WO TS 30NN 4
SILYY € C 15300

T e 1Y

s w.—@ ﬂ@>—m @Q ﬁﬂm m>_mC@£thECL DY DU Mg T

T -goeds ajqnop ‘parjasni Mﬁ U0} ‘PION Ul ‘3lA1S YdV "2i0W
7 y38ua "(ai0w Jo 01) s9oua.19)9Yy pue si91dey) ‘UoINPOoIIU] — siaydeyd

40 ajge] ‘o8ed Jano) 83133V -(aseajd suoidadxs ou) paidade aq LON

230 WwoJj (sap) saidoy -asea|d suoi3dadxa oN (07 03 T) siaydeyo ayl jo
193|424 pnoys 21do Y3 J0 AN 3YL ‘SY oy vT mﬁﬂ 190 :Jaded yoleasay
® .w%m_&noﬂu paey ut ywigng ‘1aded YyoJeasay ay) YUM A||enpiAlpul UIOM 't

" |lewszon .. 3 =N = o

Bupeds o

L RRPROGARY

IHDPMIseY



oyne ue usis ‘21dol ays 104 “uoissiuigns 3y ut (a8ed J3A0D e Uj) aweu JnoA uopuUIW
M ui-Adoo piey uj ‘aseayd ‘aseds ajgnop ‘Paynsnl P Juoy ‘(sadusuayal pue sjuajuo)
4305 Buipnppul) 210w 10 sadedipt |e303 ‘AdOD AYYH NI Juapnis Jad Adod auo Ajuo
mm.u?w_«,mq 8sn "Atelqy jenliia JS5nB0I4 wouy sapd1e [euinol 934y] asn ses) je {(01)
_wm_u_mm_ @mﬁmcu_%om ‘uondnposul ‘syusaluo) jo ajqe] ‘a9ely 13A0) 13PNPUI ¢y 9Y3 104
20 H4aded yoaeasay ay3 1o a1ep anq (3uapnis Jad gy aUo) dy € 33ei383u) 0} STGE YoM

‘AV3ALSNI (asesydesed) 13ydyainNg

=

‘(dY) 1adeq yaseasay



www acetxiocom

v oA RITETL O £ A TETE A 3 g T S A B
DANIELS RADEBAUGH SULLIVAN




wwww acetd.com

Sixteenth Edition

John D. Daniels

Urniversity of Miami

Lee H. Radebaugh

Brigham Young University

Daniel P Suilivan

University of Delaware

Pearson

New York, NY



LASLATIAF e d s e ey e,
WA, HORTEL SO

it

State Capitalism: Detour or Destination? 110

Types of Economic Systems 111
The Market Economy 111
The Command Economy 12
Mixed Economy 113

Assessing Economic Development, Performance, and Potential
Monetary Measures 114
lmproving Economic Analytics 116
The Wilgcard: The Shadow Economy 118
Sustainabifity and Stability 119
Sustainability 119
Stability 120
. Print-Counterpoint
Growth: Positive and Productive? 121
Elements of Economic Analysis 123
Integrating Economic Analysis 123

Economic Freedom, innovation, and Competitiveness 125

CASE: Economic Environments of the West:
Problems, Puzzles, and the 4 Industrial
Revolution 126

Endnotes 128

%3]

CASE: Ecomagination and the Global Greening
of GE 130
Introduction 132
Stakeholder Trade-Offs 132
The Economic Impact of the MNE 133
Balance-of-Payments Effects 134
Growth and Employment Effects 135
The Foundations of Fthical Behavior 136
Why Do Companies Care About Ethical Behavior? 137
The Cultural Foundations of Ethical Behavior 137
Relativism Versus Nermativism 137

The Legal Foundations of Ethical Behavior 138
Legal Justification: Pro and Con 138

Corraption and Bribery 139
Petrobras: Carruption in Brazil with a Global Twist 140
The Consequences of Corruption 140
What's Being Dene About Corruption? 147

114

Globalization and Society 128 %



Ethics and the Environment 142
What Is “Sustainability”? 142
Glebal Warming and The Paris Agreement on Climate Change 143

Ethical Dilemmas of Labor Conditions 144

o o Point-Counterpoint
L Should MNEs Accept Full Responsibility for the Unethical
Behavior of Their Employees? 144
The Problem of Child Labor 144
What MNEs Can and Cant Do 147

Corporate Codes of Ethics: How Should a Company Behave? 147
Maotivations for Corporate Responsibility 147
Developing a Code of Conduct 147

Dealing with Ethical Dilemmas in the Glebal Economy 148

CASE: Anglo American PLC in South Africa: What Do You
Do When Costs Reach Epidemic Proportions? 149

Endnotes 151

THEORIES AND INSTITUTIONS: TRADE
AND INVESTMENT 153

i)
LoD

& Internationg Trade and Factor Mebility Theory
CASE: The Evolution of Taiwan’s International Trade 154

Introduction: Why Do Policymakers Rely on International Trade and Factor
Mobility Theories? 156
interventionist and Free Trade Theories 158
Mercantilism 158
Neomercantilism 158
Free Trade Thecries 159
Theory of Absolute Advantage 159
Theory of Comparative Advantage 161
Theories of Specialization: Some Assumptions
and Limitations t42
Theories to Explain National Trade Pattcrns 164
How Much Does A Country Trade? 164
What Types of Products Does A Country Trade? 166
With Whom Do Ceountries Trade? 167

The Dynamics of Export Capabilities 168
Product Life Cycle (PLC) Theory 168
The Diamond of Nationa! Competitive Advantage 170

The Theory and Major Effects of Factor Mobility 172



Globalization and Society

7 Solar efectricity plants like this one will helg the transition to sustainable
enargy.

After studying this chapter, you should be abje to

5-1 Describe the trade-offs among different stake-
holders in MNE activities

52 Evaluate the major economic effects of MNEs on
home and host countries

5-3 Explain the broad foundations of ethical behavior
54 Identify the cultural foundations of ethical behavior

55 lilustrate how ethical behavior is affected by dif
ferent legal attitudes

56  Show how cerruption and bribery affect and are
affected by cultural, legal, and pelitical forces

57 Summarize what the roles are of governments
and companies in reselving environmental issues

5-8 Demanstrate how global labor issues need to be
addrassed by MNEs to their stakehoiders

o1
o]

Rastate how codes of conduct can help MNEs re-
spond to concerns by stakehoiders over respon-
sible corporate behavior

When you see this icon %, visit

www.mymanagementlab.com for
activities that are applied, personalized,
and offer immediate feedback. ]

[ improve Your Grade’ |

When the fast tree has been cut down, the
last river has been polluted and the last fish
has been caught—only then do vou realize
that money can't buy everything.

—Native American proverh



As noted on Map 5.1, a recent TV ad inviles viewers to “accompany”
a small green frog as it does a litle globe hoppirg from one exolic
location to another.! The frog, however, doesn™t seem intent on hitting
the usual tourist spots, Instead preferring stepovers at such places as
a solar farm in South Korea, a water-purification plart in Kuwait, and
a wind farm in Germany. To bagin the second leg of his tour, he hops
on a GEDO ajreraft engine flying over Ghina and takes viewers to a
“clean” coal-powered facility somewhere ir Florida. Then he hoards
a GE Evolution focomotive in the Canadian Rockies as a voiceover
explains the paint of ail this seemingly ordinary sightseeing: “At GE,
we're combining imagination with advanced technalogy around the
world 10 make it a better place v live for everyone.” The journey’s
end finds aur frog in the midst of a lush, green tropical rain forest.

The ad is part of a major promotional campaign by Genaral Electric
Company (GE) for its Ecormagination Initiative. Announced in 2005
by CEG Jeffrey immelt, Ecomagination is an ambitious strategy de-
signed fo demonsirate that an ecologically conscious conglomerate
can cifltivate the bottorm line while doing its duty towaré the global
environment—hence, the campaign motio “Grean Is Green.”

The world's eighth-largest corporation {in terms of market capi-
talization), U.S.-based GE sslls products in more thar 175 countries
through its industry business and GE capital. Industry is further divid-
ed into cit and gas, energy management, health care, transportation,
and apphiances and fighting. It sells, among other things, appliances,
aircrait engines, consumer edectronics, energy-related products such
as solar panels and wind generators, and lesomotive engines. It also
operates research centers in the United States, Brazil, India, China,
Germany, and lsrael. In early 2016, GE anncunced that i was selling
its appliance business to Chinese company, Haier.

When the company announced ifs plan to launch an infernal green
revoiution, GE surprised both investors and industrial customers who
had long seen the firm as an ally in the struggle against envircnmen-
tal activists and lobbyists. But as more and more svidence piles up
to support the claim that carbon diexide emitied from human-made
sources is heating up average global temperatures, GE has decided
1o take a more concifiatory stance, allying itself with a growing num-
ber of companies that regard investor and environmental interests as
intrinsically interlocked, rather than diameiricaily opposed.

GE's new initiative represents five hasic commitments on its part: (1)
to reduce greenhouse emissions and improve the snergy efficiency of
operations; (2) to deuble investment in the research and development
of “clean” technologies; (3) to increase revenuas from those same

technologies; (4) fo reduce iis global water use by 2G percent; and
(5} to keep the public informed. It now evaluates business unit man-
agers not only on profitability and return on capitat but aiso on suc-
cess in reducing carbon dioxide emissions, the chief greenhouse gas
(GHG) attribuied to global warming. Energy-intensive divisions, such
as those catering te the power and industrial sectors, are responsible
for the largest culs.

The company’s overall target was a 1 percent reduction from 2004
levels by 2012, Atfirst glancs, the goal doesn’t seem to have been overly
ambitious, but that number represents a significant improvement if you
account for the fact that, given GE's projected growth, levels would oih-
erwise scar to 40 percent above 2004 levels. Immelt also committed
the company tc reducing the intensity of GHG emnissions—its lavel of
emissions in reiation to the company’s economic activity—a30 parcent
by 2008 and to improving energy efficiency 30 percent by 2012, To
ensure that these goals were met, Immelt assembled a cross-business,
cross-functional team fo oversee planning and monitor progress. By
2014, the company had reduced GHG emissions by 31 percent from
its 2004 baseline, more than the 25 percent it had foreeast. It also had
improved energy intensity by 32 percent from 2004 levels.
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In addition fo instituting the internal changes necessary to curb GHG
emissions, Immeli considered GE's global political environment. He
enlisted the Belgian and .Japanese governmants in the globai ecalngi-
cal discussicn and alfied GE with other green-minded corporations to
fobby Amarican lawmakers on such matters as mandatory GHG reduc-
tions. Werking with the Environmental and Natural Resources Defenss
Couneil and the Pew Center on Global Climate Change, GE also joined
other companies to form the U.8. Climate Action Partnership to help
shape the international political debate over global warming.

GE and its aliies want te be known for developing forward-
tooking strategies and making fong-term investments in an in-
creasingly fragmented regulfatory envirenment. With half of its
markets located cutside the United States, GE is already under the
jurisdiction of foreign governments that are more active than the
United States in addressing environmantal issues.

ok

Under Immelt’s direction, GE has also been gearing up to doubie
R&D investment in clean technologies, including renewable-
energy, waler-purification processes, and fuel-efficient products
from which it expects significant revenue growth. GE had already
spent 510 billion en R&D investment between 2010 and 2014.



CHAPTER 5

MAP 5.1

CANADA

ELORIFA

In 2006, GE anncunced that it would reduce water usage by 25
percent from its 2006 baseling, and it achieved a 42 percent re-
ductien by 2014.

When the Ccomagination initiative was first launched, GE mar-
keted only 17 products that met its own Ecomagination criteria; by
2009, there were 90 such products, and by 2011, there were 140
products and solutions ganerating $105 billion in revenues. By 2014,
revenuas over the 2070-2014 pariod had increased to $200 billion,
GE wind was generating $30 billion in revenues, and there were aver
30,000 wind turbings in operation. In 2018, GE purchased the energy
business of French-based Alstem, giving GF accass tc Alstom’s giant
offshore wind turbine technology.

In addition to making other products, such as appliances and
tight bulbs, energy efficient, GE intends to establish itself as an “en-
ergy-services” consultant and to bidl on contracts for maintaining
water-purification plants and wind farms, a venture that could be
five timas as lucrative as simply manufacturing the products reeded
for such projects. The use of its website t¢ communicate informa-
tion about its green products and the efforts to imprave its own GHG
emissions reduction is an exampie of commitment 5, fisted above:

Giobalization and Society I3

Global Travels of GE’'s “Green Freg,” Its Symbol of Commitment to the Environment

S. KOREA

to keep the public informed. In addition, it communicates information
through secial media such as Twitter ang Facebook.

GE insists that the markets for such products and services are
both growing and profitable, and Immelt is convinged that fak-
ing advantage of them not only helps the environment but also
strengthens the company’s strategic position with major profif ap-
portunities.

GE also regards its Ecomagination sirategy as a necessary re-
sponse to customer demand. Before embarking on this initiative, GE
spent 18 months working with industriai customers, inviting managers
to two-day “dreaming sessions” to imagine fife i 2015 and to discuss
the kinds of products they'd need in such an environment. The re-
sult? Management came out of the lalks with the indalibls impressicn
that both GE’s customers and the social and political environments in
which it conducted business would be demanding more environmen-
tafty “clean” products.
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Many of GE's Asian and European comyetitors had already begun
investing in cleaner technologies, and GE knew it couldn't risk fall-
ing behind. GE is also focusing on emerging markets such as China
and India, where rapid economic growth has spurred the need for
expanded infrastructures, such as water and sewage systems, and
for means of curbing appallingly high fevals of pollution.

raditionally, the firm's culiure has been accustomed 1o strategies
of incremental change in time-tested products and services. In fact,
its highly touted Six Sigma program, champicned by ex-CEO Jack
Welch, inherentfy discourages radical deviation and unnecessary risk
taking. Management may have its work cut out when it comes 1o
persuading marketing, sales, and production teams that untested,

early stage Ecomagination products are worth the risk.

Then, of course, there are clients and shareholders. Many of GE's
customers wark out of the utility sector, which has agsumed a leader-
ship role in disregarding warnings of climatic change and opposing
ecofriendty regulation, Some investors seemed particularly concerned
about the company’s newjound activism and the potential of newly
instituted greening initfiafives 1o alienate industrial customers. &

Not surprisingly, GE has been praised for its efforts to go green. It
reachied the ninth spot on Forfune magazine’s list of the “Most Ad-
mired Companies” for 2015, and it earned a place on the Dow Jones
Sustainability Index, which identifies the 300 firms that perform best
according to combined environmental, sacial, and financiat criteria.

A the same time, however, the company has generated a certain
amount of skepticism. What happens, for example, if the markets it's
betting on don't materialize fast encugh (or at all)?

Another potential risk revolves around the participation of devel-
aping nations in the clean-technology push. In particular, will they be 1 5-2,
willing to pay prices that developed couniries pay for the technol-
ogy that reaches the market? GF afso faces the challenge of imple-
mentiing Ehe internal changes entailed by its fledgling green strategy.

£ 5-1. VWhat are the major challenges GE faces in adopting a green
strategy while keeping al! of its stakeholders happy?

From the standpeint of envirenmental impact, do you think
it's more important for GE to reduce its carbon footprint or
to develop products that fit their Ecomagination strategy of
being energy efficient?

In this chapter, we'll examine how globalization affects society and managers’ judgments as
they interact with different laws and cultures and {1y to be socially responsible. Doing busi-
ness abroad is not easy. The greater the”distance” from one’s home country, the more com-
plicated it is to do business. Distance can be described in many different ways, but one way
to identify it is the acronym CAGE: cultural (also known as psychic distance), administrative
(such as political and institutional policies), geographic, and economic.® Given the criticisms
of globalization and the challenge of companies and individuals doing business in arcas of
the world that are quite distant, as defined above, how can companics and individuals be
success(ul, or at least not create serious mistakes?

1o prosper—indeed, to survive—a company must satisfy different groups of siakeholders,
inciuding sharcholders, employees, customers, suppliers, and society at large. Obviously, this
juggling act can be quite tricky. The shareholder (or stockholder}-versus-stakeholder dilemma
pits the demands of one stakehelder against all the others. There is a debate on the idea of

Ceraparies must satisty the
demands of

sharenaldare,

employess,

¢ customers, shared value, which implics that companies can increase profits while at the same time ad-
" dllgplar dressing critical social problems. {t is tricky to do both successfully, but many MNEs feel it is
o sonety worth the effort.” The basic idea of focusing on stakeholders more broadly is that companies

can consider various socially imporiant groups when making decisions.* In the short term, for
example, group aims often conflict. Shareholders want additional sales and inereased produc-
tivity (which result in higher profits and returmns). Employees want safer workplaces and higher
compensation. Customers want higher-guality products at lower prices. Society would like to
sec more jobs, increased corporate taxes, more corporate support for social services, and more
trustworthy behavior on the part of corporate executives.



Itis hard tc determing whether
“ar not the actions of MNEs
. affect societal conditions.
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In the long term, all of these aims must be adequately met. If they arent, there’s a good
chance that none of them will be, especially if each stakeholder group is powerful enough to
bring operations to a standstill. In addition, pressure groups—which may reflect the interests
of any stakeholder group—Ilebby gavernments to regulate MNE activities both at home and
abroad.

As we noted in our opening case, for example, GE's Ecomagination Initiative has gen-
erated pressure from various constituendies, including clients and shareholders concerned
about profitability, various governments concerned with drafting regulations, emaployces
wondering about changes in the company’s strategies and goals, and environmental lob-
bvists, NGOs, and fellow businesses trying to preserve the environment. Hach group has
a powerful influence on how GE does business and on how successful it is in the market-
place However, GE has to satisfy a varely of stakeholders with different concerns. For that
reasor, it has rmany different initiatives working with different stakeholders, not just those
interested in climate change.

As we examine globalization and society, let’s begin with a discussion of the impact of MNEs
on the countries where they operate. As discussed in Chapter 1, there are many ways a com-
pany can do business abroad, and its success or failure can be strongly affected by the operat-
ing environment, including physical, social, and competitive factors as illustrated in Figure 1.1,
In addition, the MNE's activities can also affect the operating environment, such as through
corrupiion and bribery, environmental impact (.o, air and water pollution), and labor policies.

Althcugh not ali companies engage in foreign production, the dynamics involved in this
decision raise lots of Interesting issues. According to the eclectic paradigm of international
production, there are three conditions that help explain the foreign production decision:
ownership-advantages of MNEs that give them an advantage over companies in the host
countries, location-specific advantages of the host country that make them attractive loca-
ttons for FDI, and internalization advantages for the MINEs to utilize their specific ownership
advantages rather than sell or license them to outsiders to exploit.” Figure 5.1 identifies some
of the ownership-specific advantages of the MNE, focusing on what the MNE has to offer.

Measuring the impact of the MNE on home and host societies depends on its stakehold-
ers, the ability to understand cause-and-effect relationships, and individual versus aggregate
effects.

Causc-and-cffect relationships refer to the true impact of an MNE on a host country.
Opponents of FDI persist in trying to link MNE activities to such preblems in host coun-
tries as inequitable ncome distribution, pelitical corruption, environmental debasernent,
and social deprivation.” In contrast, proponents of MNE activities tend to assume a positive

FIGURE 5.1 What MNEs Have to Offer

4, ] | T
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hink between their activities and such effects in recipient countries as higher tax revenucs,
increased levels of employment and exports, and greater innovation. There may or may not
be a link, but each side needs o provide evidence to back up their position.

- The philosaphy, goals, and 2o In terms of individual versus aggregate effects, some countries evaluate MNEs and their

btions of each MNE are unique, activities on individual or case-by-case bases. Other countries prefer to apply the same poli-
cies and control mechanisms to all M NEs, even though this approach risks missing some good
opportunities while steering clear of dubious ones. Mereover, it’s hard to choose between
these lwo approaches because the governments that have applied one or the other have been
tar from perfect in predicting the fature impact of FDI activities in their jurisdictions.

BALANCE-OF-PAYMENTS BEFFECTS
"The sffect of an indivicual This refers to trade and capital flows that result from FDT. Under different conditions, these
' MNE may be pesitive or effects may be positive or nhegative, either for the host country or the home country.
< hegative. Host countries want capital inflows because they provide the foreign exchange needed fo

import goods and services and to pay off foreign debt. Remember, however, that FDI tesulls
in both capital inflows and capital outflows. Many countries, therefore, are concerned about
the net balance-of-payments effect and about the possibility that, when the books are ult-
mately balanced, the effect of FDI on their net balance of payments may be negative.

R ©n i To appreciate better why countries must evaluate the effect of
cach investment on their balance of Payments, we can examine two extreme hypothetical
scenarios reflecting the effects of FDI on a nation’s balance of payments:

On page 123 of Chapter 4, we
mention how the balance-of-
payments is a kay feaiure of a * Scenario 1: Assume that a Mexican MNE makes an FDI when purchasing & Haitian-
country’s accnomy. ” e ferlicy i \ ) N i ;
owned company as a portfolio investment. If the MNE makes no changes in management,
capitalization, or operations, profitability remains the same for the Majtian company.
Dividends, however, now g0 to the Medean owners rather than rematning in Haiti. This
results in a drain on Haiti's foreign exchange and a corresponding inflow to Mexico.
¢ Scenario 2: A Mexican MNE purchases idle resources (land, labor, materials, equipment)
in Hait: and converts them to the production of formerly imported goods, Ristng con-
sumer demand leads the MNE to reinvest its profits in Haiti, where import substitution
increases the host country’s forcign-exchange rescrves,

Most FIDI falls somewhere between these two extreme examiples. That's why they're
bard to evaluate, particularly when policymakers try to apply regulations to all in-bound

Investments.
The formula to determine the Thete is, however, 2 basic equation for analyzing the effect of FDI on a host coun Iry's bal-
- balance-otf-payments effact is ance of payments:
simple but the data used must ‘
- be estimated and are subject B={m—nn}+x—x)+(—¢)
L1o assumptions.
where

B=balance-of-payments effect
i =1mport displacement
11 = import stimulus
& = export stimulus
¥y = export reduction
= capital inflow for cther than import and export payment
¢, = capital outflow for other than import and export payment
Even though the equation itself is pretty straightforward,

detcrmim’ng the value for cach vaniable can be a challenge. Let's examine the effoct of the de;w
cision to Jocate a Toyota automobile plant in Brazil-—an nstance of FDI by a Japanese MNE.



: Onthe impert side, the
bialance-of-payments is
positive if the FDI results in

L a substitution for imparts

. and negative if it results in an

“increase in imports,

Tha palance-of-payments
effects in terms of capital flows
i for FDI are usually

® positive far the hest country
initially and negative for the
home country,
i* negative for host country
and positive for ths hame
country later,
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First, fo caleulate the net import effect (m — #ity), we need to know how much Brazil would
import if the Toyota plant were not built,

We must, of course, consider the amount that Toyota makes and sells in Brazil, but that would
ke only a rough indication of how much Brasil would import. Why? Because the selling price and
product characteristics of the Brazilian-made cars may differ from those of the cars that Brazil
would otherwise import from Japan. Moreover, sales of the Brazilian-made Toyota cars may
come at the expense either of cars from other plants in Brazil or of imported foreign cars other
than Toyotas. Note, toc, that by definition, the value of 1 should include the equipment, com-
ponents, and materials brought by Thyota into Brazil, Rememmber, for example, that Toyota buys a
lot of parts from suppliers that may be made Iocally or imported from other countiies.

Finally, the value of 1y should also inchide estimates of the increase in Brazilian imports
due to increases in national income caused by the capital inflow from [apan. Assume, for
instance, that, because of the Toyota investment, Brazilian national income rises R$50 miilion
(50 million reais). At this pomt, we have o consult the marginal propensity to import, which
is the fraction of a change in imports due to a change in income and assames that the recipi-
ents of that income will spend some portion of it on imports. Tf we calculate this portion as
10 percent, imports should rise by R$5 million (that ts, 10 percent of R$50 million).

The net export effect is the export stimulus minus the export reducifon (x — x,), but bear
in mind that this figure is particularly controversial, because different evaluators, starting out
with different assumptions, regularly amive at widely varying conclusions. Let’s go back to
owr Toyota example. In this case, we can make the assumption that the Brazilian plant merely
substitutes for imports from and production in Ja pan. fin fact we proceed on this assumption,
we gel no net export effect for Brazil. For Japan, we ardve at a negative net export effect be-
cause of Toyota’s export reduction (it's now seiling cars made in Brazil to Brazilian consumers
Instead of experting Japanese-made cars to Brazil), Toyota, however, might well defend itself
on the greunds that its moves abroad are {targely) defensive. How so? Under this assumption,
Toyota can argue that it is capturing sales that would otherwise go to nem-Japanese carmak-
ers in Brazil. In that case, Tovota’s export reduction from Japan amaunts only to the export
replacement {Joss) resulting from the decision to build a production plant in Brazil.

In some cases, MNEs have argued that their overseas investments stimulate home-country
exports of complementary products (say, in Toyota’s case, auto parts) that they can sell in host
countries through foreign-owned facilities.

‘ o Net capital flow (¢ — ¢;) is the easiest figure to calculate
because of conlrols majntained by most central banks. Thore are, however, a few sticking
points. Basing your evaluation on a given year is problematic because there's a time lag be-
tween a company’s outward flow of investment funds and the inward flow of remitted earn-
ings. Because companies eventually plan to take aut more capital than they originally put in,
what appears at a given time to be a favorable {or unfavorable) capital flow may prove, over
a longer pericd, to be the opposite. The time it fakes Toyota to recoup its capital outflow to
Brazil depends on such factors as the need to reinvest funds in the host country, the ability
to borrow Jocally, estimates of future exchange rates, and rules on the tepatriation of capital.

As a rule, MNE investments are initially favorable to the host country and unfavorable to
the home country in the short run. After some time, however, the situation usually reverses.”
Why? Becausce nearly all foreign investors eventually plan to have their subsidiaries remir div-
idends back to the parent company in excess of the amount they sent abroad. If the net value
of the FIBI continues to grow through retained earnings, dividend payments for a given year
may ultimately exceed the total amount of capital transfers composing the initial investment.

PILAITIY A RIS TRATH Ui 7 n 1 o o g g e e
GROWTH AND EMPLOYMENT EFEECTS

- = o

In contrast to balance-of-payments cffects, MNE effects on growth and emplovment don't
necessatily amount to zero-sum games {where gains must equal losses) between home and
host countries. Classical economists assumed that production factors were always at fuil



