., p. 11.
3/ Jarrett, op.cit., p.12.
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V. THE IMPLICATIONS OF THE GROWTH OF INTRA-FIRM TRADE

A. The perception of Changes in Worla Trade

The present study demonstrates that the nature of trade among the developed
netions is fundamentally different from trade between developed and developing
nations. These differences include the greater proportions of intra-industry and

iatra-firm trade in trade betveen developed nations.

The size of IIT reflects specialization a long product lines or processes
within industries, the degree of industry specialization among the major industrial

countries hardly changing betwee- 1937 and 1969.21

In part the rise of 1IT reflects
the fact that many countries adopted strategies aimed at diversification over a broad
range of industries, allowing for specialization along product lines or proce ses
within industries instead of inter industry specialization and, consequently, a more

relative ease of adjusting to structural change.

It is generally assumed that a much greater potential exists for expanded intra-
industry trade through the exchange of differentiated products among the developed
countries. Caves asserts that "there is much to applaud in IIT and little to deplore"g/
from the objective of securing good market perfor- .ce. But neither of these general
views need apply to developing nations. At first signt, the potential for an in-
creased cxchange of differentiated products within industries 1s obviously much
smaller between developed and developing countries. Moreover, it has been suggented
that, the additional costs for a develsped nation of producing substitutes for imported
manufactured goods are relatively small,il vhile the costs for developing countries
usually make such production impossible. Thus, for the developing nations to switch
from exporting primary products to exporting manufactures (and particularly
specializing in certain parts and processes) may mean exchanging one form of depen-

4/

dence for another.— On the other hand, the growth of consumer markets in those
countries plus the increasing differentiation of manufactured goods may mean that
IIT between developed and developing nations increases more rapidly (. an other types

of trade.

1/ G. Hufbauer, "Technology Transfers and the American Economy" in U.S. National
Scienc: Foundation, The Effects of International Technology Transfers on the
Y,S. Ezonomy, Washington, D.C., 19Tk.

2/ R. Caves, "Intre-Industry Trade and Market Structure in Industrial Countries,”
Harvard Institute Economic Research Discussion Paper Series No. 725, Cambridge,

1979.

3/ K.E. Waltz, "The Myth of Nutional Interdependence” in C.P. Kindleberger (editor),
The International Corporation, Cambridge, Mass., 1970, p. 210.

L/ W. Lewis, The Evolution of the International Economic Order, Princeton, 1978, p.70.
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Since the start of the recent economic crisis, the developed countries have had
to cope with rising inflation rates and/or balance of payments deficits while attempting
to reduce groving unemployment and unused capacity in certain industries. This has crea-
ted pressures for a newv protectionisa. The develolL.d nations wvere faced with a choice
tetween international specialization and rationalization of irternational production
through free trade on the one hand and diversificazion and rationalization of industries
vithin national economies through protectionism on the other. The former is accompanied
by the necessity to cope with structural adjustment problems at the national level, wvhile
the latter results in forgoing the benefits of increased efficiency at the international

level.

Developing countries, on the other hand, must cope with the fact that the deve-
lopment of their indigenous industries in traditional lasbour-intensive product areas
(vhere IFT does not appear to be very significant) are seen as a threat to the developed
nations. Exports by the developing nations in areas such as textiles, clothing and foot-
wvear are viewed as creating competitive pressures on the developed countries to make
inter-industyy reallocations, thus increasing the movement towards protectionism within

the developed nations.

B. Issues Raised by the International Spread of

Transnational Corporations

The fact that intra-firm trade is on the rise can be taken to mean that the geogra-
phical location of production and the global distribution of goods are increasingly the
result of managerial decisions made in the interests of large corporations. In view of
this, the implications of IFT for individual countries can be far-reaching. First, the
creation and distribution of economic profits and social benefits may be sharply at odds
vith the overall interests of the country in question. For example, after separating
U.S. imports into related-party and arms-length components, Jarrett found that "inter-
nalization does lead to a significant change in the pattern of U.S. imports"” and that
"internalized allocation is not omly different, but likely less efficient than market

L/ Second, the policy instruments at the disposal of the country

allocation as well.’
are likely to be less effective than they are in cases where international trade is arms-

length, between unrelated partien.g/

As Hufbauer has ncted, the principal danger of the transnational phenomenon is

"the worldwvide spread of oligopoly relctionshipnfgj The resulting imperfections and

™~

Jarrett, op. cit., pp. 17 and 18.

A large body c¢f literature exists on the impact of IPT on a government's ability to
effectively perform its traditional economic functions. Frequent reference has been
made to the decreased effectiveness of the exchange rate policy because of TNCs, The
ineffectiveness of the U.S. government's capital market policy to restrict techmology
diffusion dy the TNCs and the failure of its price control policy to curb inflation are
but two examples. It hardly bears mentioning that the developing nations are in-
finitely less able to cope with the effects of TRC activities than is the United States.

3/ Hufabuer, op. cit., p. S3.

N
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vhat some see as the distorting behavior of the TRCs cannot be remediel unless progress
is made towards changing the conditions under which such imperfections and excesses

thrive.

In light of the problems enumerated here, develo '‘ing nations will need to devise
independent development strategies in keeping with their needs and resources. Within
the framework of a well-defined strategy, an appropriate evaluation could be made as
to wvhether, in a particular area, a nation's needs would best be served by the TNC or
vhether alternative means {national corporations, market channels, government agencies,

etc.) provide the only alternative path to development.

As has been emphasized here, international trade is inextricably bound up vith
the growth and spread of the TNC and its international allocation of production (which
is increasingly not so much in prducts as in stages of production). Trade internal-
ization is accompanied by a centralization of decision-making within TNCs. A new
international intra-corporate division of labor is now taking shape. While inter-
national trade theory has been mainly concerned with the division of labor among firas
co-ordinated by marxets, tve division of labor has increasingly been co-ordinated by

entrepreneurs within the TNCs.

C. _Issues Raised by the Recent Global

Integration of Productive Activities

Recently, production in the automobile industry has been greatly integrated on a
global level. While most current world ear production continues to be concentrated in
the three major producing areas of Western Furope, North America and Japan, the domestic
markets of these countries are nearing saturation. Although these markets will remain
vital to the major auto manufacturers because of their size, much of the future growth
in demand will probably take place outside these areas.l/ Since the mid-sixties,
competition within the industry has increased substantially. Internationalization of
the industry involves competition not only for markets but also for investment op-

portunities.

In the automobile industry, FDI by TNCs from major producing countries was an
extension of their export-oriented penetration strategy, with local production

constituting only assembly operations with limited local input. Many non-producing

1/ For a review of the recent developments in the automobile industry,
see R. Cohen,




countries vith rutential or groving automotbile marze.s are rushkirs - vhe -~reation
of their own autcmobile industries. At the same time, there is a3 “-~rre:-aq . nter-
penetration of the Jomestic markets of the major rroducers. Manufac! :-rs are re-
organizing the producticn pricess around its main components and sprearsi:ng their
automobile nroduction over several countries. The U.S. manufacturers, particularly
Ford, are in the forefront of the sutomobile industry’'s internationaiization, but
other major wor'l producers have been obliged to follow suit. Indeed, any producer
wishing %o survive is now forced to undertake a flobal reorpanization of its production
process for a nunber of reasons. First of all, international cowpetiticn has rsrown
enormously, both because cf “‘he aevelorment of non-i'.&. TNCs and because of shifting
patterns of demand stemming “rom the maturity of traditional markets. Second, TNCs
have faced higher wages, strikes, and rroductivity rrctlems in their traditional
production sites. Third, energy costs and environmental constraints in the develoved

countries have prcmoted technological rnange.

Rationalization schemes both at home and abroad, and indurtrial relocation
abroad - especially to NICs in Latin America and in peripheral Eurcve - nave de-
veloped side by side. The recent investment patterns of automobile manufacturers,
the groving volume of exports of parts and components by THCs' affiliates in the
KICs, and the rising unemployment in traditional production centers are all indicators
of the international integration of production tsking place in the automotile industry.

This integration has posed important nev problems for both developed and develop-
ing nations. Can the developed nations cope with the structural adjustment and social
dislocction that may be a result of the international relocation of operations? Will
the developing nations be able to integrate other indigenous industrial activities
vith the operations of multinational firms, or vill they end up .cting as " xport
platforms” for specialized, often labour-intensive operations that are part of the
nev international system of production organized by multinational firms? What will
be the extent and structure of eaployment, especially the distribution of skills
among vorkers? In addition, how will developing nations protect themselves against
the loss of investments, once transnationals decide to relocate elsevhere? These
and other related issues need to be addressed.

&




VI. SUGGESTIONS FOR FURTHER RESEARCH

As can be seen from the material presented here, a substantial and groving part
of international trade is internalized through the TRCs. This phenomenon has far-

reaching implications in that the transnationals not only escape the market mechanisu
through vertical integration, they also escape, at least to a certain extent, the

control of the Governments of the countries in which they operate.

Very few studies have attempted to investigate the determinants of intra-firm

trade. Few have examined its implications for developed and developing nations.

A study of the international reorganization of a single major industry would
contribute much to the understanding of the role of transnational corporations in the
redeployment process and to the analysis of the impact of this process on developed
and developing nations. Such a study could begin to investigate the dynamics of the
restructuring of production on a global basis, contributing additional insight to
those conclusions already reached by previous UNIDO studies of industrial redeployment
and future structural changes in developed nations.

The international automobile industry would be a logical subject for this type
of study. Employment in the automobile industry is substantial in many developed
nations, and developing nations have become important centres for tre production of

components and cars.




V1. CORCLUSIONS

1. During the post-var period, the share of manufacturing in total world trade has
been rising, and the developing nations' share in this manufacturing trade has also
been rising. These trends coincide vith the growth snd spread of the transnational
corporations and the rapid grovth of intra-firm trade.

2. Intra-industry trade, especially among developed nations, wvas found to be
significant and groving. Product differentiation was suggested as its main cause.
Government policies have also promoted the growth of this type of trade.

3. Intra-firm trade among developed nations is meinly to distribute finished
manufactured goods vhile that between the developed nations and the developing nations
is largely to integrate the further processing of manufactured goods. The latter
activities are largely undertaken by THCs.

5, Intra-firm trade from the developing countries is concentrated in relatively
technology-intensive or capital-intensive industries rather than in traditional
labour-intensive areas, as is generally believed. The major causes of inter-industry
variations in intra-firm trade seem to be du= to differences in te-hnology intensity,

firm size, and scale economies.

5. Intra-firm trade varies signifi.antly among the Jeveloped nations on the one
hand and between the developing countries and developed countries on the other. In
the future structure of imports from developing nations, i: is likely that an
important role will be played by the extent of IFT due to TNCs in the different

industries.

6. Civen the _imitations of available data, further research is recommended
before any concrete policy recommendations are possibdle. A research project on the
international reorganization of a single industry would do much to clarify the role
of multinational corporations in the redeployment process and to specify the impact
of change in an internationally integrated industry on developed and developing
nations. The automobile industry appears to be “he most logical subject for such

a study.
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TABLE A-1

U.S. Related-Party Imports as Percentage

Related Party Share

of Total
by Category, from Third World and OECD Sources,

Imports,
1977.

Relaced Party Share Import Value
OECD 3w Total 3w Totsl
p4 % ; % n o
51 Chemical elements and compounds 44,0 40.7 + h3.3 367 3,178
52 Mineral tar and chemicals from ccal, ‘
petroleum and natural gas 34,3 - 33.7 - 11
53 Dyeing, tanning eand colouring materials T3.4 15.7 69.8 11 209
S4  Medicinal and pharmaceutical products L6, 60.3 46.9 42 318
55 Essential oils and perfumes, etc. 41.3 2.1 26.7 82 239
56 Fertilizers, manufactured 20.6 75.1 23.4 19 353
ST Explosives and pyrotechnic products 4.0 L.s 8.9 9 39
S8 Plastic materials, etc. 57.6 4.4 54,9 25 ko2
59 Chemical materials and products n.e.s. 53.2 5.9 48.9 22 329
61 Leather and leather manufactures 7.0 5.0 5.8 145 256
62 Rubber manufactures, n.e.s. 78.0 31.6 73.3 96 999
63 VWood and Cork manufactures 22.6 9.4 15.1 576 1,034
64  Paper, paperboard, etc. 20.0 39.8 20.6 81 2,404
65 Textile yarn, fabrics, made-up articles 35.1 7.8 22.6 736 1.776
66 Non-metallic mineral manufactures 18.0 10.4 16.L 479 2,802
67 1Iron and Steel 65.9 20.L4 61.8 183 5,982
68 Non-ferrous metals h3.7 16.7 33.7 1,289 3,938
69 Manufactures of metal, n.e.s. 28.0 12.4 24,9 455 2,499
71 Machinery other than electric 60.3 63.5 60.3 658 9,717
72 Electrical machinery, apparatus, appliances 55.2 15.2 63.4 3,541 8,451
73 Transport equipment 8.7 32,6 83.9 30k 18,229
81 Sanitary and other figures 17.3 1.2 15.8 47 109
82 Furniture 34,0 13.6 26.3 169 666
83 Travel goods, handbags, etc. 28.4 10.3 13.4 254 309
8L Clothing l2.0 11.5 11.3 3,221 4,049
85 Footwvear 11.7 h.h 7.3 1,012 1,890
86 Professional and scientific instruments, etc. 50.9 51.2 50.9 488 2,316
89 Miscellanecus manufactures 33.4 17.1 27.6 1,825 5,39k

SOURCE: Helleiner and Lavergne (1979).
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TABLE A-2

PERCERTAGE OF TRADE INTERNALIZATION IN U.S. MANUFACTURED IMPORTS FROM NEWLY INDUSTRIALIZING
DEVELOPING COUNTRIES {NICa), 1977

Taon cooe e | S| os3 s |ss|ose| sp| s8| sofe| 62| e3| 6w | |es| 1| s |m
Israel 24.0 0.0 ]31.1}23.9; 0.0 { 0.0 3.5} 1T.1 /22,2 2.7 7.4 |11.0 |[18.9 |15.6f 0.7 { 26.8 | 32.8
Portugal 0.6 0.0{ 4.5 0.0{ 0.0 | 0.0{ 0.0 0.1{ 0.0 o.0| 0.1 1.2 2.3| 7.2 8.0 { 10.3 | 24.7
Greece 0.0 0.0 o.0{| 0.0f 0.0 | 0.0{ 0.0 0.0 | 6.9129.k | 0.7 0.0 | 3.7 0.2 0.0 { 88,1 | 52.2
Ireland 72.1 0.0| 3.3 4.8y 0.0 | 0.0{11.5 1.7 | 73.5|52.0 [ 4T.3 [ 17.6 [36.3 (T6.4| 9.7 | 69.7 | 78.5
Spain 5.5 { 52.8| 0.1 11.7{75.8 0.0|53.5( 18.8| 0.0{76.6 ( u.4 0.k | 1.5 [18.6{1k.k | LO.T | 36.3
Yugoslavia 2.0 0.0 0.6 | 0.9 0.0 | 7.2 |%2.7 0.0f 0.9/ 6.7 0.0 | 68,4 | 0.2 | 1.2} 3.9 0.6 | 1k.0 i
Argentina 15.1 1.6 [26.6 | 4.6] 0.0 [ 0.0 |41.6 0.0 | 0.3] 1.0 0.0 0.0 | 0.5 | 1.2119.0 | 45.9 | 39.1 3?
Emn 3.2 6.1(85.0{ 0.7t 4.4 [ 0.0 3.7T{ 1.6{ 0.1{91.5 {u5.7 | 2.7 | 9.2 | 8.3[24.8 | u.5 { 59.9

clombia 20.6 0.0 { 0.0 |99.81 0.0 [ 0.0 2.5} 13.0{ 0.1] 0.0 | 1.3 8.5 | 1.5 |37.9( 5.9 | 23.1 | 16.8
Mexico Lo.3 | 62.4 [95.2 | 3.5{72.0 [38.0 | k2.7 | 9.4 |11.4(65.0 |36.7 {90.8 | 9.6 |25.0{kk.9 | 32.1 | B7.8 ;

ivan 24L.6 | 58.4 | 0.0 | 3.8] 0.0 | 0.0 |11.9 0.0 | o.kfek.0 | 2.0 0.9 [13.1 | k.6] 4.6 2.3 119.3 -
Hong Kong 2.9 0.0} 7.8 10,0} 0.0 {1.2| 8.0 4.7 {39.3]8.7 (45 | 3.3|4.95.7{33.5 | 3.0 | 68.5
E:iublie of Xores 10.3 [ 46.7 | 5.9 | 0.1] 0.0 f2.c |18.8 0.0 | 0.5(31.5 | 1.6 4.2 { 5.5 | 4.9{18.8 |15.0 | 6k4.2

aysia 0.3 hoo.0 { 0.0 | 0.0{ 0.0 { 0.0 3.7 0.0 [95.641.% | 0.8 0.0 [ 0.2 | 5.8/00 |15.9 | 83.2

hillippines 1.5 0.0 { 0.0 [k71.7| 0.0 | 0.0} 0.8 0.0 (12.0(96.0 {30.5 1.4 {28.9 (16.8] 0.0 4.3 | 69.7

Kingapore €2.2 0.0 | 0.2 | 0.0] 0.0 | 0.0 [80.1 [200.0 ]27.9'100.0/33.0 |42.5 | 4.3 |uk,0} 0.0 | 60.3 | 90.5
AL - Developing.- “““ 1T ' T o '
world (%) Lo.7 j15.7 [60.3 |2.1[r5.1 |u.5 |1k.4 59 {5.0!131.6| 9.4 139.8 | 7.8 [10.k 0.4 [12.4 |63.5
Total - Developing
World VALUE ($=.)| 367 11 1 k2 |82 |19 9 | 25 22 J1ks 96| 576 | 81 | 736 | 479|483 | LS5 | 658
Country Frequency 1 4 J 2 | 3] 1] 3 S R ' I T 1| 2| 1 6 6
Ind. Rank of Trade Int. ; 3rd

L ]
Excluding 68 (Non-ferrous metals) and 52 (Mineral Tar and Chemicals from coal, petroleum and natural gas) wvhich did not have an
entry in U.S. Related-Party Imports.

*e 9ountry Frequency of above-average internalization relative tc the Developing World total and individual country's total manufactire-
ing. SOURCE: Calculated from U.S. Commerce Department data supplied by R. Lavergne.




TABLE A-2 (Continued)

T2 13 81 82 83 8h 85 86 Total Value of

i Mfg. Total Mfg.
| | e
Israel 62.9 7 0.5 5.4 0.0 14,0 .0 13.0 18.2 168
Portugal 78.4 B A 0.h 20.4 0.k .2 82.5 12.5 101
Creece 99.1 89.3 .0 0.0 10.3 S.0 .8 2.2 7.8 58
‘reland 77.8 66.6 97.7 | 19.8 0.0 8.3 k2.2 91.7 59.0 140
Spain 32.6 53.4 0.1 2.7 13.4 3.7 10.1 7.8 2h.1 696
Yugoslavia 2.0 27.4 0.3 | 13.2 0.9 2.3 2.2 3.6 h.9 207
'Argentina 76.1 8c.u .0 0.0 0.0 2.9 .8 10.0 9.2 167
|Brazil 95.3 63.0 T 2.8 3.0 18.0 .5 38.4 38,4 755
Colombia 3.9 26.8 1.5 2.9 9.9 15.7 81.2 87.8 1k.1 60
Mexico 95.6 37.7 15.0 | 3u.8 96.9 68.0 60.9 93.6 71.0 1798
I
Taiven 58.1 L.6 0.2 | 9.6 1.8 1.2 3.1 67.1 20.5 3354
Hong Kong 43.4 10.0 17.9 7.5 k.o 3.4 3.6 30.4 18.1 2618
Republic of Korea 67.3 3.1 0.5 | 15.6 4.2 7.1 1.8 12,1 19.7 2328
Malaysia 97.0 0.0 70.8 | 11.2 40.6 1.9 0.0 91.9 87.9 385
Phillipines 3.7 3.0 0.0 | 11.8 0.2 53.4 0.0 27.0 47.5 352
Singapore 97.0 33.0 59.8 | 57.9 85.8 0.5 0.0 85.3 83.3 630
TOTAL -~ Developing

World (%) T5.2 32.6 1k.2 §13.6 10.3 11.5 LY 51.2 3.7
Total -~ Develnping

World varuE($m.)) 3541 304 47 1€9 254 3221 1013 488
Country Frequency" 8 5 1 - 3 2 1 T
Industry Rank of Trade
Internalization 1st beh 2nd




TABLE A-3

TRADE OF U.S. WHOLESALE TRADE, BY AFFILIATES OF FOREIGN PARENTS, 1974 (8 million)

By Industry

U.S. EXPORTS BY U.S. AFFILIATES

ey

IMPORTS BY U.S. AFFILIATES

TOTAL AS A PERCENT OF TOTAL TOTAL | AS A PERCENT OF TOTAL
INTERNAL ARMS-LENGTH INTERNAL ARMS-LENGTH
1 2 3 1y 2 3
Food, Beverage, Tobacco 11314 fu43.1 | L. 9 38.8 | 56.9 D D 2479 31.9 68.1
Inedible Crude Mats. 3331 |68.7 | 5.5 63.231.3 | 1.5 29.8 1642 45,6 54,4
Petroleum and Products 227 |[s0.2 o] 50.2 | k9.8 0 L9.8 58 33.9 66.1
Chemicals 539 |32.8 | 0.4 32.4 ] 671.2 | 1.5 65.7 651 59.6 Lo.L
Machinery 1009 |42.9 | 2.1 L0.8 | 57.1 | 3.7 53.4 2258 90.6 9.4
Motor Vehicles and Parts 17 }70.6 | 5.9 6L.T 129.L | e 23.5 6988 , D D
Other Transport Equipment 89 |79.8 NA D |20.2 D D 255 95.7 4.3
Metal Manufactures 605 [32.1 D D|67.9 |b.0 63.9 k206 68.9 31.1
Other Manufactures 3uh 163.1 | 4.7 58.4 136.9 | L.k 32.6 2178 78.6 21.4
Items K. E. C. 1698 |36.5 D D|63.5 |3.1 60.4 1623 D D
TOTAL: 19173 [46.9 | L.0O 42.9 |53.1 |21.2 31.9 22334 72.0 28.0

- Total

O w N
[}

*%

- Own Products

Others' Products
Suppressed by source
Too small to record

SOURCE:

U.S. Department of Commerce, Foreign Direct
Investment in the United States, Volume 1,

U.s.

G.P.O., Washington, 1976, page LO.
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TABLE A-3 b

TRADE OF U.S. WHOLESALE TRADE, BY AFFILIATES OF FOREIGN PARENTS, 1974 ($ million)

By Country and Region

U.S. EXPORTS BY U.S. AFFILIATES IMPCRTS BY U.S. AFFILIATES
TOTAL AS A PERCENT OF TOTAL TOTAL AS A PERCENT OF TOTAL
INTERNAL __ ARMS-LENGTH INTERNAL ARMS-LENGTH
1 __[ 2 3 1 2 3

Canada 225 | 49.8 ! D Dl o50.7T  15.6 35.1 1585 82.9 17.1
France s 265 | 3. | 228 | 731 D D 859 B1.6 18
Germany 1638 D D D D, D 10.7 3720 89.2 10.8 j
Netherlands 1084 D D D p | bl 8.6 233 75.1 2k.9 f
U. X. L3 69.5 ]35.L 3.1 1 30.5 f 5.4 | 24.8 885 | 85.5 14,5 -
Other EEC 513 19.3 1.6 17.5 80.7 26.5 | su.2 1289 | 80.5 19.5
EEC 3822 | 53.0 | 5.1 47.9 | 7.0 24,0 | 221 6785 85.9 14,1 !
Switzerland 61 Lh.3 D D 55.7 % 3.3 | s2.5 252 67.9 32.1 '
Other 1886 | 10.1 D D | 89.9 .62.9 | 26.9 939 69.8 0.2 |
Other Europe wour | 11.2 | o.s 10.7 | 88.8 "61.0 | 27.8 1191 69,k 30.6 |
Europe 5769 | 38.9 | 3.5 35.4 | 61.1 37.1 | 2L.0 797¢ 83.4 16.6 '
Japan 8526 | 69.7 | 4.9 64.8 | 30.3 | 3.4 | 26.9 9283 78.2 21.8 |
Australia, Nev Zealand,
and South Africa 157 | 15.3 D D | 84T 113.5 | 65.2 LLs 58.1 .9 !
DEVELOPED COUNTRIES 14678 56.T L.9 51.8 43,3 17.0 26.3 19293 80.3 19.7 ;
LATIN AMERICA 1ss [ 13.7 | 0.8 12.9 | 86.3 |28.9 | sT.u k01 D D |
MIDDLE EAST 430 | 37.9 | e 37.9 | 6e.1 [20.0 | k2.1 82 D ‘
Other 2610 11.9 1.6 10.3 88.1 |bL1.0 | uT.1 1588 18.2 81.8
DEVELOPING COUNTRIES u9s [ 15.0 | 1.2 13.8 | 85.0 |35.1 { 50.0 3041 19.2 80.8 l

it
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TABLE _A-4 a

TRADE OF U.S. MANUFACTURING AFFILIATES OF FOREIGN PARENTS, 197k

($m.)

Food, Beverage, Tobacco
Inedible Crude Mats.

Petroleum and Products
Chemicals

Machinery

Motor Vehicles and Parts
Other Transport Equipment
Metal Manufactures

Other Manufactures

Items N. E. C.

1 - Total

2 - Own Products
3

»

IMPORTS BY U.S. AFFILIATES

TOTAL

97
64

377
Lu2

27
366
L6s
170

2,026

Others' Products

Too small to register

D - Suppressed by Cource

AS A PERCENTAGE OF TOTAL

U.S. EXPORTS BY U.S. AFFILIATES
AS A PERCENT OF TOTAL ‘TOTAL
INTERNAL ARMS-LENGTH
1 2 3 1 2
32.0| 29.9 | 2.1 | 68.0 D D 356
D D D | 67.2 D 178
0 0 0 0 D 0 22
50.9 | 43.5 | 7.4 ] 49.3 | Ls.1 | 4.0 L2s
33.3 ] 29.L | 3.6 | 66.7 } 32.7 1 u.1 617
D D 0 0 D C iy
3.7 3.7 * 1 96,3 D D
18.3 D p| 81.7 D D 833
Lo.b | 36.3 | 2.2 | 59.6 | 4L8.0 |11.6 433
17.6 D D | 18.9 D D 155
36.1 | 29.6 |} 6.5 | $3.9 | 52.9 [11.0 3,059
I G 1227
SOURCE: U.S. Department of Commerce,

Foreign Direct Invertment in the

United States, Volume II, U.S., G.

Washington, 1976, Tables E-k, E-7

P.0O.

INTERNAL ARMS..LENGTH
77.0 22.0
33.1 56.9
86.4 13.6
85.2 14.8
RESN 1h.2
GEaD 7.5
69. 31.0
80.8 19.2
S53.¢ 56.8
Ti, & 25.8
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TRADE OF U.S. MANUFACTURING AFFILIATES OF FOREIGN PARENTS, 1974

TABLE A-L b

($m. )

U.S. EXPORTS BY U.S.

AFFILIATES

[ IMPORTS BY U.S. AFFILIATFES

TOTAL AS A PERCENT OF TOTAL TOTAL AS A PERCENT OF TOTAL
INTERNAL ARMS-LENGTH INTERNAL ARMS-LENGTH
1 2 3 1 2 3

Canada 394 | 47.5 | k1.6 .8 s2.5 | 8.5 | 4. 872 92.3 7.7
Europe 783 1 35.6 | 28.1 T 6h.u | L6.5 [17.9 1,576 8.2 25.8
EEC 650 | 35.7 | 27.2 .6 64,2 | 43,7 |20.5 1,302 7.7 22.3
France 100 | 56.0 D D 44,0 D D 118 80.3 19.7
Geraany 115 | Lo.9 D D 60.0 D D LLé 83.4 16.6
Netherlands L5 | 40.0 D D 60.0 | 6C.0 * D D D
U.K. 306 | 5.5 | 19.9 5.2 74.8 D D 470 67.9 32.1
Other 8k | 39.3 D D 60.7T | 5481 5.9 D D D
Other Europe 133 | 35.3 | 33.1 2.3 Gh.7 | 60.2} 5.3 274 57.3 L2.7
Switzerland 37 | 713.0 | 73.v b 24,3 | 24.3 ) 2.7 115 73.9 2b.1
Other 97 | 20.6 | 17.5 2.1 79.4 | 72,2} 7.2 97 35.1 6h.9
Japan 203 | 61.6 | 60.1 .5 38.4 D D 192 51.0 k9.0
Australia, New Zealand

and South Africa 99 | 28.3 | 18.2 9.1 1.7 L D 135 79.3 20.7
DEVELOPING COUNTRIES sk | 20.6 | 1k.1 6.8 79.3 | 70.4 | 9.0 283 32,2 67.8
LATIN AMERICA 342 119.6 | 11.7 7.9 80.4 | 70.2 j10.2 148 25.7 Th4.3
MIDDLE EAST 55 D D * D | 61.8 D 8 37.5 62.5
OTHER 150 D D 6.0 D | 73.3 D 128 38.3 61.7
DEVELOPED COUNTRIES {1,478 |41.8 | 35.4 6.4 58.2 | 6.5 111.7 2,715 78.5 21.5

- 9t -
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TABLE A-5

SHARE OF TRANSNATIONAL CORPORATION-RELATED IMPORTS INTO THE U.S.
IN TOTAL U.S. IMPORTS, 197k

TOTAL EXPORT SALES TO THE U.S. BY
u.s. MAJORITY-OWNED FOREIGN AF-
IMPORTS FILIATES OF U.S. FIRMS*
$ m. $m. %
CANADA 21,800 11,411 52.3
EUROPE 22,990 3,077 13.4
JAPAR 12,930 127 1.0
OTHER 1,970 215 10.9
DEVELOPED MARKET ECONOMIES 59,690 14,830 24.8
LATIN AMERICA 18,390 6,415 34.9
ASIA AND AFRICA 21,080 8,348 39.6
DEVELOPING COUNTRIES 39,470 14,763 37.%
WORLD 99,16¢ 31,801 32.1

Foreign firm of which at leact 50% of the equity is held directly
or indirectly by a U.S. company.

SOURCE: United Nations (1978), page 220.
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TABLE A-6

RFLATED-PARTY SALES AS A SHARE OF TOTAL SALES OF

MAJORITY-OWNED FOREIGN AFFILIATES OF U.S.- ,

BASED FIRMS
SHARE OF AFFILIATE SHARE OF AFFILIATE
| 16 TOTAL EXPORTS T APFILINTES IN 175
? THE UNITED STATES TOTAL EXPORTS TO
i THIRD COUNTRIES
E 1971 1975 1971 ' 1975
WORLD T4 ™ 53 r k2
DEVELOPED MARKET ECONOMIES 76 : 65 60 60
CANADA Tu E 61 ks 33
, EUROPE 8s , 87 62 6k
OTHERS 62 Lo 37 32
DEVELOPING COURTRIES 69 82 b2 30
LATIN AMERICA 69 85 56 73
AFRICA 79 95 73 Th
MIDDLE EAST 59 L3 23 1b
| ASIA ? 93 100 Th 65
b b _

SOURCE: United Nations (1978), page 221.
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TABLE A-T

THE ROLE OF MULTINATIORAL CORPORATIONS IN U.S. CF MANUFACTURES, 1970 (in $ millions)

[}
TOTAL TOTAL U.S. MNC T :
u.s. U.S. MNC] (2)%*100 | EXPORTS (4)*100 (L)®=100
EXPORTS| EXPoRTS | (1) 0 MOFAs | (2) m )
(1) (2) (3) (k) (s5) (6) :
i
FOOD PRODUCTS 2,578 1,062 k1 362 3k 1k
GRAIN MILL PRODUCTS 578 227 39 1% 47 18
BEVERAGES 87 58 67 19 13
COMBINATIONS 0 Lo NA P 23 NA
OTHER 1,913 137 k1 236 32 12
PAPER AND ALLIED PRODUCTS 1,109 609 55 150 P25 1L
CHEMICALS AND ALLIED PRODUCTS | L,012 2,3h2 58 8hs 36 21
DRUGS 511 361 T1 138 38 27 '
SOAPS AND CCSHETICS 154 130 85 70 5k L5 :
INDUSTRIAL CHEMICALS 1,702 1,198 70 181 15 11
PLASTICS MATERIALS 9kl 318 3k 279 . 88 30
COMBINATIONS 0 11k NA 1k | 100 NA
OTHER 70k 221 48 63 ‘29 9
RUBBER 34k 383 111 18 1 39 L3
PRIMARY AND FABRICATED METALS | 3,749 2,237 60 278 P12 7
PRIMARY 1,700 976 58 1 | s 3
FABRICATED EXC. ALUMINIUM, : i
COPPER AND BRASS 1,356 554 k1 13 .24 10
ALUMINIUM 336 627 187 56 j 9 17
OTHER 358 80 22 ko 50 11
MACHINERY, EXCEPT ELECTRICAL 7,917 3,795 L8 1,67h Lk 21
FARM MACHINERY AND EQUIPMENT 372 392 105 192 49 52
INDUSTRIAL MACHINERY 4,181 1,694 13| k57 27 11
OFFICE MACHINES 358 576 161 431 75 120
ELECTRONIC COMPUTING EQUIPMENT| 1,243 399 32 298 75 24
OTHER 1,763 T3k k2 296 Lo 17
ELECTKICAL MACHINERY 3,007 2,060 69 575 28 19
HOUSEHOLD APPLIANCES 172 157 91 30 25 23
ELECTRICAL EQUIPMENT 729 978 13k 151 15 21
ELECTRONIC COMPONENTS'®
RADIO AND TV 1,623 T3k LS 210 29 13
OTHER 478 191 Lo 175 92 37
TRANSPORTATION EQUIPMENT 6,539 6,750 103 2,Th8 L1 ©ok2
TEXTILES AND APPAREL T2k 2k 3k 97 ko .13
TIMBER, WOOD AND FURNITURE Thl 352 48 ko 11 .S
PRINTING AND PUBLISHING 335 Wk | b3 36 25 'n
STONE, CLAY AND GLASS PRODUCTS 477 267 56 86 32 , 18
INSTRUMENTS 1,315 8i8 65 522 62 ko
OTHER MANUFACTURING 2,121 625 30 146 23 7
TOTAL MANUFACTURES 3k ,969 21,718 62 (65)% 7,707 35 (32)ee}| 22 (21)""i
|

# Customs classifications not identical to industry classifications of MNC exports; thus, (3)
and (6) can equal mors than 100.

®% Bracketed figure is the percentage in 1966.

+ Compare to 7,079 as given ir Zeonard A. Lupo, "Sales by U.S. Multinational compani~s”,
S.C.B., January, 1973.

SOURCE: Helleiner (1979); originally from U.S. Senate, Committee on Finance, Implications of
Multinational FPirms for World Trade and Investment and for U.S. Trade snd labor,
Washington, 1973, pp. 367, 372.




TABLE A-8

INTERNALIZED TRADE OF 298 U.S. MULTINATIONAL CORPORATIONS AND [HI IR MOFAs, 1970 (in $millions)

TOTAL INTERKAL TRADE

0 PARENT EXPORTS TO MOFAs
£ FOR RESALE

% CAPITAL EQUIPMENT

% INTERMEDIATES

INTERRAL EXPORTS OF MOFAs
MOFA (EXPORTS/SALES)*®100
% MOFA EXPORTS INTERNAL

£ INTERRAL EXPORTS
TO PARENT

WORLD DEVELOPED CANADA EEC(6) DEVELOPING LATIN OTHER INT'L
COUNTRIES + U.K. COUNTRIES AMERICA LDCs TRADING
FI
1 2 1 2 1 2 1 2 1 2 1 2 1 2 1 2

29490 | 15770 18360 [ 14370 ) 7000 | 6240 |10070| 7610 | 85ko | 1330} 3380 | 9LO |S5160( 390 | 2590 | 70
8620 | 1070 | T120 | 5980 { 3160 | 3090 3770| 2840 | 1360 | 1020] 1010 | 820 | 350| 200 | 1k0 |70
49.3 ]| 39.8 | 52.2 | 41.8 |u0.6 | 38.3 52.3]| 45.7| 3.6 ] 2u.6] 33.2]25.6 139.7T[17.5] NA |NA
6.7 5.6 5.1 Ll 3.5 4.3 7.4) s5.9]|16.2| 9.7]1k.3| 10.2{20.3[ 7.5| NA [ WA
Ly.0| su.8 | u2.7 | sk.1}55.9 |5T.4 40.3| 48,4 4y.2165.7]| 52.5 | 6L.2]40.0|75.0| NA | NA
20870 | 8770 |112k0 | 8390 |38Lko | 3180 6300 | k770 | TABO| 310] 2370 | 120 |LBIO| 190 |2u50| ©
29.5 | 23.7 | 21.7 | 26.0 }23.9 |30.0 21.8129.0|u6.7] 8.4 )27.1 | L.T [65.1[32.4] NA | NA
61.5 | 69.3 | 61.6 [ T1.2 [TS5.4 |B2.2 69.2| 67.0 | 56.9153.3|65.6 [42.1 [53.1{64.T | NA | NA
29.7 | 41.8 | 37.8 | L1.7 |91.1 [s3.0 9.5| 9.k }22.5 k9.1 |ulk.0|50.1 [12.0}47.9| NA | NA

1-A11 Industries, total

2-Manufacturing Industries, total

SOURCE :

UNCTAD Secretariat, "Dominant Positions of Market Power:

Use of the Transfer Pricing Mechaniem,"

UNCTAD/ST/MD/6, unpublished paper, July, 1977, pp. 23-2L: originally from U.S, Department of Commerce,
Bureau of Economic Analysis, Special Survey of U.S. Multinational Companies, 1970-BEA-SUF72-03,

Rovember, 1972.
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