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Joun H. Dunning
1. Introduction

There is little question that economic activity — of all types — is
moving in the direction of globalization, rather than away from it. As
one approaches the end of the twentieth century, there is little doubt
that the world is moving towards the globalization of production and
markets, in the same way as national, rather than local, firms were
emerging a hundred or more years eartlier. It is also evident that at
both a corporate and a country level, cross-border economic activity is
becoming increasingly interdependent. Indeed, perhaps the most
distinctive feature of globalization — as compared with other forms of
internationalization - is that it integrates the international value
added activities of firms and countries in such a way that the pros-
perity of any one firm is inextricably bound up with that of its foreign
production and marketing activities. Also the welfare of any one
country is closely dependent on that of other countries with which its
residents transact business.

As we shall explain in a moment, globalization, deep integration,
and the activities of multinational enterprises (MNEs) go hand in
hand. But before taking up this point further, we shall first identify
the key attributes of globalization, and the reasons for its growing
pace over the past decade ot so. We shall then proceed to consider
the past and present role of foreign direct investment (FDI}, and
other forms of cross-border activity, in affecting the pattern and
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consequences of globalization; and finally, we shall outline some of
the changes now taking place in the motivation and character of
MNE activity, as market otiented economies are moving Into a new
phase of capitalism — what have variously been referred to as “al-
liance”, “collective”, and the “new” capitalism.*

2. Globalization, its meaning, and the reasons for its growth

There have already been a plethora of books, articl'es ?nd
newspaper stoties written on the nature and extent of globahza}tlon.
Of the various definitions of globalization, our own preference is for
the one given by Anthony McGrew, who in a jointly edited book
Globalization and the Nation States, published in 1992 (McGrew and

Lewis 1992, p. 23), writes:

Globalization sefers to the multiplicity of linkages and inierconnections
between the states and socleties which make up the present world system.
Tt describes the process by which events, decisions, and activif:ies' ifn ohe
part of the world come to have significant consequences for 1nd1‘v1duals
and communities in quite distant parts of the globe. Globalization has
two distinct phenomena: scope (ot stretching) and intensity (or deep-
ening). On the one hand, it defines a set of processes which embrace most
of the globe or which operate worldwide; the concept Fherefolte has: a
spatial connotation [...]. On the other hand it also implies an intensifi-
cation of the levels of interaction, interconnectedness or interdependence
between the states and societies which constitute the world community.
Accordingly, alongside the stretching goes a decpening of global pro-

CC85Cs,

In short, then, globalization is leading to the structural trans-
formation of firms and nations, and is creating new relationships 9tnd
new dependencies. Sometimes, the transformation fs primarily being
played out at a regional level, e.g. NATFTA, APEC and the European
Union; and sometimes it takes place at a global level. More. often than
not, however, the advantages of global or regional integration have: to
be set against the advantages of adapting products or production
processes to the particular needs of pational consumers or country

1 Gee, for example, Getlach (1992), Lazonick (1992) and Dunning (1994).
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specific supply capabilities. Hence, the coining of the term “gloc-
alization”.

The main causes of globalization are well known. We shall focus
on just two. The first is the pressure on producers — by consumers and
competitors alike — to continually innovate new products and to
upgrade the quality of existing goods and services, At the same time,
the escalating costs of research and development {R&D), coupled
with ever truncated product life cycles, are compelling firms both to
down-size the scope of their production, and to search for wider
markets. Moreover, as technological advances become more generic,
firms are increasingly finding that they need to combine their core
competencies with those of other firms, Hence, the emergence of
strategic alliances and inter-firm networks, to which we shall give
more attention later in the article,

‘The second cause of globalization — which in many ways is better
described as a removal of an obstacle — is the renaissance of market
oriented policies pursued by national governments and regional auth-
orities. In the last five years alone, more than thirty countries have
abandoned central planning as the main economic system of allo-
cating scarce resources, while over eighty countries have liberalized
their policies towards inward FDI. The privatization of state owned
enterprises, the liberalization of markets — especially for services —
and the removal of a host of structural distorting government regu-
lations, have al! worked to ease the cross-border movement of assets,
products and people both within MNEs and between independent
firms, or groups of firms of different nationality.

Underlying and reinforcing these two explanations for glob-
alization and fashioning its character, have been changes in the
organization of economic activity, At a micro level, these changes are
best exemplified by the emergence of a mote flexible, yet systemic,
approach to production, together with a growing appreciation by
firms of the need to form close and ongoing relationships with other
firms to fully captute the benefits of their own competitive advan-
tages. At a macro level, they mirror the changing costs and benefits of
the alternative modalities of allocating scarce resources; and, in par-
ticular, they reflect the demands being made by globalization on
national governments and supranational regimes.

Since we are in the midst of these tecno-economic and socio-
institutional changes, it is premature to judge either their extent or
their consequences for the woild economy. But the clues we have
been able to discern so far point to a very different path of economic
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development than the one we have experienced over the past half
century. ) o

With respect to the micro-otganization of business activity, the.re
are several forces at work which are leading firms to replace the For.dlst
or mass production system. First, improved living standards - particu-
laly in the Triad nations® — have caused consumers to reorient their
spending habits. There is a greater expectancy of fz}ult-free products,
continuous product improvement, and the innovation of new goqu
and services. At the same time, competitive pressures ate demanding
that firms reexamine their cost control procedutes, spanning all areas
of business activity, from inventories to manning levels and to adver-
tising budgets. Lean production is now the order of the day.

Second, the new technologies of the 1980s ancl 1990s, such as
computer aided design and manufacturing te'chmgues, and t'he
miniaturization of components, are not only enabling firms to exercise
more rigorous quality control, but are permitting them to make use of
multi-purpose machinery and equipment. o

Third, contemporary technological and orga'mzatlor.}al advar‘lces
are demanding a much closer synthesis, and more interactive learning,
between the innovatoty and production functions of the firm. Indfed,
in the words of two scholats (Kenney and Florida 1993, p. 303), “the
factoty itself is becoming a research laeratory ~ a setting for both
product and process innovation”. In this new environment, knqw-
ledge and intellectual labor are being mobilized on a collaborative
basis; and the skills, ideas and experience gf shop floor w_oﬂiers are
being actively tapped to raise product quality and product}vlty. Such
innovation driven production both facilitates the functlc?nal' inte-
gration of tasks and, more explicitly, socializes the organization of
production.

3. Modalities of globalization

Another distinctive feature of globalization is the impact on the
modes of undertaking cross-border business activity. For most of
modern industrial history, ie. since the third quarter of th:? e1g1‘1t~
centh century, arm’s length trade in goods, ser\{ices an.d financial
assets has been the main means of conducting international com-
merce. However, by 1914, FDI, which transfess a package of re-

2 L., which comptise the US, the European Union and Japan.
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sources and capabilities within the same firm, had already begun to
assume some importance in linking national economies — particularly
between the Metropolitan countries and their colonies, and between
North America and Western Europe. But, it was not unti! after the
second World War that FDI really took off as a mechanism for
delivering goods and services to foreign markets; and it has only been
since the 1980s that outbound MNE activity has become a significant
form of international economic activity by other than a few of the
advanced industtial economies.” It has also only been during the last
decade that world - and particularly the industrialized world — has
witnessed such an explosive growth in mergers and acquisitions
(M&As) and cooperative cross-border arrangements. Like FDI, such
Me&As and alliances are both a cause and a consequence of glob-
alization.

The following tables offer a few statistics which portray the
growth of international transactions; imter alia, they reveal that the
modality of these transactions have moved from those making for
shallow to those making for deep integration. First, consider Table 1,
The most noticeable feature of this table is that world trade, world
investment and the number of non-equity technology transfers and/or
cross-border associations have all increased at a faster rate than the
world GNP since 1980s.* FDI, in particular, rose extremely rapidly in
the second half of the 1980s. More recent data suggests that 1993 and
1994 saw a resurgence in FDI outflows, particulatly from the US and
some developing countries, e.g. China.” A separate set of data, set out
in Table 2, shows that, for the great majority of countties, the
significance of both trade and FDI to their domestic economies has
risen substantially over the last decade or more.

Next, we turn to the role of FDI and the role of MNEs in the
globalizing economy. Some critical statistics of the level and geo-
graphical composition of outbound and inbound FDI stocks are set
out in Tables 3 and 4. Table 5 makes some estimates of the role of
FDI compared with that of exports and licensing as a means of
servicing three leading industrial markets. Table ¢ presents some
“bullet” points about the main features of MNE activity; and Table 7

3 For further details the reader is invited to consalt Dunning (1993a) and UNCTAD
(1994).
4 Measured in SDRs, these growth rates would have been rather different; in par-

ticular, the FDI growth rates in the 1980s would have been lower, and those since 1990
highet,

7 See UNCTAD (1995),
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Indicator cutrent prices, : 1980 and 1992 1980 and 1991
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FDT outflows 171 3 24 -17 ~11 * 1980 | 1992 * 1980 | 1991
FDI outward stock 2,125" 5 11 10 6 1 |Netherlands 18.3 336 1 | Singapore 2069 | 1%6.72
) . 2 | Belgium/Luxembourg 3.2 23.6 2 | Hong Kong 1041 | 144,12
Salsf ,;;Ifé);elgn affilfates 4.800¢ e 15 13 - 3} Switzerland 18.1 22.0 3 | Belgium/Luxembourg 580 | 107,50
! 4 | United Kingdom 13.6 21.8 4 | Malaysia 44.9 90.52
Current gross domestic 9 4 5 5 |Canada 14.4 21.2 5 | Nethetlands 44.9 61.05
product at factor cost 23,300 2 6 {Malaysia 135 209 6 | Ireland 55,2 31.79
Gross domestic investment 5,120 0.4 10 4 3 7 | Australia 4.9 18.3 7 | Switzerdand 32.5 49,13
8 |Sweden 36 147 8 ] Taiwan . 46.81
Exports of goods and .
non-factor services 4,500¢ -02 13 3 - 9 [France 3.2 10,6 9 | Austria 27.3 46.42
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Royalty and fees receipts i 01 19 ; ’ i | Cail 17 | 99 || 11 Denmak 270 | 4503
Strategic alliances’ . 12 |Notway 1.2 5.2 12 | Thailand 235 43.70
{number) 3278 258 388 297 393 13 |South Aftica 134 9.0 13 |Hungary n.a. 39.22
& G ded th rate estimates, based on a semi-logatithmic regression equation. 14| Germany 33 8.6 14 | Portugal 32.0 38.65
b Jagounder growin ' 15 |Finland 12 8.2 15 |Caile na. | 3756
< Est.imated by extrapolating the worldwide seles of foreég% affiliates gf T.NCs f-{gmidfcift?:g&d];%{l s&:g‘c:ikthe .:: 16 |USA 5.8 7.7 16 | United Kingdom 325 17.44
. TIJ;;Lled States on the basis of the relative iinportance of these countries in worldw ] 17 | Veneruela 13 63 17 | Sweden 26.2 34.22
& 1982—.1985. 18 Thai]and 1.5 5.8 18 Venezuela 25.5 32,52
;{E high tec?niﬁﬁi’ sectofs, 19 |Ttaly 2.0 5.4 19 | Germany 23.2 32.48
& Average por anoum 19811992, 20 | Austria 2.6 52 || 20 |Kotea 342 | 3159
Sources: UNCTAD, Division en Transnational Corporations and Investment, based on International Monetary 21 |Hungary na. 4.2 31 | New Zealand 233 30,82
Fund, balénce—‘oﬂpayments tape, retiieved in April 1994; and wnpublished data provided by the World 22 |Japan 39 39 29 | Indonesia 234 30.07
Baok, International Economics Depattment. 73 | Crechoslovakia a 31 23 | France 18.9 9,94
. 24 | Canada 24.2 28.04
sets out the reasons for the fastest growing form of FDI in the 1980s, %5 | Gresce 550 | 2608
viz. by way of M&As. , 26 | Finland 28 | 2591
In reviewing these data, we would like to especially emphasize 27 | South Aftica 301 | 2477
seven pOil’ltS. 28 | Turkey 9.8 2333
29 | Pakistan 185 2351
1) Inbound and outbound FDI stocks as a percentage of the 50 | Tualy 25 | 2202
GDP of virtually all countries has substantially increased over the last 31 | Australia 143 | 2080
25 years; these data are, perhaps, the best indicators we have on the 32 | Spain 138 | 2071
« » 3 : 33 | Mexico 10.4 18.15
growth of “deep” integration. 34 | Japan 1 | 1359
2) Outbound FDI is still predominantly accounted for by the 35 |usa o1 | 1252

leading industrial countries, although such investment by some devel-

ST oping countties, noticeably Korea, Taiwan and China, is increasing * 1992/1991 ranklngs.
| : ETATAR | quite rapidly : Sources: World Economic Forom and IMEDE 1993; World Bank 1994; UNCTAD 1994; United Nations 1986.
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TABLE 5
ALTERNATIVE MODALITIES OF SERVICING
JAPANESE, UK. AND GERMAN MARKETS BY FIRMS

1589

Japan
Affiliate sales Exports Licensed sales Total
All industries (US$ bil.} 49.7 42.8 20.9 113.4
Per capita (US$) 403.7 347.7 169.8 921.2
% of total 43.8 377 18.4 100.0

United Kingdom

Affiliate sales Expotrts Licensed sales Total
All industries (US$ bil.) 125.3 20.8 3.2 1493
Per capita (USH) 2190.5 363.6 55.9 26100
% of total 83.9 13.9 2.1 100.0

Germany

Affiliate sales Exzpotts  Licensed sales Total
All industries (US$ bil.) 71.7 16.8 2.3 91.2
Per capita (US$) 1156.5 271.0 435 1471.0
% of total 78.6 18.4 3.0 100.0

Affiliate sales tepresent sales of US manufacturing affiliates {excluding exports) in the three countries.
Expotts represent all cxports to the three countries by all US frms (N.B. part of these may be included in affiliate

sales), i ) :
Licensed sales represent royalties and fees paid by unaffiliated Japanese, UK. or German firms to US firms
multiplied by 20 (it being assumed that royalties and fees were calculated as 5% of gross sales).

Sources: US Department of Commerce {1992 and 1993); Weinberg {1993),

3) The slowdown in FDI growth between 1990 and 1992 -
and this has been partially reversed in the last two years — was partly
cyclical, and reflected the recession in the US and Europe. Tt was also
partly a reflection of a sharp cut-back in Japanese FDI, which, inter
alia, was a reaction to the huge outflow of such FDI in the second
part of the 1980s, and to a less dynamic domestic economy.

4) For the reasons set out in Table 7, M&As were the major
form of FDI in the 1980s, but they were considerably fewer in the
early 1990s; 1993 and 1994 have, however, seen some resurgence in
M&A activity.
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T4aBLE 6

MULTINATIONAL ENTERPRISES AND THE GLOBAL ECONOMY
SOME FACTS 1992

— There were 35,000 MNEs (2,700 from developing countries) with 130,000 affiliates

{65,000 in developing countties).

FDI stock at the end of 1992 was $2 trillion. Of this amount, 68% was accounted for by
France, Germany, Japan, the United Kingdom and the US. Developing countries ac-
counted for ahout 3-5% of the wotldwide FDL

The sales of foreign affiliates of MNEs in 1992 was estimated to be $5,5 willion
{compared with $4,0 trillion of world exports). The slowdown in outbound direct
investment since 1990 has been mainly concentrated in the Tiiad countries and is
primarily the result of the falling profits earned on past FDI, and the “bursting of the
Japanese bubble” of cutbound FDI,

China was the leading developing country recipient of FDI flows in 1991 and 1992, Asia
received 56% of the total flows to developing countrles, and Latin America 36%.

The largest 1% of TNCs accounted for one-half of steck of FDI,

Wotldwide cross-botdet acquisitions accounted for 59% of FDI cutflows between 1986
and 1990, but only for about one-quarter In 1991 and 1592.

75-80% of all FDIT stock in 1992 was in sectors requiring sbove average human skill,
capital or technology intensity.

30-55% of all FDI in 1992 was in the tertiary (setvice) sector.

FDI and strategic alliances are growing faster than other forms of international trans-
actions.

Some 79% of the stock of inward investment at the end of 1992 was in developed
countries, theugh in 1991 and 1992 developing countries accounted for 28% of all new
FDI. Centtal and Eastetn Burope accounted for almost 3% of worldwide inflows of TDI
in 1992,

Over the period 1988-1992, FDI from privatization schemes amounted to over $3.2
Lillicn, or 43%, of the total FDI inflows to Central and Eastern Europe and $8,7 billion,
or 17%, of the total FDI inflows into developing countries.
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Taste 7

THE INTERNATIONAL BUSINESS ENVIRONMENT AND
MERGERS AND ACQUISITIONS IN THE 19803

Forces driving mergets and acquisitions

Application to cross-border mergers and acqui-
sitions

Growing competition, globalization and
favourable government policies

To achieve internationalization and geographical
market diversification and to increase market share
rapidly, firms prefer to engage in merger and acqui-
sitions as opposed to preenfield investments s a
fasier way o do so. Merger-friendly government
policies encouraged the wave of mergers and acqui-
sitions of the 1980s,

Higher efficiency in the face of growing
competition and globalization

To achieve scale economics and synergies in value-
adding activities, firms build integrated interna-
tional production networks aimed at improving ef-
fictency of the firms as a whole. Mergers and acqui-
sitions allow the speedy establishment of such net-
works.

Access to technology and reduced costs
of research and development

To gain access to new technology, share the tisks
and costs associated with technology development
and reduce the iime needed for product innovation,
TNCs may acquirs firms engaged in research and
development or merge with such firms to access
their technological capabilities.

Response to the Single Market pro-
gramme of the Buropean Community

The Single Markei programme created competitive
pressures, as well as opportunities for Eutopean
Community and third-country firms for metgers and
acquisitions aimed &t rationalizing production and
distribution of goods and services within the Euro-
pean Commumnity and increasing market share,

Availability of low-cost fnancing op-
tions after the financial liberalization of
the 1980s in many developed countries

To take advantage of the substantial growth in the
availability of credit, innovations in corporate
fAnance and the valuation of many companies below
break-up values,

New investment opportunities in devel-
oped countries during the boom petiod
in the second half of the 1980s

To take advantage of favourable investment oppot-
tunities created by econotnic growth to expand into
new markets or activities, Periods of economic
growth are also associated with a greater availability
of tavestible funds from corporate profits or loans
to finance mergers and acquisitions.

Source: UNCTAD (1994).
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5) ¥DI is strongly concentrated in high technology, infor-

mation intensive and growth oriented manufacturing and service sec-
tors.

(?) There has been a marked inctease in FDI activity in
developing countties since 1990. Partly, this reflects the robustness
and re_naissance of market oriented policies of many developing
countries, e,g. China and India; and pattly, the faster rate of growth
of' the leading inward investors, compared with that of other coun-
tries. Of the FDI flows directed to developing countries, in 1991 and
1992, China accounted for 17.1%, the rest of Asia for 39.9%¢ and
Latin America and the Caribbean for 36.2%.

7} The significance of both outbound and inbound FDI in the
globalizing economy varies considerably between countries, Table 5,
for example, shows that in 1989, the affiliates of US firms in Japan
accounted for only 43.8% of the foreign-related sales in Japan, com-
pared with 83.9% in the UK and 78.6% in Germany. "

Two other characteristics of the FDI of the last decade which are.

not demonstrated in the statistics just presented also need emphas-
izing. These are:

' (i) The primary motivation for the foreign activities of
firms has changed {rom that of secking markets and natural resources
to .t!:lat of exploiting domestic competitive advantages and of ac-
quiring additional resources and capabilities petceived necessary to
sustain and advance these competitive advantages, and

(ii} firms - particularly MNEs — are becoming more
pluralistic in their modes of capturing the benefits of globalization;
a‘nd Fhe way firms cootdinate (i.e, integrate) their trans-border :;mtivij
ties is an amalgam of hierarchical and cooperative capitalism.

These two latter features of contemporary business activity, as
well as those already identified — and especially the growth, of
strategic alliances — suggest that the role of FDI in the international
market economy is in the process of important change. For most of
the period of medern capitalism — whether FDI has been undertaken
to obtain natutal tesources and labot, to secure or protect markets, or
to promote a more cost effective distribution of its foreign activities —,

¢ India’s “approved” inward investment flows rose from a mini illion i
proved infscule $73 million in
1990 to $2,838 million in 1992. The “actual” FDI flows rose from $11.3 million 'm(i991

to $577 million in 1993.
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its main raison d'étre has been to exploit the core competencies of the
investing corporations, and to do so by internalizing cross-border
intermediate product markets. Spurred on by local market opportun-
ities, much of US direct investment in Europe in the 1960s and 1970s,
and of Japanese investment in Asia, Furope and the US in the eatly
1980s, was of this kind. For the most part, too, this FDI was of a
«stand alone” ot discrete character in the sense that its success was
judged mainly by the ability of the investing companies to exploit
their home-based competitive advantages and to coordinate related
intra-firm value activities across national boundaries.

Since around the mid-1980s, however, the same features which
have fostered globalization — and of these, technological advances
and the renaissance of the market system are, perhaps, the two most
important — have also impacted on both the motives and determi-
nants of MNE activity, and on the strategy of the investing firms.
Increasingly — and as reflected especially by the dramatic increases in
intra-Triad M&As - firms are expanding their territorial horizons, not
so much to exploit existing competitive advantages, but to protect of
enhance these advantages and their global market positions by ac-
quiring, or gaining access to, new resources and capabilities. In the
late 1980s, there was hardly a day when the financial press did not
report a new takeover of a US firm by a European firm — or vice versa
_, which was usually justified by the acquiring firm in terms of “the
need to strengthen our technological or product base vis 4 vis our
global competitors”; ot, “to rationalize our cross-border production
capabilities or to capturé new scale or synergistic economies”; or, “to
better access unfamiliar markets and distribution networks”.

The critical feature of strategic asset seeking FDI7 is that the -

acquiring firm in a takeover, or both partners in the case of a merger,
accepts (accept) that its (their) internal, ot stand-alone, resources
and capabilities are insufficient to sustain its (their) international
competitiveness, and that it (they) needs (need) to draw upon te-
sources and capabilities of ozber firms to achieve this goal. This is one
of the charactetistics of the emerging “collective”, “relational” or
“glfiance” capitalism of the 1990s, And, although by internalizing the
matkets for these resources and capabilities it would appear that
global hietarchies are being strengthened, this is not always the case.

7 Which is the fourth type of FDI, along with market secking, resource seeking and
efficiency seeking FDL
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This is because asset acquiring investment is frequently accompanied
by asset shedding, as firms have sought to concentrate on those
activities which (they perceive) will best protect or advance their core
competencies. Strategic asset acquiring investment fs, then, best re-
garded as an integral part of a restructuring of the resources and
capabilities of firms, and as a response to globalization,

' At the same time, it is becoming increasingly clear that FDI,
while a necessary condition, is not a sufficient condition for a suc-
Ces.sful global corporate strategy. Indeed, FDT is not always the most
efficient means of accessing foreign assets. Often, a firm does not
want to acquire all the assets of a foreign firm, but only those which
directly advance its competitive position. In such cases, the con-
clusion of inter-firm alliances to achieve a specific objective may be
Preferable to FDI. These alliances may serve as alternatives to vertical
integration; and sometimes to horizontal or lateral diversification.

Moreover, the shedding of value adding activities does not mean
that firms now rely more on arm’s length markets for the intermediate
products they buy or sell. More often than not, the market imperfec-
tions which promoted the internalization in the first place still re-
main; indeed, the strategic need to maintain an influence over the
quality and supply of inputs, or the processing of downstream activi-
ties, and the pace and direction of innovation in times of competitive
pressures, is even greater (Quinn and Hilmer 1994). So, in addition to
DI, firms have been engaging in a myriad of bilateral or multilateral
cooperative arrangements, in order to capture the economic benefits
which a “stand alone” strategy cannot achieve,

In practice, it is extremely difficult to assess the role of strategic
alliances as part of the internationalization process of firms — or
indeed, to value their outcome either from the perspective of thf;
participants or of the countries involved. Yet, it is important that
policy makers seeking to attract FDI - e.g. to upgrade their com-
petitiveness or to assist their own firms in capturing global markets —
should recognize that, in some cases, the objectives may just as well
be reached by the formation of cross-border alliances. Indeed, re-
search suggests that those countries whose governments have striven
to provide the right environment for alliance formation — e.g. Japan,

Korea and Tatwan — are often also those which do best in the global
economy.
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While there are many reasons why firms conclude alliances with
other firms? the great majority of those concluded over the past
decade have been for four main teasons. These are:

1) to acquire new product or process technologies and organ-
izational competencies — and especially those perceived necessary to
advance the core competence of the acquiring firms;

2) to spread the risks of high capital outlays, or reduce the
time of product development;

3) to capture the economies of synergy or scale, and
4) to gain access to new markets or distribution channels.

Tt should be observed that each of these motives runs parallel to
strategic asset acquiring FDI (see Table 7).

As might be supposed, cross-border alliances — like FDI ~ are
concentrated in particular industrial sectors; and, in the main, these
are similar to those in which FDI is concentrated (e.g. the dynamic
technology and information intensive product and service sectots).

Of coutse, cross-border strategic alliances are not the only form
of cooperative arrangements. These range from very specific technical
service and subcontracting agreements, to less formal - but no less
significant — modes of inter-firm cooperation found in business or
industrial districts, and also to keiretsu-type relationships. But,
although the type of atrangements vary, all represent a kind of
quasi-internalization of cross-border assets and should be considered
as an integral part of the total portfolio of the firm’s assets,

We believe that asset acquiring FDI and cooperative arrange-
ments are key features of the contemporaty global economy and of
alliance capitalism; and that, while the first is primarily a response of
Western nations to the demands of the global marketplace, the
second is ptimarily an East Asian response. But there is plenty of
casual evidence to suggest that both forms of corporate restructuring
are now spreading throughout the industrialized world - and
throughout parts of the industrializing world as well.?

8 See Dunaing (1993a), chapter 9, in particular p. 250,

® The exception is that strategic asset acquiting FDI is still very limited in Japan —
not so much by legal restrictions as by less tangible entry barriers, e.g. to do with business
customs and practices, and keiretsu relations in Japan.
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4. FDI and globalization

Let us now draw together the main threads of this article. Where
it has been permitted and where it has been in response to market
forces, FDI - like trade — has had a generally positive effect on both
economic growth and the international division of labor. The relation-
ship between trade, FDI and cross-border cooperative ventures is
ambivalent. In some cases — e.g. in response to barriers to trade — FDI
may be a substitute for trade; in others — e.g. in most natural resource
based and efficiency seeking investment — it is likely to be trade
enhancing. For the most part, and until recently, FDI and cooperative
atrangements have been regarded as substitutes for each other; with
the latter often being regarded as a second best alternative to FDL

In today’s globalizing economy, however, and with the emerg-
ence of alliance capitalism, FDI and trade ate becoming more comp-
lementary and suppottive of each other. This new trend is particularly
well demonstrated by the activities of the large MNEs in the industri-
alized countties; and governments do well to recognize this fact in the
formation of their policies towards trade, FDI, innovation and comn-
petition — which, all too often, are conceived and implemented in
isolation of each other. We have argued that FDI is one of the
deepest forms of structural integration between countties; for, not
only are the resources and capabilities of one country transferred to
that of another, but their use — as well as that of the complementary
assets of the recipient country ~ is controlled, or influenced, by the
gransferring firms, Thus, the motives for FDI, and the conditions
under which it is undertaken, are, through the “embedded” factor,
likely to determine its impact.

As this century draws to a close, it is clear that MNE activity -
which comprises a composite of FDI, collaborative agreements and
trade — can be divided into two categories. The first is traditional
value added activity designed to exploit the existing resources and
capabilities of firms. This is to combine these with foreign location
bound resoutces in order to service markets more efficiently than is
possible by using alternative means. Existing theoties and paradigms
of FDI generally explain this kind of activity quite well. This tra-
ditional type of MNE activity is likely to continue to take place,
especially in the low to middle income developing countries, and by
first-time and smaller MNEs., However, it is being increasingly sup-
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plemented by the formation of cross-border alliances and networks -
particularly by firms from countries which lack the necessary physical,
legal or commercial infrastructure to pursue “stand alone” FDI
strategy (e.g. China and the erstwhile Communist countries).

The second kind of MNE activity is more difficult to get a
handle on, and, in many respects, mirrors the maturation of the large
domestic firm. Tt is very much a creature of the cutrent generation of
technological advances, and of alliance capitalism. lts main impetus is
to protect the existing market shares of the investing firms by cost
reducing and innovation, and also to gain access to new markets. We
have called such MNE activity strategic assets seeking, and have
asserted that it comprises both cross-border M&As, and vertical and
horizontal inter-firm alliances and networks. Up to now, as we have
said, such activity is mainly confined within the industrialized world;
but in the future, it may well embrace MNEs from the more advanced
developing countries — and, particulatly, we suspect, those in East
Asia.

On the face of it, this second kind of MNE activity involves even
deeper global interdependence than the first. This is because it often
trans-nationalizes the ownership of national firms, and transfers the
seat of control of such activities from where they are undertaken to
another country. In doing so, this kind of FDI is more likely to
substitute for domestic investment than the first kind. It also makes
the “Who is us” question posed by the US Secretaty of State Robert
Reich some years ago'® more difficult to answer.

Finally, alliance capitalism and strategic asset acquiring cross-
border activity poses new challenges for national governments and
sopranational agencies — not to mention scholars, as they seek to
better understand the causes and effects of FDI. The key issue is
whether such activity promotes static and dynamic efficiency, by
promoting synergistic economies, reducing information asymmetries,
sharing the risks of innovatory activity and promoting long-term
comparative advantages; of, whether it reduces competition by in-
creasing the concentration of economic power and inhibiting a
country’s dynamic comparative advantage, To put the matter another
way, do joint ventures, keiretsu-type relationships and networks re-
duce endemic market failure, or do they increase structural matket
failure? Answers to these questions, and the policy response to them,

10 See Reich (1990}
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will determine both the extent and pattern of the globalization of
economic activity, and its impact on the economic welfare of the
participating countries,

5. A policy footnote

This article has argued that globalization is leading to a closer
structural integration of the world economy; and that FDI and
cross-border inter-firm alliances are the main vehicles by which this is
being accomplished.

If this diagnosis is cortect, it follows that just as GATT and
related supranational regimes were (and are) necessary to ensure a
level playing field for international trade, so similar instruments will
be required to ensure that MNE related activities fulfil their proper
function in making for a better international allocation of the globe’s
resources and capabilities. According to Sir Leon Brittan of the
European Commission, investment liberalization should be at the top
of the agenda of the OECD, the WTO, the UNCTAD, and, indeed,
the G7 Summit. In his words “the levelling of the worldwide playing
field for investors is in the interest of all our societies” (Brittan
1995).
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