VA e\
(TTIOYY
oy

N

International
Labour
Office

A Perspective from the MNE Declaration to the
Present:

Mistakes, Surprises, and Newly | mportant
Policy Implications

by

Theodore H. Moran

Marcus Wallenberg Professor of International Busine ss and Finance
Georgetown University

Non-resident Fellow, Peterson Institute for Interna  tional Economics
Non-resident Fellow, Center for Global Development

Employment Sector

Job Creation and Enterprise

Development Department
Multinational Enterprises Programme

International Labour Office — Geneva






Table of Content

[ (=Y = Lo < TP 5
EXECULIVE SUMIMAIY ...t e 7
INTrOTUCTION AN OVEIVIEW ... .ceuuiieeieees s st e et s et s e ea e e e e e sea s s et s s e s aeasentssenaresanreesnrersnraenns 9

I. The Impact of MNE Manufacturing Investment onvBlpment: Enhancing Positive

Contributions, Avoiding Negative OULtCOMES .....ccooeiiiiiiiiieee e 11
Mistakes and Surprises in How MNE Manufacturingasivnents Impact Developing
ECONOMIES ...ttt e e e e e e e be e e e e s st e e e e e e e e e aaan 11
Backward Linkages from MNE Investment to Local SWIB ..........ccccvevveeeeiiiiiiiiieeene. 15
A Digression: Korea as an Exception to the Norm\ot? ...........cccccceeeiiiiiiiiiiiiennee 17
The New Model of Trade-and-MNE Investment: Dyna@amparative Advantage ....... 18

II. MNE Investment and Jobs in Developing HOSt EHIOMES ........ccoooeiiiieiiiiieeeeee e, 21
MNE Wages in Comparison to Other Comparable Empoye................ccoei. 21
MNE Manufacturing Investment and Types of Jobdfeveloping Country Workers .... 23
MNE Investment and the Treatment of Non-MNE Workarthe Host Economy ........... 27

lll. MNEs and Decent Work in the Home Country: Rwas Plants, Hollowing Out, and the

“Great SUCKING SOUNG™ .....oiiiiiiiiieeeeeeeeeee s s e s e s s e e se et nn e nsn i nnnnnas 30

IV. Policy Implications for Developed and Develogi@ountries.............c.ccccevvvvvviieeiiv e, 35

V. Implications for FULUre RESEAICH ..o 37

Annex | FDI Flows to Developing COUNLIIES..........coriiiieiiiieiieeeeeeeeeeeeeeeeeeevveevverveeeene e 38

Annex |l FDI Stocks in Developing COUNLIHES ........uuuuueuiiiiiiiiciecee s see e e 38

Y 0] 1< G I TP PPUPPPTPTRT 38

Employment by Top 100 TNCS (2002-2006) ......ccmeeerrrmmriieeeaiiiiiirrreeeeeeeeesssmneeeee s annes 38

BIBLIOGRAPHY ...ttt e e e 38







Preface

The Tripartite Declaration of Principles Concerniktyltinational Enterprises and
Social Policy (“MNE Declaration”) was adopted byetoverning Body of the ILO in
1977 with the objective of providing principles ‘tmcourage the positive contribution that
multinational enterprises can make to economic sowlal progress and to minimize and
resolve the difficulties to which their various oggons may give rise”.

The Declaration sets out principles in the fiel®mployment, training, conditions
or work and life and industrial relations which gowvments, employers’ and workers’
organizations and multinational enterprises ar@mgoended to observe on a voluntary
basis. The Declaration has been updated perioglidaliing the last 30 years to keep it
relevant to modern day conditions.

Our understanding of the impact of MNEs has deapenasiderably since the early
days of the MNE Declaration. This is why, on ocoasof the 38 Anniversary of the
MNE Declaration, the International Labour Office wia like to increase the knowledge
base on the impact of multinational enterprisedhiast and home countries and about the
policies that have worked to encourage the positeatribution of multinational
enterprises to economic and social progress ierdifit sectors and to minimize potential
difficulties. To this end, the Office will commissi a series of papers by renowned
international independent experts reviewing redearal evidence on different aspects of
the trends, operations and impacts of MNEs.

The first in the series is this paper by Dr. Theed®dloran on “Multinational
Enterprises, Decent Work and Development” whiclesagtock with the evidence on the
impact of MNE direct investment in manufacturingdaassembly (as opposed to in
extractive industries, infrastructure and servic@$le paper argues that MNE investment
can be a powerful force to create employment armemtework. It reviews how some
developing countries have been able to harness Mx#stment to move into increasingly
sophisticated higher-skilled manufacturing act@sti with backward linkages and
spillovers that benefit host countries, firms anorkers. And it reviews the policies that
countries have put in place to achieve these esult

The paper is particularly relevant for the curréabate about the use of performance
requirements to maximize the benefits of MNEs farsthcountries. There are two
contrasting approaches in this regard: one thatesrgn favour of using performance
requirements (such as local content and technolegyirements) to encourage the
development of backward linkages and the trandfeskills and technology, and another
that argues in favour of leaving MNEs quite freelésign their competitive strategy, while
putting appropriate accompanying policies in plaldee author argues that in a number of
industries the latter seems to be a superior matfimeaximizing the benefits in terms of
technology transfer, skills upgrading and develgdivcal suppliers. The author adopts a
position on these issues but leaves the reader enigihtened along the way based on a
review of the vast literature and evidence on thigext. There is also a valuable section at
the end with recommendations for future researchywestions related to how foreign
direct investment can be used to generate decaktiwthe developing world.

This and other papers in this series reflect dmiyiews of their authors, not those of
the International Labour Office nor of its constitiis.

José Manuel Salazar-Xirinachs
Executive Director, Employment Sector
November, 2007







Executive Summary

What is the impact of MNE investment in manufactgriand assembly on host
country labor markets in the developing world? Wkiads of jobs do MNE investors
create? What is the relationship between the spredNE manufacturing investment in
developing countries and “decent work”?

Our understanding of the impact of MNE manufacirrimvestment on host
economies — and of the kinds of jobs MNEs in mactufégng and assembly create in
developing countries — has deepened considerafty she early days of the Declaration
in 1977.

On the one hand, considerably modesty is in ottherdirect employment effects of
MNE operations in the developing world are not éargn comparison to the enormous
workforce that needs employment. On the other htr@transformative impact of MNE
manufacturing investment — on the composition abdpction, and on the resulting
structure of employment — can be impressive.

MNE investment in the developing world is convenétly conceived of as flowing
into least-skilled sweatshop-type jobs. But theéadshow a non-disputed but little-
acknowledged empirical fadhe bulk of MNE investment in the developing wéidds to
more advanced industrial sectors rather than tongant, footwear, and other lowest-
skilled activities. Indeed the flow of MNE investment to medium-ddllindustrial sectors
in developing countries — including electrical gmuént, electronics, semiconductors,
autos and auto parts, industrial machinery, chdmirad chemical products — is more than
ten times larger each yedhan the flow to low-skill, labor-intensive opecats, and
speeding up over time (five times larger 1989-1%%9dven times larger 2002-2004).

Wherever MNE investment is located, foreign-own&dcd$ and plants pay higher
wages, on average than comparable domestically-@vwnes. When detailed data are
available, the evidence shows higher wages offeyeINE-owned firms spill over into
higher wages in domestically-owned plants. A $atig surprise in the evidence about
institutions is that as worker treatment improveghose MNE plants with more highly-
skilled activities there is often improvement innker treatment in other MNE plants (and
other non-MNE plants) with less highly-skilled &tties located nearby.

But the power of MNE manufacturing investment toarporate semi-skilled workers
in the developing world into dynamic global suppigains, complete with widening
backward linkages into the local economy, stimglagenultaneous preoccupation about
what the consequences might be back in the homaoego— might the globalization of
industry via MNE investment come at the expensdeafent work for labor in the home
country of the MNE?

Here too there has been a consistent accumulafioevidence since the MNE
Declaration thirty years ago to show that thera isomplementary relationship between
outward investment and the creation of higher-taeerage “decent work” jobs at home.
The globalization of industry has not proved taalzero-sum phenomenon for workers on
either side of North-South borders.

What are the implications of these findings fori@ghakers in developing and
developed countries? What are the implicationsfiiother research into the subject of
multinational enterprises and “decent work”?







Introduction and Overview

Multinational Enterprise (MNE) investments in thevdloping world come in four
distinct forms: foreign direct investment (FDI) iextractive industries, FDI in
infrastructure, FDI in manufacturing and assemhlyd FDI in services. Each form has
particular features, problems, opportunities, amolip policy challenges.

The analysis in this paper focuses on MNE diregestment in manufacturing and
assembly — that is, the globalization of industiey foreign direct investment — with some
references to FDI in services as well.

What is the impact of MNE investment in manufactgriand assembly on host
country labor markets in the developing world? Wkiads of jobs do MNE investors
create? What is the relationship between the spredNE manufacturing investment in
developing countries and “decent work”?

Our understanding of the impact of MNE manufactyirinvestment on developing
host economies — in particular our understandinthefkinds of jobs MNEs create — has
deepened considerably since the early days of tiparfite Declaration of Principles
concerning Multinational Enterprises and Sociai®ah 1977.

On the one hand, considerably modesty is in ordbe-direct employment effects of
MNE operations in the developing world are not éargn comparison to the enormous
workforce that needs employment. Annex Il showsltéoreign employment of the top
100 MNEs to total slightly more than 7 million werls; what proportion of them live in
developing countries is not known, but the numbastnbe considered small in contrast to
the large numbers of individuals who are lookingjats.

On the other hand, as demonstraiaffa, the transformative impact of MNE
manufacturing investment — on the composition abdpction, and on the resulting
structure of employment in host developing coustrie is impressive, if the right
conditions are in place.

What are these “right conditions”?

Here again there has been a revolution in our wtaleding of the relationship
between MNE manufacturing investment and developmgntry welfare. As shown next,
unqualified enthusiasm for MNE investment must bplaced by a sharper analysis of
when MNE manufacturing operations can in fact haymsitive impact on development —
indeed, a much more positive impact than conveatipmssumed, especially with regard
to the kinds of jobs created — and when MNE marnufaty investment can have a
negative impact and be harmful for development €hmmore negative and harmful than
often feared.

1 MNE investment in extractive industries has spegiadblems of contract stability,
transparency, and revenue diversion/corruption. MiNEestment in infrastructure has
special problems of regulatory structure, apportient of political/commercial risk, and
inappropriate awarding of concessions. For analysikie problems and opportunities in
each category of MNE investment, see Theodore H.ahloHarnessing Foreign Direct
Investment for Development: Policies for Developadd Developing Countries.
Washington, DC: Center for GlobBkvelopment2007.




This paper begins, in Section |, with an invest@atinto how some developing
countries have best been able to harness MNE meegtto move into increasingly
sophisticated higher-skilled manufacturing act@sti with backward linkages and
spillovers that benefit host firms and workers.

Section Il turns to MNE investment and the creatibridecent jobs” in developing
economies. In this vast subject, it investigatesitvkind of job opportunities result from
the globalization of industry via MNE investment.

Section Il shifts the perspective one hundred eigiity degrees, to examine how
outward investment by MNEs affects the structuresmiployment in the home country
economy — do “runaway plants” undermine the homentry industrial base, or might
outward investment actually strengthen the competiess of firms and workers at home?

Section IV concludes with policy implications forewkloped and developing
countries.

Section V then identifies what areas would be paldrly fruitful for further research
into the relationship between multinational entisgs and “decent work”.
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I. The Impact of MNE Manufacturing Investment
on Development: Enhancing Positive
Contributions, Avoiding Negative Outcomes

At the time of the Tripartite Declaration of Priptes concerning Multinational
Enterprises and Social Policy in 1977, a fierceatielvaged about the conditions under
which MNE direct investment in manufacturing ancdeasbly might make the largest
contribution to developmeit.

One side argued that MNEs would bring importantelfies only if they operated
within strict mandates imposed by host authoritielse other side urged that MNEs be
allowed to operate without heavy host country a@airsts.

This debate was conducted largely on the basisdeblogy, without extensive
empirical support for the assertions from eithaspective. Since then, however, evidence
has emerged that has revealed mistakes and sgrprigee contentions of both sides.

What does this evidence show about how MNE manurfisacf investment can make
the most positive contribution to development, amigat are the implications for the
relationship between MNE manufacturing investmerat ‘alecent work™?

Mistakes and Surprises in How MNE Manufacturing
Investments Impact Developing Economies

The first opportunity to investigate how manufactgrMNEs might make the largest
contribution to development emerged from data tlatrasted the experience of countries
that used the plants of foreign investors for outlh@iented growth (like Hong Kong and
Singapore, later Malaysia and Thailand) with thsults for countries that used MNE
plants to substitute for imports (like many couggrin Latin America, the Middle East,
South Asia, and Africa).

The import substitution strategy assumed that MRNestors would set up modern
plants in the protected local market to supply tedpgoods and consumer goods to
domestic buyers, while providing the skills neetbgdworkers and managers to become
competitive over time with outside producers. Tonfierce the process of growth from
infant industry to full maturity, developing couwptrauthorities typically imposed
performance requirements on the MNEs. The mostiyidsed performance requirements
were mandates that the local affiliate take onratigenous firm as partner, and that a
given percentage of components be produced indhrestic market.

MNEs responded to host country strategies of impalostitution with the creation of
plants just large enough to meet local needs. Timugtion process consisted of
importing “kits” of semi-knocked-down autos or comgrs, for example, to be assembled
locally while incorporating simple, low-tech locpérts. MNE auto assembly operations

> Sanjaya Lall and Paul Streetan. 197Horeign Investment, Transnationals, and
Developing CountrieBoulder, CO.: Westview Press.

% The evidence summarized in this Section can baddn more detall irHarnessing
Foreign Direct Investment for Development: Policies Developed and Developing
Countries, op. cit
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reached no more than 10,000-20,000 vehicles per ipeprotected developing country
plants whereas full-scale home country plants aeet&200,000 per year. MNE computer
assembly operations put together a few thousandwi@mut reaching the scale needed to
introduce high precision production and quality4coh procedures. In the tightly
controlled Mexican market, for example, Hewlett ligad and Apple had their joint
venture plants hand-solder computer circuits tagreth

Domestic content requirements did lead to some faatwe of indigenous
components, but as a rule local suppliers did aeelorders large enough to support the
equipment or technology that were standard in wolldds auto parts or computer parts
fabricators. Joint venture requirements provoked tfarent MNEs to use older —
technology within the JV plants, so as to prevehy-the MNEs’ own candid admission —
“leakage” to indigenous partners who might latezdmee rivals. As a result, using MNEs
as part of an infant industry strategy producedritd, but these were infants that did not
have the wherewithal to grow to fully competitivduéthood. Local workers and managers
in the subscale plants obtained jobs, but did mih ghe dynamic learning that would
propel them to the frontier in international indyst

Cost-benefit analyzes of individual FDI projectseated toward protected domestic
markets — valuing all inputs and outputs at worlitgs — showed that the great majority
subtracted from host economic welfare, and retardeel prospects for broader
development. The adverse consequences of the using-MNEs-fooiirgubstitution
strategy were felt not only by consumers in the lsosintry. Host country firms that used
the home-made products also found themselves hattk las they tried to become
internationally competitive — Emex in Mexico andtrmbras in Brazil lagged oll
companies abroad in trying to perform complicatedraic calculations because they had
to rely upon low-capability high-cost computerseasbled by MNEs in the protected
domestic market; Embraer spoke out against Braziiimport-substitution policies,
pointing out that the company’s engineers wereaht# to engage in CAD-CAM design of
advanced aerospace parts.

Independent of ideological debates about the pwoisl con's of government
intervention in the economy, the empirical res@itsn trying to use MNEs to build up
competitive industries behind trade barriers wergagpointing (for the question of
whether the “Korean model” was a genuine exceptiahe norm, or not, see infra).

This negative outcome did not imply, however, thBE investments in sheltered
developing country markets were unprofitable. Clenys boutique plants in Mexico, prior
to the country’s shift from an import substitutibm an export-promotion auto strategy,
were a “cash cow” that stood out among the paremtst highly profitable affiliates.
Hewlett Packard recycled three-year-old-model caemnsuin the protected Mexican
market at prices that were set 140%-180% highem thihat was available outside the
country. This point will emerge as an importantsidaration in the discussion of policy
implications later.

The outcome of the alternative approach — attrgddihlE investors to produce goods
for export — presents a clear contrast. Cost-bemafalysis of MNE projects oriented
toward export markets showed the local affiliatgraanting host economic welfare and
contributing positively to host country developm&Whereas early evaluations of MNE

* Dennis J. Encarnation and Louis T. Wells, Jr., dfgating Foreign Investment”, in
Theodore H. Moran, edlnvesting In Development: New Roles for Private i@ép
(Washington, D.C.: Overseas Development Counc8g)9

® Encarnation and Wellgp. cit
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manufacturing investment in export-oriented operegi suggested that the parent firms
were merely looking around for lowest-cost inputgreover, the picture that emerged in
the second half of the 1980s showed a much morenpotlationship between foreign

MNE parents and local affiliatés.

As MNEs built factories that were integral to thability to compete in international
markets, they invariably designed the plants t@ tatvantage of all economies of scale,
and incorporated the most advanced production tdogy and quality control procedures
known to headquarters. They upgraded the plantsincmusly, keeping them at the
frontier of the industry. To ensure their ability tonduct a coherent multi-country
strategy, MNE headquarters typically insisted up@aving wholly-owned or majority-
owned affiliates that were free from domestic cohtequirements.

Evidence from the 1990s and early 2000s revealedeower that many MNE
investors had begun to expand the responsibilifigdants in the developing world. In the
electronics industry MNE affiliates in Singaporeortd Kong, Malaysia, and Thailand
were assigned design and development functions ifereasingly sophisticated
subassemblies and functiondn the auto industry, MNE plants in Mexico anchiit were
given responsibility for high performance enginesttwere perfect substitutes for the best
produced in the United States, Europe, or J&pan.

As will be seen in the next Section, the creatibmtegrated complexes and clusters
across borders has important implications for timel«k of jobs MNEs can create in the
developing world. With the ratification of NAFTAh¢ North America auto industry wove
component development and assembly together iaraless system where latest upgrades
could be transmitted to plants in Mexico and Canaidhin hours of initial execution in
the United States. MNE auto exports of vehicles paids from Mexico grew from very
small numbers dimensions in thel970s to more th&a Iillion per year in 2006,
employing one out of every eight workers in the Mar manufacturing sector.

This process is now being replicated with the Elhmgement to the East, as the
major auto MNEs deploy production platforms in whiengineering adjustments to
engines, chassis, and other major components &anptace on a near real-time basis.
Volkswagen facilities in Eastern Europe can incosp® production upgrades within
sixteen hours of each other. General Motors cylitdad equipment at its engine export
plant at Szentgotthard in Hungary can reconfigutpat without rebuilding the production
line. Thirty percent of the GM production workers Hungary have either college or
university degrees, sixty-five percent have gragldigtom technical institutes, and less
than five percent have no more than a high schdwtaion. Their wages and benefits are
roughly twice the national average (although stile-eighth the level in Austria, and one-
tenth the level in Germany).

®Theodore H. Moran. 200Parental Supervision: The New Paradigm for Foreijnect
Investment and DevelopmewWashington, DC: Institute for International Econosmi

” Michael Borrus, Dieter Ernst, and Stephan Haggaeds., Rivalry or Riches:
International Production Networks in Asiadited by (Cornell, NY: Cornell University
Press, 1999).

8 James P. Womack, Daniel T. Jones, and Daniel Rb®81. The Machine that Changed
the World. New York: Harper Perennial.

? Karen Klein,General Motors in Hungary: The Corporate StrategghBid Szentgotthard
(Washington, DC: Georgetown University, Pew Ecororireedom Fellows Program,
1995). Kalman Kalotay, “Central and Eastern Eurdpeport Platform for Investors?”,
The Journal of World Investmeitol. w No. 6, December 2002, pp. 1042-1049.
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In high performance electronics production, Segdaéad-Rite, and other disk drive
corporations bring dozens of Thai and Malaysianirexgys and line-mangers to the US
prior to the introduction of each new generatiommgnetic platters and associated high
speed motor¥. Home-based counterparts then accompany them lpatheir plants in
Thailand and Malaysia to set up the new assembéyatipns and debug the syst€m.
What the MNEs call “new product teams” are genyineams.

The evidence from these contrasting approachebedransfer of technology and
management skills have proven counter-intuitivemiany development strategists: the
imposition of domestic content and joint ventureguieements upon multinational
corporations leads to less domestic content ansl teshnology transfer into the host
economy than leaving multinational corporation® fte structure their operations as best
suits their interests. Magnus Blomstrom, Ari Koklemd Mario Zejan find that host
requirements obliging MNEs to provide access togheent’'s patents, perform research
and development onsite, or transfer skills to Igeatisonnel are negatively correlated with
technology inflows from headquarters to affilidteShujiro Urata and Hiroki Kawai
observe the same phenomenon — a negative coefffoieimtra-firm technology transfer in
Japanese MNEs — when host authorities impose témjyieharing mandates as a
condition for these MNEs to establish a local ifé:

Survey data show that technology transferred froldBMparents to joint venture
affiliates is consistently older than the technglogransferred to wholly-owned
subsidiaries! There is also a differential intensity of intefant between parent and
affiliate: Vijaya Ramachandran reports that therisigaof production techniques and the
interchange of managers and technicians betweenighaders and subsidiary are
significantly higher for wholly-owned plants thaarfjoint ventures or license&sThe
MNEs in her sample range from metal products, cbalsi rubber, food, textiles, and
medical products, to transport equipment and étattgoods.The Chinese experience is
not immune from this distinction. Drawing on thespenses from 442 MNEs operating in
China in 2003, Guogiang Long recorded that foreidgmolly-owned and majority-owned
affiliates are much more likely to utilize techngjoas advanced as used by the parent firm
than affiliates that have 50-50 shared ownershiaffiliates that have majority indigenous

1 David G. McKendrick, Richard F. Donner, and Stepktaggard. 2000From
Silicon Valley to Singapore: Location and Compe#itAdvantage in the Hard Disk
Drive Industry Stanford, CA: Stanford University Press.

" The wages of line-managers and production engin@erthe electronics sector of
Thailand and Malaysia averaged more than $9 pearihd2006.

12 Magnus Blomstrom, Ari Kokko, and Mario Zejan. 199Piost Country Competition
and Technology Transfer by Multinationals.” Cambed MA: National Bureau of
Economic Research Working Paper #4131.

¥ Shujiro Urata and Hiroki Kawai, “Intrafirm Techmgy Transfer by Japanese
Manufacturing Firms in Asia”, in Takatoshi Ito aaine O. Krueger, edsThe Role of
Foreign Direct Investment in East Asian Economiv&epmen{Chicago: The University
of Chicago Press for the National Bureau of EcomdR@search, 2000).

4 Edwin Mansfield and Anthony Romeo. 1980. “TechggloTransfer to Overseas
Subsidiaries by US-based Firm&uarterly Journal of Economic®5:4. J.-Y. Lee and
Edwin Mansfield, “Intellectual Property Protectiamd US Foreign Direct Investment”,
Review of Economics and Statisti€996, Vol. 78.

> V. Ramachandran, “Technology Transfer, Firm Owhigrsand Investment in
Human Capital’Review of Economics and Statisti¢5(4), 1993, pp.664-70.
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ownership?® Thirty-two percent of the wholly-owned affiliatesnd 40 percent of the
majority foreign-owned affiliates brought the mastvanced technology used by the parent
firm into their local plants, whereas only 23 percef the 50-50 joint venture affiliates
and 6 percent of the affiliates with majority Chseeownership brought the most advanced
technology used by the parent firm into their lopénts. Thus, even in the midst of
phenomenal success in attracting MNEs overall, £hias experienced results similar to
other developing country hosts when those hosts hequired foreign investors to take on
a local partner with a goal of forcing technolopnisfer.

MNE strategists do not hide the fact that theyhayd to avoid technology diffusion
to potential rivals! They make it clear that the popular phrase “tetdgytransfer” -- in
the horizontal direction — is an oxymoron.

In the vertical direction, in contrast, the surerigm the data is that “technology
transfer” is deliberate, and growing rapidly.

Backward Linkages from MNE Investment to Local
Suppliers

Host authorities showed considerable trepidaticat the strategy of using MNE
investment for export-led growth would leave theaonomies with nothing more than
minimal assembly operations, without backward lgésor substantial value-added. The
earliest evidence reinforced this apprehension,ifbuihe early 1980s the data began to
paint a distinctly different pictur€. Longitudinal studies in Southeast Asia and Latin
America showed MNEs setting up “vendor developmeptbgrams, searching out
indigenous parts suppliers and providing them wilvice, drawings, design
specifications, equipment recommendations, quabtytrol procedures, in order to create a
viable component base. Over time, MNEs thickeneglsehbackward linkages with
methodical transfer of technology and managementvkmow to indigenous firms. The
purchase orders from the export-oriented MNEs vigpécally large enough to enable
these local suppliers to reach full economies a@flesand to incorporate world-class
production and management techniques — a starkastrib the outcome when the host
country used MNE investment for import substitution

The spill-overs of technology and production knoswhwere not limited to the
industries where the MNEs themselves were located.Malaysian machine tool industry
grew out of the MNE-dominated telecommunicationd aomputer sectors, as Malaysian
managers who worked in these sectors left to séheip own machine tool companies on

® Guogiang Long. 2005. China’s Policies on FDI: Rewiand Evaluation. IDoes
Foreign Direct Investment Promote Developmentcdp.

" Benjamin Gomes-Casseres, “Ownership Structurémfign Subsidiaries: Theory and
Evidence”,Journal of Economic Behavior and Organizatibh, no. 1 (January, 1989), pp.
1-25. Paul W. Beamish and Andres Delios, “Inciderased Propensity of Alliance

Formation by US, Japanese, and European MNEs”,aul W. Beamish and J. Peter
Killing, eds.,Cooperative Strategies: Asian-Pacific Perspecti{&an Francisco: The New
Lexington Press, 1997). MNEs choose to set up ldoovned affiliates, in contrast, to

provide themselves with both security and flexiiln carrying out their global strategies.

8 Linda Y. C. Lim and Pang Eng Fong. 1982. “Vertitahkages and Multinational
Enterprises in Developing Countrie$Vorld DevelopmentlO: 585-95.
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the basis of purchase contracts from their formewpleyers®® As they mastered
increasingly sophisticated machine tool applicatjainey became suppliers to a broader
array of US, European, and Japanese corporatidreseTMalaysian-owned-and-managed
machine tool companies grew to become MNEs in their right.

World Bank investigations from Eastern Europe sheowimilar pattern of vertical
relationships between MNEs and local supplierstv&uresults from 119 majority-owned
foreign affiliates operating in the Czech Repulic2003 indicate that ninety percent of
the MNE subsidiaries have at least one local sepplivhile the median MNE subsidiary
draws upon ten Czech suppliers, and the top geatiMNE subsidiaries make purchases
from at least thirty Czech suppliéfsThe sectors in this MNE survey are diverse,
including fabricated metals, public and printingbloer, machinery, apparel, electrical
machinery, food products, textiles, non-metallicnenal products, furniture, pulp and
paper, wood products, chemicals, radio, TV and canications equipment, leather, basic
metals, medical equipment, motor vehicles, andrdthasport equipment.

The accumulation of evidence from the past two desalemonstrates that “contract
manufacturing” for MNEs can be a powerful mechanifmn generating backward
linkages. In the process many local firms becomdifieel as Original Equipment
Manufacturers (OEM), qualifying them to supply &IC parent anyplace in the world.

In Thailand, Archanun Kohpaiboon has investigatddB¥ whose desire to create a
local base of OEM firms extends well beyond factovisits and production
recommendations The MNE affiliates sent technicians who “ate atepts with local
workers” to help reduce defect rates and loweradotiosts per parts-unit. By 2003,
according to the Thai Automotive Industry Assoaafithe fourteen major US, Japanese,
and European automotive MNEs certified 709 locah$ for OEM status (287 foreign-
owned, 68 joint ventures, and 354 Thai-owned)ofedd by 1,100 second and third tier
suppliers.

In Indonesia, American and Japanese MNEs set ugstemsatic process through
which indigenous firms could qualify to enter thereigners’ supply-chail?'ﬁ First,
engineers from the MNE affiliate visit factories pbtential suppliers and recommend
production modifications. Then, the MNEs send sammmponents for testing in the
home country. Managers of local firms that paspéntion are invited to external training
classes to learn the parent MNE's procedures fegritory control, quality control, and
cost accounting. Finally, once small initial coetsaare fulfilled to the MNE parent’s

% Rajah Rasiah. 1994. “Flexible production systemsd alocal machine-tool

subcontracting: electronics components transndtanaMalaysia’Cambridge Journal of
EconomicsVolumel8, No. 3, June, 279-298Bpreign Capital and Industrialization in
Malaysia New York: St. Martin's Press, 1995.

%0 Beata Smarzynska Javorcik and Mariana Spataré@isentangling FDI Spillover
Effects: What Do Firm Perceptions Tell Us”,boes Foreign Direct Investment Promote
Development? Op. cit.

2L Archanun Kohpaiboon, Industrialization in ThailaldNEs and Global Integration,
PhD Thesis submitted to the Australian NationaiMdrsity, March 2005.

22 Garrick Blalock and Paul J. Gertler. Foreign Direwvestment and Externalities: The
Case for Public Intervention. iDoes Foreign Direct Investment Promote Development?
Op. cit.
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satisfaction, the Indonesian suppliers are allowedecome part of the MNE’s own
network.

Of particular importance for the development precase “externalities” that flow
from MNE investors into the host economy, but dareequired to judge whether or not
backward linkages from MNE manufacturing investmeganuinely qualify for this
designation. The technical definition of “exterti@b” is benefits that accrue to the
domestic economy that do not have to be “paid fed’to speak. (The focus here is on
benefits that flow to indigenous firms. The nexci8m will look at benefits that go to
local workers — that is, “labor market externatitie

Some backward linkages that appear in the datamatr@uthentic externalities — as
when MNE investors select the best local suppléerd both parties engage in a purely
commercial transaction. Other backward linkagesatttain valid externalities — as when
MNE investors provide free technical advice to @olgr supplier performance, and the
suppliers use this advice to win customers mor@diyothroughout the economy. Other
backward linkages are ambiguous — as when MNEsummeothat local firms must meet
ISO 9000 (quality control) certification to qualifis potential suppliers, and the local firms
initiate self-improvements to meet ISO 9000 stadslathereby putting themselves in line
to receive technical assistance and advance-payowtacts from MNE buyers. The
evidencgsfrom MNE manufacturing investment contaitighree categories of backward
linkages:

The evolution of export-oriented MNE investmentointertical supply chains with
extensive backward linkages into the host economyy important implications for the
kinds of jobs MNE generate in the developing woBefore turning to that discussion,
however, it is important to look what is sometineemsidered an alternative pattern of
industrial development.

A Digression: Korea as an Exception to the Norm, or
Not?

The central role of contract manufacturing and Opfdduction in Southeast Asia
has provoked a reappraisal of what is sometimdsccéthe “Korean model” of economic
growth in high tech sectors. Some developing cgunauthorities — including
contemporary Chinese government officials — argue the basis of allusions to the
Korean experience) that hosts might limit FDI, asutbstitute licensed technology, in an
effort to create indigenous “national champion” pmmations along the cutting-edge of
leading international industries. This approach meagcribe Korean policies toward their
steel and shipbuilding industries with reasonalleusacy. But such a strategy did not in
fact underlie the development of the Korean eleot® industry, where the pace of
technological change was more pronounced.

Instead, all of the Korean electronics firms oradad as suppliers to the foreign
affiliates of US, European, and Japanese MNEs. Wwhen Korean authorities did close
the economy to MNE direct participation in the 198the Korean electronics firms
continued to be contract manufacturers and OEM lmrppto the MNEs, who had now
moved offshore. At the end of the 1980s, fifty ttys percent of color TVs and VCRs

3 Beata Smarzynska Javorcik and Mariana Spatareanait.
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were still shipped from Korea via OEM contracts,M&NE purchasers such as Philips,
RCA, Zenith, Hitachi, Mitsubishi, Panasonic, andfiba’*

The three most successful Korean electronics cormmpanSamsung, Lucky Goldstar,
and Huyndai — all learned the basic skills in thdustry as suppliers to MNEs in the
1960s, and more than twenty-five years later ftilhd themselves exporting sixty percent
of their electronics output via OEM contracts to Eurchasers. The OEM contracts
allowed them gradually to assume more sophisticaésign capabilities, and as a result —
for some products — they managed to introduce tveir brands in international markets.

Therefore, as Michael Hobday points out, the cdidanthat Korea followed a
different model than Taiwan, Singapore, and HongngKoverlooks the most important
common development experience for all four cousfridhey all relied on the guidance
and discipline imposed by MNEs to climb the ladfiem contract manufacturing to
Original Equipment Manufacturing, and then — corignimitation with incremental
innovation -- to Original Design Manufacturing (ODMnd — occasionally — to Own
Brand Manufacture (OBM) as full-blown MNEs in theivn right.

The New Model of Trade-and-MNE Investment:
Dynamic Comparative Advantage

The three decades since the Declaration have shonglusively that the traditional
view of the relationship between MNE investment dwabst country development is
seriously outmoded. Early efforts to conceptuatibev manufacturing MNE investment
might affect a host economy in the developing waddk their cue from conventional
trade analytics of comparative advantage: MNEsctagk as provider of scare resources
(capital, technology, management) that put undereti local factors of production to
work, creating jobs, and helping the host countiywdhat its natural endowment allowed
more efficiently.

But the preceding analysis shows that this modfdrisoo static, both with regard to
MNE strategy and with regard to impact on the leesinomy. From the perspective of the
MNE, the pace of change has speeded up, and pesstucreate vibrant global supply
chains have come to dominate MNE strategy. Fronpémspective of the developing host
economy, MNE manufacturing investment provides mixdé entry to the cutting edge of
technology, management, quality control, and mamgein a given industry. Taken
together, contemporary models of trade-and-MNE dtment feature “dynamic
comparative advantage” in which MNE investmentwafidhe host economy to shift from
one production frontier to other more advanced pcadn frontiers®

Y. W. Jun and S. G. Kim.1990. The Korean Eledtrenindustry-Current Status
Perspectives and Policy Options. OECD Report.2Rg23.

Michael Hobday. 1995. Innovation in East Asia: TBeallenge to Japan. London:
Aldershot. 2000. East versus Southeast Asian Inimv&ystems: Comparing OEM- and
TNC-led Growth in Electronics. In Linsu Kim & Rictdéa Nelson, eds, Technology,
Learning, & Innovation, New York: Cambridge UnivigysPress, 2000.

% Gene M. Grossman and Elhanan Helpmemovation and Growth in the Global
Economy.Cambridge, MA.: MIT Press, 1991, ch. 7. Philippghfon and Peter Howitt.
1998.Endogenous Growth Theor€ambridge, MA.: MIT Press; James Markusen, 2005.
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To provide a simple illustration, one might ask:awis the comparative advantage of
Costa Rica? Thirty years ago, the answer, witit afiMNE investment, was coffee and
bananas. Fifteen years ago, with a bit more MNEstment, the answer was coffee and
bananas, and textiles and footwear. Today, withimmare sophisticated MNE investment
— and (as discussed in the next Section) an inaggswell-trained and skilled and
motivated work force — the answer is coffee andabas, and textiles and footwear, and
semiconductors and other electronics productiordicat products, pharmaceuticals, call
centers, and management services, with MNE-basgartsxexceeding $5 billion per year
in 2006.

The distinction between static comparative advantagd dynamic comparative
advantage is not minor. In dynamic comparative athge, the benefits to the host
economy from trade-and-FDI liberalization are mahan twenty times greater than
previously calculated with more static methodoleéfe

This dynamic re-conceptualization has importantlicapions for understanding the
relationship between MNE manufacturing investmerat e kind of job opportunities that
MNEs bring to the host economy.

"Modeling the Offshoring of White-Collar Servicdstom Comparative Advantage to the
New Theories of Trade and FDI," NBER Working Pagd827, National Bureau of
Economic Research, Inc.

%" paul Romer, “Two Strategies for Economic DeveleptnUsing Ideas and Producing
Ideas,” Proceedings of the World Bank Annual Conferencéddewnelopment Economics,
1992, and “New goods, old theory, and the weltargls of trade restrictionsJournal of
Development Economic43, 1994.
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[I. MNE Investment and Jobs in Developing
Host Economies

What is the impact of MNE investment in manufactgriand assembly on host
country labor markets in the developing world?

One of the most fundamental concerns about how Mi&a their employees is
expressed in Article 33 of the Tripartite Declavatbdf Principles concerning Multinational
Enterprises and Social Policy of 1977, reaffirme@002: “Wages, benefits and conditions
of work offered by multinational enterprises shoblel not less favorable to the workers
than those offered by comparable employers in tliatty concerned.”

Do MNEs fulfill this condition?
More broadly, might it be said that MNEs do, orrdi, provide “decent work”™?

Decent work is defined as “opportunities for wohlatt is productive and delivers a
fair income, security in the workplace and sociadt@ction for families, better prospects
for personal development and social integratioeedom for people to express their
concerns, organize and participate in the decisibast affect their lives and equality of
opportunity and treatment for all women and men.”

But precise data on wages, benefits, and other plaxck conditions provided by
MNE investors in their developing country plants apt available.

Any assessment of the relationship between MNES'@eckent work” must therefore
be somewhat indirect. One place to start is totiffewhat are the predominant kinds of
operations and activities MNE manufacturing investoring to developing country host
economies. This can provide a vantage point to idenswhether most of the jobs
associated with these MNE operations and activitieght qualify to be considered
“decent work”.

Finally, moving beyond MNE plants themselves, dreré wage spillovers from the
MNE plants to plants owned by indigenous firms? tTisa do locally-owned firms pay
higher wages when MNE investors locate their opmmatnearby? Further, might there
sometimes be even broader spillovers in the streiobfi worker-management relations,
traceable to the influence of MNE investors?

MNE Wages in Comparison to Other Comparable
Employers

Evidence on the relative level of compensation pgidMNE manufacturing investors
should begin with ILO surveys that show that ing&ignal companies tend to pay wages —
in export processing zones, for example — highan tidternative jobs elsewhere in the host
economy.® Such a wage premium paid by MNESs persists asraerdre introduced to
ensure the comparability of the evaluation. In Mgkzar, for example, Mireille
Razafindrakoto and Francois Roubaud held educalimel, extent of professional
experience, and length of tenure in the enterprmestant, and found that MNEs and

28 |nternational Labor Organization. 1998. Labor &uatial Issues Relating to Export
Processing Zones. Geneva.
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subcontractors in export processing zones paiddlpe2cent more than what workers with
similar qualifications received elsewhere in theremmy?°

Looking beyond EPZs, surveys of relative wagesbfmh higher-skilled and lower-
skilled workers in developing countries consistestiow that MNEs pay more than local
counterparts within any given industffyRobert Lipsey goes so far as to characterize as a
“universal rule” that foreign-owned firms and plargay higher wages, on average than
domestically owned onés.

Trying to pin down exactly what to attribute thdsgher wages to is difficult. MNE-
owned plants are typically larger, MNE-owned plantay use different inputs, MNE-
owned plants may be located in high wage regioraga Dimitations regularly limit the
analysis. But when adequate information can badpthe results are striking.

For Indonesia, Robert Lipsey and Fredrik Sjoholmkenaise of extensive data
collection that allows an unusually detailed sefana of plant and worker
characteristicd Examining evidence from almost 20,000 firms, tfieg that MNEs paid
33 percent more for blue-collar workers and 70 @arenore for white-collar workers than
did locally-owned firms. Controlling for educatiokiNEs paid more for labor of a given
education level than domestically owned firms. @allihg for region and sector, the
premium stood at 25 percent for blue-collar workargl 50 percent for white-collar
workers. Controlling for plant size, energy inpp&s worker, other inputs per worker, and
proportion of employees that were female, the wgamein foreign-owned establishments
remained at 12 percent for blue-collar and 22 pdréer white-collar workers. Thus,
roughly one-third of the MNE premium can be atttémlito region and sector, one-third
attributed to plant size and use of other inpuid, @ne-third left unexplained.

In short, MNEs were paying wages for both blueamolnd white-collar workers
greater than what might be explained by increaseduttivity coming from greater inputs
per worker and higher efficiency resulting fromgar scale of production.

This introduces a pleasant mystery into the ingesitn of MNEs and decent work:
what explains the wage-gap? Lipsey and Sjoholm tigsizve that MNE-owned firms
might wish to reduce employee turnover because ithast more in training than locally-
owned firms. And broad World Bank surveys repost tforeign-owned firms do tend to

29 Mireille Razafindrakoto and Francois Roubaud, “L&ntreprises Franches a

Madagascar: Economie d’enclave ou promesse d'uneselie prosperite? Nouvel
exclavage ou opportunite pour le developpement algs®, Economie de Madagascar,
No. 2.,1995.

30 Brian Aitken, Ann Harrison, and Robert E. Lipse}l996. “Wages and Foreign
Ownership: A Comparative Study of Mexico, Venezuelad the United StatesJournal
of International Economicgl0(3-4): 345-71; D. W. Te Velde and O. Morriss€p01.
“Foreign Ownership and Wages: Evidence from Fiveicdh Countries.” CREDIT
Discussion Paper.

3 Lipsey, Robert. 2006, “Measuring the Impacts ofl kD Central and Eastern Europe
Cambridge, MA”, National Bureau of Economic Resbakyorking paper 12808.

% Lipsey, Robert E. and Fredrik Sjoholm. 2004, “FgmeDirect Investment, Education,
and Wages in Indonesian Manufacturinggurnal of Development Economics (1): 415-
422.
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provide more employee-training than indigenous camigs>® But the explanation for the
positive wage-differential remains speculative, eaglires further research.

Are these wage-premiums more pronounced in rickgeldping countries, and less
evident in poorer developing countries?

The calculations of Edward “Monty” Graham show, fact, just the opposite:
compensation per indigenous employee in foreigitiaéfs in the manufacturing sector is
greater, as a multiple of average compensationepgloyee in the host manufacturing
sector, in poorer countries than the middle-incaleeeloping countrie¥. In the latter, the
ratio of foreign-paid wages to other wages in maaoufring is 1.8; in low-income
developing countries, the ratio of foreign-paid esdo other wages in manufacturing is
2.0 —lgpat is, twice as high as average compemsatidghe host country manufacturing
sector’

MNE Manufacturing Investment and Types of Jobs for
Developing Country Workers

What kinds of job opportunities does the spreablNE investment in manufacturing
and assembly introduce into developing countriesghiMmost of these jobs qualify as
“decent work”?

Unfortunately, precise data on the numbers of japges of jobs, and levels of
compensation paid by MNE investors in developingntoes — let along other workplace
conditions that might be associated with “decentkive are not availablé® But evidence
about the kinds of industries where MNE manufaogiricompanies invest, the
sophistication of their operations, and the skilldls of the workers they require offers
valuable insights.

MNE investment in the developing world is convendily conceived of as flowing
into least-skilled sweatshop-type jobs. As thetr#ection emphasizes, sweatshop issues
of worker abuse and denial of ILO core labor stagslénave always been and remain
extremely serious.

But the analysis in Section | — showing MNE mantideag investment spearheading
the globalization of industry around the globe evles background for a non-disputed
but little-acknowledged empirical facthe bulk of MNE investment in the developing
world flows to more advanced industrial sectorsheatthan to garment, footwear, and
other lowest-skilled activities.

Indeed the flow of MNE investment to medium-skilleddustrial sectors in
developing countries — including electrical equiptnelectronics, semiconductors, autos
and auto parts, industrial machinery, chemicals @ramical products — is more theen

3 world Development Report 2005: A Better InvestmeZiimate for Everyone.
Washington, DC: The World Bank, 2005, p.146.

34 Edward M. Graham, Fighting the Wrong Enemy: Artizgdl Activists and Multinational
Enterprises (Washington, DC: The Institute for in&gional Economics, 2000, Table 4-2,
pp. 93-94.

3> Graham removes salaries for foreign managers @mehgsors from these calculations.

36 communication from Christoph Ernst, ILO, July 2007.
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times larger each yeahan the flow to low-skill, labor-intensive opeaaats, and speeding
up over time (five times larger 1989-1991, elevietes larger 2002-2004j.

If the stock of MNE investment is used — rathentlfze annual flow — as the basis for
comparison, the ratio of MNE investment in more atbed industrial sectors to MNE
investment in lowest-skilled sectors is again mihi@nten to one and building up more
rapidly (this comparison is probably understated, moreaiace stock numbers typically
do not provide accurate information on reinvestachiags and allowances for accelerated
depreciation which are particularly pronouncedh@ more capital-intensive higher-skilled
FDI operations}®

Table 1: MNE Operations in Developing Countries

FDI Flows FDI Stocks

(millions of dollars) (millions of dollars)

1989-1991 2002-2004 1990 2004
Lowest-Skilled ~ $2,946 $7,369 $19,004 $53,308
Sectors
Higher-Skilled ~ $13,507 $77,589 $125,370 $560,252
Sectors

For a complete breakdown by sector, see Annex | (FDI flows) and Annex Il (FDI stocks).

Precise data on the skill-intensity of the workctin various sectors is not available,
and each sector includes both higher- and lowdledkivorkers. But UNCTD data on FDI
flows and stocks reinforce the observations intoeduin Section I: the ratio of FDI flows
into electrical and electronic equipment, machinand equipment, metals and metal
products, motor vehicles and other transport egeignthemicals and chemical products,
and precision instruments in comparison to FDI #dnto textiles, clothing, and leather is
sixteen-to-on€2002-2004). The ratio of FDI stocks in these sa®ctors iswenty-eight-
to-one (2004). For all sectors, foreign subcontractoes iacluded in flows and stocks;
indigenous subcontractors are not.

37 World Investment Report 200&eneva: United Nations Conference on Trade and
Development. Annex tables A.1.2 and A.1.4. Thesetlae most recent MNE investment
statistics by industry sector. UNCTAD data for “[Réyping economies” do not include
“South-East Europe and CIS”.

38 |bid.
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Table 2: Sectoral Comparisons of MNE Investments

FDI Flows

(millions of dollars)

FDI Stocks

(millions of dollars)

2002-2004 2004
Textiles, clothing and leather $1,334 $7,688
Electrical and electronic
equipment $4,319 $62,629
Machinery and equipment 6,153 25,093
Metals and metal products 1,653 19,751
Motor vehicles and other
transport equipment 2,130 30,812
Chemicals and chemical
products 6,716 76,995
Precision instruments 64 1,379
Total $21,035 $216,659

It is important to note that these data on FDI 8amd stocks do not mean that MNE
employment in developing countries consists, inreggte numbers, primarily of higher-
skilled workers®® MNE employment in sectors ranging from automotaguipment to
semiconductors and computers to medical devicastrisisically more capital-intensive
(hence less labor-intensive) than footwear facsori@ne GM high performance engine
export plant in Eastern Europe may employ 800-9@0kers (paying two times the
average national wage-and-benefit packdyepne Intel semiconductor export plant in
Costa Rica may employ 2900 workers (paying 150 grérof average manufacturing
wages)** One Nike athletic footwear export plant in Vietnamy employ 10,000 workers
(paying slightly more than the minimum wag®@).

39 Data on what the aggregate employment profile &fBMinvestors in the developing
might look like are incomplete and insufficient ewe make reasonable estimates.

*0 Karen Klein, General Motors in Hungary: The Corporate StrategyehBd
Szentgotthard, op. cit.

41 Felipe Larrain, Luis F. Lopez-Calva, and AndresiiRpuez-Clare. 2001, Intel: A Case
Study of Foreign Direct Investment in Central Aroariln Felipe Larrain, edEconomic
Development in Central America, vol. 1. Growth ahdernationalization. Harvard
University Press.

2 CESAIS Center for Economic and Social Applicatiobsiversity of Ho Chi Minh-
Vietnam (now Truong Doan). 2002. “Workers’ VoicésStudy of the Assets and Needs
of Factory workers in Vietnam”.
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But these data on FDI flows and stocks do mean tthatprincipal thrust of the
globalization of industry around the world, via MNivestment, is to enlarge the array of
opportunities available to medium and higher-s#illeorkers.

These facts about MNE operations in developing tresbring a logical — but not
always well-appreciated — corollary about the glaation of MNE manufacturing
operations and the provision of “decent work”. Asefign investors move from lowest-
skilled activities into higher-skilled activitiethey must offer higher wages and benefits
and better working conditions to attract and kdwgpkind of employees they need for their
plants. They have a self-interest in paying maneprioviding more job-related and non-
job-related services, in promoting supervisors loa thasis of merit, in adopting efficient
human resource policies.

Long predicted in theory, this outcome can now @mahstrated empiricalf?.While
there are enormous problems with finding comparakéme-and-benefit data across
countries and throughout time periods, the besleznie available shows that as MNE
investors engage in higher-skilled activities thpgy their workerdwo to three times as
much for basic production job&ind perhapsen times as much for more technical and
supervisor positionsjn comparison to what is earned by employees imparable
positions in lower-skilled MNE operations. It woubg hard to argue that jobs like these
do not have many of the characteristics of “deaerk”.

The prominence of MNE investment in relatively madvanced manufacturing
operations helps illuminate otherwise unexpectedifigs. Contrary to the expectation that
MNE investment in Mexico would aim to take advamtay least-skilled labor (Mexico’s
abundant factor of production), for example, Rolertstra and Gordon Hanson show that
the principal result from MNE investment has beendise the demand for semi-skilled
workers, and to increase the wage premium theyivedeas they entered into the MNE
supply chaing* Meanwhile, the returns to skill accumulation (&xample, completion of
ninth grade) and to steady work experience haea fisr the Mexican workforce.

The findings reported here support the insightghlighted by Marion Jansen of the
WTO and Eddy Lee of the ILO — that MNE investmelfdvas North-South “technological
catch-up” in a manner that raises demand for siitt®ng workers in both developed and
developing countrie¥.

As part of this process, detailed studies of “itivesat promotion” in developing
countries show that access to skilled labor playsew role in the attraction of MNE
manufacturing investors.

In the Philippines, the strong educational ingtitg located near Baguio City helped
ensure the success of what popularly referred tbeaST| Industrial Zone” because of the
lobbying Texas Instruments undertook to create eciap platform for information
technology and electronics exports. In the late0$9he workforce in the Baguio City
Zone exhibited the highest educational level oPaillippines EPZs: 63 percent of all male

*3 Theodore H. Moran. 2002.Beyond SweatshopsWashington, DC: The Brookings
Institution, Chapter 1.

** Robert C. Feenstra and Gordon H. Hanson, ForeigecDInvestment and Relative
Wages: Evidence from Mexico’s Maquiladoras. 1997Journal of International
Economics42 (3-4): pp. 371-394.

> Marion Jansen and Eddy Lee. 200Trade and Employment: Challenges for Policy
ResearchGeneva: A joint study of the International Labdifi€é2 and the Secretariat of
the World Trade Organization. P. 41.
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employees and 66 percent of all female employedsbme postsecondary education, and
34 percent of all male employees and 38 percertldemale employees had a college
degree’® Average monthly earnings in the zone were twohiee times higher than in
other EPZs.

In Mexico, once the country turned away from aroinfatics policy that required
MNEs to take on a majority Mexican partner, FDIdomputers and high performance
electronics expanded rapidiy Guadalajara became the country’s “Little Silicoalley”
due to superior offerings of the region’s technisethools and universities. US investors
(IBM, Hewlett-Packard, and 3Com) came first, brivggitheir component suppliers from
Southeast Asia (including contract manufacturershsas Flextronics and Nat Steel
Electronics) with them. By 2000 the Guadalajarsstduincluded some 125 companies,
employing 90,000 workers.

In Costa Rica, the well-documented drive to rechoiel as part of a campaign to
upgrade MNE production from low-skilled to highdiled operations hinged on the
country’s agreement to create a joint training prog between Intel's human resource
staff, the Ministry of Education, and the vocatibtining institutes® In 1997 Intel
expressed satisfaction with the outcome and anmaltie decision to build a plant near
the capital. In 2000, a survey of thirty-six electcs MNEs, thirteen medical device
MNESs, and three business service MNESs reportedhigmplayed an important “signaling”
role in their own subsequent decisions to inveshéncountry’?

In each case access to skilled labor provided aegdaivmagnet that determined the
location of the more sophisticated MNE plants.

MNE Investment and the Treatment of Non-MNE
Workers in the Host Economy

How does the spread of MNE manufacturing investnadfect the treatment of non-
MNE workers in the host economy? Are there anyllmgers” from MNE manufacturing
investment to workers in locally-owned plants?

These are vast questions, and require detailed sktea and carefully-designed
investigations to begin to answer. But there adications — expanding on the evidence
introduced above — that positive spillovers may stmmes be present.

As described earlier, most MNE manufacturing invesit flows into sectors like
auto parts, electric equipment, chemicals, semigotads, and computers, driving up

% Mark Jacobson. 1999. “The Philippines: The Cdsecnnomic Zones” imAlleviating
Poverty through Foreign Direct Investment: Courigse StudiesWashington, DC: The
World Bank, 1999.

*" Theodore H. Moran. 2006. Harnessing Foreign Dileeestment for Development:
Policies for Developed and Developing Countries,aiip, p. 17.

*8 Debora SparAttracting High Technology Investment: Intel's GosRican Plant
(Washington: World Bank Group, Foreign Investmedtigory Service Occasional Paper
11, 1998).

49 Ibid., and F. Larrain, F. Lopez-Calva, and A. RodrigG¢are. 2001. Intel: A Case
Study of Foreign Direct Investment in Central Amariln Felipe Larrain, edEconomic
Development in Central America, vol. 1: Growth dntrnationalization. Op. cit.
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demand for semi-skilled workers and — where measemn¢s have been possible, as found
in Mexico (cited earlier) — increasing the premipaid for technical education.

This would suggest that MNE investment flows benegbirkers outside MNE plants.
But this outcome depends upon other conditionshie tabor market, and requires
extensive information and extensive controls téeitgothe precise relationship.

Once again, drawing on data collected in IndoneRiahert Lipsey and Fredrik
Sjoholm have been able to carry out one such stadg, show that the higher wages
offered by MNE-owned firms do in fact spill overtanhigher wages in domestically-
owned plants? Controlling for labor force quality, they foundpasitive spillover within
broad industry groups at the national level, asthaller, but still positive and significant,
spillover within narrower industry specificationsdaat the regional level.

Even more provocative is evidence on the instingithat mediate between MNE
investment and what might be called “decent woskiggesting that as worker-treatment
improves in those MNE plants with more highly-sbdl activities there is often
improvement in worker-treatment in other MNE plataad other non-MNE plants) with
less highly-skilled activities located nearBy.

From 1980 to 1986, the Philippines, for exampldfesad extensive labor strife
across its Export Processing Zones. During thigogein the Mactan zone, located near
Cebu, the second largest city after Manila, thepmsition of MNE activities was shifting
from garments, textiles, and footwear to metal itattion, electronics, automotive parts,
optical equipment, and medical devices, althoudgrge fraction of the former remained
side-by-side with the later. With the objectivehafading off the labor unrest — according
to on-site investigation by Professor ElizabethRémedio of the Economics Department
of the University of San Carlos — the Mactan’s Chamof Exporters and Manufacturers
set up a human resource association whose mempénshided personnel managers from
all the companies located in the z3hén the early 1990s, the Chamber initiated a self-
policing program to ensure that all participantsmpbed with all national labor
regulations. Companies that violated such regulati@ceived reprimands, and one firm
that was unwilling to respect the protocols setthg Chamber appears to have been
expelled from the zone.

The Mactan Chamber was “particularly vigilant” abavages, allowing individual
firms to establish their own levels but ensuring tompensation met or exceeded legal
minimums. The Chamber provided transport to anthftbe zone, and promoted benefits
such as paid sick leave, canteen facilities, anfbums. Over the course of the 1990s, the
Chamber became active in mediating labor complawithiout waiting for action on the
part of government inspectors or zone administsat®y the end of the 1990s more than
two thirds of the MNE investors had plants with Heg-skilled operations, but almost a

%0 Lipsey, Robert E. and Fredrik Sjoholm. 2004, “RIbld Wage Spillovers in Indonesian
Manufacturing”,Review of World Economid<10. no. 2: 287-310.

®1 For the details of the case studies that folloand others — segeyond Sweatshopsp.
cit.

°2 Elizabeth M. Remedio. 1994. “Foreign-Owned Fiansl Skill formation at the Mactan
Export Processing Zone, Philippines: A Case-StudyHuman Resources Management
and Economic Development in Asidiokyo: Japan Institute of Labor. 1996. “EPZs in the
Philippines: A Review of Employment, Working Condits, and Labor Relations,”
International Labor Organization Working Paper Geneva.
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third (28%) remained at the lower end of the dkitlder. All were obliged to comply with
the framework of the Chamber.

Similarly, MNEs with more sophisticated plants pdya leading role in the evolution
of worker-management relations in the Dominicanuéip.>® Export Processing Zones in
the DR had historically been exempted from the s&aber regulations that applied to
firms and workers in other parts of the country.MINEs producing electronics, electrical
equipment, medical equipment, metal products, aatd @grocessing became the fastest
growing new investors in the zones, the politicadreomy of policy-formation began to
shift. In 1992 the ILO send an advisory missiomélp write a new labor code that would
apply throughout the country, including in the EPZ#& workers’ federations and the
directors of the association of zone employersegigen “Agreement for Social Peace and
Productivity” to implement the new code, but thedaer membership of EPZ firms
refused to ratify the agreement. Not giving up, teaders of the zone employers’
association, the trade unions, and the governmaiféedc upon the Catholic Church to
mediate, leading to nation-wide labor legislatibattincluded — among other things — the
right to organize workers in the zones. The ILO HaloReport 2000 identified the
Dominican Republic as a “positive example” of a mioy that was making progress in
observing labor standards and protecting freedoassbciation in its EPZ5.

Costa Rica also provides an example in which MNEcatives in higher skilled
sectors — led by companies like Intel, Motorolaxt®a Medical, Proctor and Gamble,
Western Union, and Fed Ex — have taken a pro-actie in creating mechanisms to
improve labor relations and instill company loyaltgthin the workforce. Indeed the
disputes involving labor standards in Costa Ricaeheentered on whether the MNE
employers have been too “pro-active” in creating rk@o-management “solidarity
associations” that preempt trade union representztiThis introduces a complexity into
the analysis of labor standards, since MNE invesitotigher-skilled industries often are
not unionized in their home countries and prefecdoduct worker-management relations
in the developing world without the mediation afde unions.

Overall, the evidence in this Section grows natymalit of the evidence introduced in
Section I: the power of MNE manufacturing investingnincorporate increasingly-skilled
workers in the developing world into dynamic gloalpply chains, complete with
widening backward linkages into the local econonarries strongly positive implications
for the creation of what might qualify as “decerdri.

But the sometime successes in the developing wstichulate simultaneous
preoccupation about what the consequences mighatle in the home economy — might
the globalization of industry via MNE investmento® at the expense of decent work for
labor in the home country of the MNE?

53 Ana Teresa Romero. 1995. “Labor Standards and ESifisation and Pressures for
Change, Development Policy Reviewol. 13.

% |LO. 2000. Your Voice at Work: Global Report under the Follbpw-to the ILO
Declaration on Fundamental Principles and Rights\&drk Geneva. P. 34.

®|LO. Your Voice at Work, op. citp. 51.Labor and Social Issugep. cit p. 24.
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[ll. MNEs and Decent Work in the Home
Country: Runaway Plants, Hollowing Out, and
the “Great Sucking Sound”?

The publication of the Declaration in 1977 coinddeith one of the first major
expressions of a fear that outward investment byERIN in this case, MNEs based in the
United States — might weaken the industrial baskdmstroy good jobs at home. This fear
was expressed in the Burke-Hartke legislation, spmed by the AFL-CIO, that would
change tax legislation so as to impose a doublebtaxlen on profits earned by US
companies on operations abroad. In Sweden and qtheis of Europe, similar
preoccupations appeared shortly thereafter abeubtlrseas direct investments of home
country multinationals. Later, in Japan, the delfatesed on whether outward investment
by Japanese MNEs might be “hollowing out” the haroentry manufacturing sector. In
the contemporary period, the accession of Easteropgean states into the EU, and the
expansion of European MNE direct investments thdraye stimulated renewed
apprehensions across Europe.

The prize for capture of the rhetorical heightsyaeer, should probably be awarded
to Ross Perot and his campaign against the rungleays he foresaw, when a so-called
“great sucking sound” from NAFTA might transfer plirom the American heartland
south to Mexico.

There is an understandable dichotomy between the osdinary citizens in most
home countries — including workers and labor lesdeconceptualize outward investment
by MNEs, and the way economists and business giségevziew the phenomenon.

Public opinion sees outward investment as a zemo{mocess in which MNEs close
plants at home and open plants abroad, in which §pl&ce a fixed amount of investment
capital either in a home country site or in a depelg country alternative site. In this
view, outward investment is a substitute for instrdomestic investment; production
abroad is a substitute for production at home. ERi®-sum perspective is reinforced by
the real-life practice of MNE labor negotiators wthoeaten to move specific parts of their
operations off shore if home country labor represtires make tough demands for wages
and benefits.

Economists and business strategists see outwasdtment as an integral part of
MNE strategy to maximize the competitive positidntlee whole corporation, a goal for
which headquarters raises the needed amount dat&pim sources all around the globe.
Relative costs — including relative wages and bené€and well as relative skills and
relative productivity) — play a definite role in Wwothe MNE chooses sites for various
operations, but whatever the outcome, operationshahe and operations abroad
complement each other as the MNE tries to make diygloyment of tangible and
intangible assets most productive and most prdétab

This difference of perspective — whether outward BMMvestment substitutes for
investment at home or complements investment atehavhether the MNE creation of
jobs abroad substitutes for MNE creation of job&i@he or complements MNE creation
of jobs at home — can be tested empirically.

In carrying out this empirical test, it is importda try to specify the counter-factual —
what would happen in the home economy if the MNHE dbt make the outward
investment? — because this look at the counteudhatill allow evaluation of the oft-
proposed policy alternative, to make it more expenand difficult for MNEs to engage in
overseas operations.
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In the early years following the Declaration therger in developing a methodology
to investigate outward investment was Thomas HérsSubsequent analysis — up to the
present — has grown increasingly sophisticated.t iBis useful to review the Horst
approach since his method of assessing the evideips policymakers see clearly what
the counterfactual would be if the outward invesiteaundertaken by MNEs did not take
place.

MNEs often point out that they invest more at howenad export more from home
plants than the typical or average home countmn.fiThey should not be accused
therefore, they argue, of exporting jobs or undaimngj the home country industrial base.
But, noted Horst, this is not the appropriate wapégin the investigation, since MNEs are
not “typical” or “average” — they are larger, do madR&D, engage in more advertising,
and have other characteristics that set them apamhaps MNEs should be expected to do
even more investment at home or engage in even exparting from home plants.

To discover whether MNEs substitute production abirfor exports from home, what
is needed is to compare the export behavior ok8likith likes” while varying only the
extent of outward investment — that is, what isdegleis to compare the export behavior of
large firms that undertake outward investment \lign export behavior of large firms that
do not undertake outward investment, to comparesfpert behavior of firms with high
R&D or extensive advertising that undertake outwakestment with the export behavior
of firms with high R&D or extensive advertising thao not undertake outward
investment.

The table constructed by Horst (below) does evéteibthan this. The table compares
the export behavior (exports as a percentage ofedtienshipments) of likes-with-likes
using four measurements: the export performancihade firms that essentially stay at
home (first column), the export performance of théisms that have begun to engage in
just a bit of outward investment (second columhg, ¢xport performance of those firms
that have expanded their outward investment sutislign(third column), and the export
performance of those firms that have thoroughlybglzed their production (fourth
column).

Table 3: Export Performance of Particular Types of Industries by Foreign Investment Levels

Exports as percentage of domestic shipments
Foreign investment

Least amount Low to Middle to

Type of industry or none middle range high range Most

High tech 2.3 7.8 9.7 7.6
Low tech 1.3 3.0 25 35
High advertising 1.0 2.8 2.4 4.6
Low advertising 1.4 4.8 7.5 7.7
High unionization 1.9 5.5 4.4 3.8
Low unionization 1.3 3.2 7.0 7.8

Source: Adapted from C. Fred Bergsten, Thomas Horst, and Theodore H. Moran, American Multinationals and American Interests (Brookings, 1978),
pp. 81-82, table 3-3.

*® |n C. Fred Bergsten, Thomas Horst, and TheodoreMdran, American
Multinationals and American Interest§Washington, D.C.. The Brookings
Institution, 1978), ch. 3
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This set of like-with-like comparisons demonstratest firms that undertake outward
investment actually achieve higher levels of expad-a-percentage-of-domestic-
shipments than firms that stay at home, and thatsiperior export performance — and
demonstration of superior competitiveness in thee faf global pressures — increases as
they globalize their operations. The percentagégonfestic shipments that leaves the home
market destined for external markets rises as tiNEMngages in larger amounts of
international investment (exactly what the relagiap is in the fourth column is somewhat
murky, in this set of comparisons, but later stitid analyses show a persistent positive
correlation, as considered next). This demonstriigsoutward investment enhances the
competitiveness of home country operations, medsuwreomparison to similar kinds of
firms that do not undertake outward investmenthat tio not undertake as much outward
investment. Outward investment, as a consequé&hassomplement to greater production
at home, not a substitute for it.

This set of like-with-like comparisons also prowde clear picture of the
counterfactual — what would the situation in thenkeomarket look like if MNEs did not
engage in outward investment at all, or did notagegin outward investment so strongly.
The performance of firms in columns 2, 3, and 4 aasemble the performance of their
look-alike peers in column 1. It becomes clear ttheg stay-at-home option does not
strengthen the home industrial base, or lead termgports from home — on the contrary,
the stay-at-home option leads teeascompetitive home industrial base, and fewer exports
from home. If MNEs were prevented from moving alooar if obstacles and disincentives
were put in their path, the home economy wouldvbakerand the labor markégss filled
with export-related johs

Somewhat surprisingly, this positive relationshigtvieen outward investment and
exports holds for low-tech (low R&D) industries fuss for high-tech industries, and for
heavily unionized industries just as for non-unzeci industries. That is, outward
investment creates more export-related jobs at héonelow-tech workers and for
unionized workers, just as it does for home coumtnrkers overall, in comparison to
firms with similar workers that do not engage inveard investment.

Subsequent studies, using increasingly sophisticatatistical techniques, have
consistently demonstrated the complementarity betwINE outward investment and
exports from a more competitive industrial basbéa@ne. Robert Lipsey and Herle Yahr
Weiss substantiated a positive correlation (aftentrolling for firm characteristics)
between outward investment and exports for alllfeeé investment’ In addition, they
found that the level of manufacturing activity ingiven country by US firms was
positively associated with US exports from the sam#ustries to that country and
negatively associated with exports by producersivafl nationalities. In the same vein,
they also found that the presence of firms froneifpr countries in a given country was
negatively related to US exports and positivelyated to foreign countries’ exports. They
concluded that direct investment by US MNEs in ang country tended to increase US
exports and US market shares in that country addcee those of producers of rival
nationalities, and that non-US MNEs operations ¢eni raise their countries’ exports and
market shares, and reduce those of US firms. AlemdS MNE presence abroad would
reduce MNE exports to, and market share in othentri@s. Their counterfactual outcome
was the same as Horst: making home country MNEgletheir outward investment hurts
the prospects for home country workers to partteipaexport-related jobs.

> Robert E. Lipsey and Herle Yahr Weiss, “Foreigmdection and Exports in

Manufacturing Industries’"Review of Economics and Statistié3, no. 4 (Novembner
1981), pp. 448-94.
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A later study by Lipsey and Weiss showed that tiraglementarity between outward
investment and domestic exports was strong not farlyntermediate goods shipped for
further processing but also for the exports ofstigid products by US MNESAs for the
relationship between the multinationalization ofpmrate production and wage levels in
the parent corporation, Lipsey found that a highreportion of foreign operations in US
firms was associated with higher average compemsatihome.

As Swedish MNEs came under fire just like US MNEsgnus Bloomstrom, Robert
Lipsey, and others duplicated the finding of a clEmpentary relationship between
outward investment on the part of Swedish multorals and home country exports and
employmenf® The outward investment of Japanese MNEs leadsnidas beneficial
effects at home, allegations of “hollowing out” withstanding®® In stark contrast to
conventional wisdom about outward investment andéngountry jobs — there is repeated
demonstration that the spread of MNE manufactudpgrations abroad strengthens the
position of both firms and workers in the home erop®

With regard to a possible trade-off between investimabroad and investment at
home, Mihir Desai, Fritz Foley, and James Hinedl fthat years in which American
multinational firms make greater capital expen@ituabroad coincide with greater capital
spending by the same firms at hofheAccording to their calculations, one dollar of
additional foreign capital spending is associatéth 8.5 dollars of additional domestic
capital spending, implying that foreign and donwestapital are complements in the
production decisions of multinational investors.eifhresults are consistent with other
evidence that firms whose foreign operations gromukaneously expand their domestic
operations.

These findings have important implications for “diecwork” in the home country
market, since export-related jobs across all dgezlacountries offer a wage-and-benefit
premium in comparison to other jobs in comparalmd. In the United States, jobs
associated with exports pay wages 9-23 percenehitffan non-export related jobs, and
offer 11-40 percent higher benefifsFirms that engage in outward investment pay their
blue-collar production workers 7-15 percent mommticomparable non-outward investors

%8 Lipsey and Weiss, “Foreign Production and Expoft$ndividual Firms”, Review of
Economics and Statisti&6, no. 2 (May 1984), pp, 304-8.

®9 Marcus Blomstron, Robert E. Lipsey, and K. Kuldky¢US and Swedish Direct
Investment and Exports,’ in Robert E. Baldwin (edpade Policy Issues and Empirical
Analysis (Chicago: University of Chicago Press, for the idlzl Bureau of Economic
Research, 1988), pp. 259-97.

® Robert E. Lipsey, Eric D. Ramsterrer, and MagnlesrBtrom. 2000. Outward FDI and
Parent Exports and Employment: Japan, the Unitate§tand Sweden. Cambridge, MA.:
National Bureau of Economic Research, working paees.

®l3ames R. Markusen and Keith E. Maskus. 2003. GeEBqralibrium Approaches to the
Multinational Enterprise: A Review of Theory andifience. In E. Kwan Choi and James
Harrigan, edsHandbook of International Tradeondon: Blackwell.

%2 Mihir A. Desai, C. Fritz Foley, and James R. Hings, “Foreign Direct Investment and
the Domestic Capital Stock’/American Economic Reviedb, No. 2 (May 2005), 33-38.

%3 3. David Richardson. 2005Global Forces, American Faces: US Economic
Globalization at the Grass Root&Vashington, DC: Institute for International Eoamcs.
Draft.
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(7 percent more in large US MNE plants, 15 percaote in small US MNE plants).

Overall, outward investment by MNEs improves thenposition of good jobs/bad jobs at
home — outward investment by MNEs leads to a higheportion of good jobs (relatively

high wages and benefits) compared with bad jolatively lower wages and benefits).

The benefits that accrue to home country firms fromtward investment are not
limited to their superior export performance. Ie thS, American MNEs that invest abroad
use frontier production processes in their homentiguplants more frequently, have
higher levels of worker productivity, and enjoy morapid growth rates of overall
productivity than other. As a result they enjoy lower levels of bankruptagd are less
likely to suffer job loss than similar firms thad dot engage in outward investment. These
latter findings are intuitively reasonable, butikstrg nonetheless: contrary to popular
perceptions, outward investment by MNEs leadsnwee stable job base at home.

To be sure, outward investment does not always riegtnthe home industry sector
where the outward investment originates is expandima net basis. What is noteworthy,
however, is that firms that engage in outward itmest offer better prospects for their
workers than firms that do not, in both expandimgl @ontracting industri€s. To be
precise, home country companies in contractingosgdhat are “globally engaged” —
importing, exporting, and engaging in outward inwent — show themselves to be the
most successful participants in those sectors.

As some sectors expand and other sectors conbrae &re bound to be job losses
and dislocations for some workers while others geiw opportunities Changing patterns
of MNE investment — like changing patterns of tembgy deployment more generally —
contribute to the job losses and dislocations a agto the new opportunities. The
appropriate public policy response is the desigradjistment programs and retraining
programs to cushion the impact on those adverdédgtad, not a futile effort to impede
capital flows and maintain uncompetitive jobs irequace or anothé.

%4 Andrew B. Bernard, J. Bradford Jensen, Peter Kho8c Importers, Exporters and
Multinationals: A Portrait of Firms in the U. S.athTrade Goods. Cambridge, Mass.
NBER Working Paper No. 11404, June, 2005.

65 Richardsongp. cit.

% For an agenda of retraining and adjustment palicdee — for the United States — Lori G.
Kletzer and Howard Rosen, “Reforming US Labor-Mawkdjustment Programs to Better
Assist US Workers”, chapter 10 in C. Fred Bergsted the Institute for International
Economics,The United States and the World Economy: ForeigonBmic Policy for the
Next DecaddInstitute for International Economics, 2005), dod Europe, Martin Neil
Baily and Jacob Funk Kirkegaardyansforming the European Economysfitute for
International Economics, 2004).
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IV. Policy Implications for Developed and
Developing Countries

What are the policy implications from the precedemglysis, for developed and
developing countries?

Thefirst lesson is that a strategy of imposing performance requénets on MNEs
has counter-productive results. Performance reménts do not lead to the creation of
competitive MNE affiliates in the host country. fhdo not ensure transfer of most
advanced technology, management, and quality-doptaxctices from MNEs into the
domestic economy. They do not spread backward diekao indigenous firms or build up
world-class supplier networks in the host counffpey do not provide workers with
stable, reliable jobs.

This lesson — although thoroughly supported by lapping layers of empirical
evidence — has continued to escape some practgionghin the community of
development strategists. The theme of the Doha &Roéitrade negotiations, for example,
is “development”, and in this spirit, at the Hongr¢ Ministerial of 2005 a concession
was made to the developing worldrilax the TRIMs Agreement, affording developing
countries greater leeway to impose domestic comégputirements on foreign investors and
to maintain them until 2020. Prior to this, the MRl Agreement had banned domestic
content or trade-balancing mandates imposed upoBs$vIN

As can be seen from the evidence introduced earies “concession” was
dramatic move in the wrong directiofihere is simply no evidence that the interests of
developing countries — not middle-income developiogintries, not poorer developing
countries — might be served by greater freedommigose performance requirements on
MNEs operating within their borders.

This lesson has also been ignored by developedtroesinit is alarming to observe
that the political risk guarantee agencies of &ght of the nineteen richest OECD
countries offer coverage to MNE investment projesiented toward protected domestic
markets®’ The political risk insurance agencies of the Whikingdom, Canada, France,
Germany, Italy, Japan — and, not least, the US <&aar Private Investment Corporation,
for example — certify any investment projects foverage as long as they are expected to
earn a profit. Since MNE investments in protecteatkats are often quite lucrative, they
receive approval for coverage. Even more discomgers to witness the same practice
among the regional development banks as well adntieenational Finance Corporation
and the Multilateral Investment Guarantee AgencthefWorld Bank Group.

Instead, developed country and multilateral guaeisigencies should screen out any
projects that rely on trade protection to survimed are quite likely — as noted earlier — to
subtract from national income

The second lesson is that the greatest benefits offered by MNEs @vedoping
countries come not in the form of lowest-skillethgdbut in the form of opportunities for
semi-skilled and better-skilled workers. As MNE astors move from least sophisticated
to more advanced activities, they have the potiemtiaurn, to transform the development
trajectory of the host economy. Host country pelkcithat improve skill-training for

%7 Commitment to Development Indemvestment flows component. 2007. Washington,
DC: Foreign Policy Magazine and Center for Global/€opment.
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workers constitute one of the most important magriet attract MNE investment in
manufacturing, and improve the likelihood for baekds linkages from that MNE
investment (see the agenda for further researdhgeinext Section).

Thethird lesson is that the globalization of industry via MNE irstment constitutes
a win-win phenomenon for firms and workers and communitiesdéveloped and
developing countries alike. Outward investment frdcher to poorer economies enhances
the competitiveness of the economic base at honile wieating new jobs in the host. The
distribution of benefits from MNE investment is natzero-sum outcome that helps
workers on one side of the border at the expensediers on the other side.

At the end of the day, MNE investment can be a phwdorce to create “decent
work” in home and host countries simultaneoushut BINE investment can also become
the plaything of government pressures to proteetifip jobs and prevent change. The
task of strategists in both developed and devetppiuntries is to promote the former, and
prevent the latter. Entering the forth decaderatfte promulgation of the Tripartite
Declaration of Principles concerning Multinatiofaiterprises and Social Policy, this task
still requires diligent effort.
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V. Implications for Future Research

Given the importance of knowing how foreign diréetvestment can be used to
generate “decent work” in the developing world, #yenda for future research could be
long indeed. Drawing on the preceding analysise finvestigative tasks of particular
interest stand out.

1. Surveying wages and benefits paid by MNEs, by ¢fpeb, skill-intensity, and
industry sector, across countrieSuch a survey could build upon current ILO data
collection. Once the data are gathered in systerfashion on a regular basis, a wide
variety of statistical investigations could be laeled.

2. ldentifying effective methods of MNE-host cooperain vocational training The
analysis presented above shows the importancerafyjaesigned MNE-host country
educational initiatives to deliver skill-training the kind needed in MNE plants, and in
local businesses more generally. Such programd|uatrated by the case study of
Costa Rica, can be a key component in FDI-attractiand in upgrading and
diversifying the host country export base. Furtlesearch could investigate how such
MNE-host programs have been structured, what thdtseehave been, and what lessons
can be learned for emulation across the developortp.

3. Designing policies to exparuhckward linkages from MNEs to local suppliefs
major contribution from MNESs to the host countrgustrial base and service sector —
and associated workforce — can come, as showreeaflom the development of
supplier networks in domestic economy. What aee dbterminants of success and
failure in enhancing this outcome? What host cquptlicies — such as talent-scout
and marriage-broker programs, parallel industriatkp, and vendor-development
projects — have proven effective, and how do thiggeract with skill-building
institutions for local workers and managers idésdifin (3)?

4. Promoting labor market micro-externalitie©ne of the most heartening discoveries
in the preceding analysis was the finding by Rohgtey and Fredrik Sjoholm that
the wage premium paid by MNEs to attract and hbll kind of workers they need
appears to spill-over into other host country firtAew extensive is this phenomenon
across sectors and countries, what explains itvdrat measures might host countries
take to promote it? To find answers here will reguiareful analysis of detailed firm-
level data sets.

5. Investigating labor market institutional-externgdst Case study evidence from the
Philippines, Dominican Republic, and Costa Ricaeported above — reveals that
improvement in worker treatment, observance of ¢aber standards, and progress in
the conduct of worker-management relations spréams more-sophisticated MNE

plants to less-sophisticated MNE and local plamtated in the same EPZs or industrial
parks, and sometimes is incorporated in betterrladgulations nationwide. Do other
countries exhibit similar experiences? What aee ditnamics of the spread of “best
practices” in human resource management among,fiamd how can the process be
stimulated?
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Annex |

FDI Flows to Developing Countries
(millions of dollars)

1989-1991
Lowest-Skill Sector
Food, beverages and tobacco $2,459
Textiles, clothing and leather 248
Wood and wood products 239
Total $2,946
Higher-Skilled Sectors
Publishing, printing and reproduction of
printed materials $0
Coke, petroleum products and nuclear
fuels 309
Chemicals and chemical products 2,214
Rubber and plastic products 31
Non-metallic mineral products 225
Metals and metal products 1,275
Machinery and equipment 2,929
Electrical and electronic equipment 967
Precision instruments 0
Motor vehicles and other transport
equipment 301
Other manufacturing 801
Unspecified Secondary 4,455
Total $13,507

Note: Each sector contains some lower and highibedkvorkers

2002-2004

$5,737
1,334
298

$7,369

$140

-70
6,716
247
611
1,653
6,153
4,319
64

2,130
1,374
54,252

$77,589
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Annex ||

FDI Stocks in Developing Countries
(millions of dollars)

Lowest-Skill Sector

Food, beverages and tobacco

Textiles, clothing and leather
Wood and wood products

Total

Higher-Skilled Sectors

Publishing, printing and
reproduction of printed
materials

Coke, petroleum products
and nuclear fuels
Chemicals and chemical
products

Rubber and plastic products
Non-metallic mineral
products

Metals and metal products
Machinery and equipment
Electrical and electronic
equipment

Precision instruments
Motor vehicles and other
transport equipment

Other manufacturing
Unspecified Secondary

Total

1990 2004

$9,612  $33,337

5,012 7,688
4,380 13,383
$19,004 $53,308
$546 $273
3,019 22,985
43,654 76,995
1,764 5,424
2,729 9,027
14,497 19,751
9,615 25,093
16,617 62,629
459 1,379
7,797 30,812
2,380 12,381

22,293 293,503

$125,370 $560,252

Note: Each sector contains some higher and lowbedkvorkers.
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Annex |11

Employment by Top 100 TNCs (2002-2006)

2001 2002 2003 2004 2005 2006

Total
Employment 13,234,327 14,066,204 13,613,8504,331,710 14,625,64514,850,377

Foreign
Employment 4,839,426 6,319,750 8,856,5017,037,454 7,242,696 7,243,568

Foreign

Employment

vs. Total

Employment 0.365672 0.4492861  0.650551 0.491041  0.495205 0.48777
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