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CHAPTER I

INTRODUCTION

This thesis will attempt to show that, although it

is in the interest of regional common markets to regulate

foreign direct investment, such regulation probably will

be unsuccessful. Research sources used were documents

published by the respective common markets, United States

government documents, United Nations publications, books,

and articles from political science and business journals.

Regional Markets and The

Multinational

The regional common market concept is not new; as

early as 1924, British East African territories were form-

ing a regional customs union and a common services organi-

zation. The European Economic Community was founded in

1958, and the Andean market was begun in 1969. The ideal

of economic integration and eventual political unity is

also not new, but a relatively recent phenomenon challenges

the efficaciousness of the common market to serve the eco-

nomic goals of its members: the growth of the multinational

corporation.

The multinational corporation is defined here as any

business enterprise which has ownership, management,

1
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marketing, and production extending over several national

jurisdictions. This is the general definition of multi-

nationals as it is used in the literature. Robert Gilpin

defined multinationals in a more descriptive way in his

book, U.S. Power and the Multinational Corporation:

A multinational corporation is essentially a
corporation that invests in other countries for a
variety of reasons: to have access to a foreign
market, to secure foreign sources of supply, or to
have the benefit of lower cost production or lower
taxes, for example. Market-oriented investment
accounts for nearly 90 per cent of foreign direct
investment in manufacturing.1

Multinationals plan marketing strategy and make corporate

decisions with a global, rather than a national, outlook.

Serious problems stem from this definition of global enter-

prises that complicate research, however, Not all corporate

enterprises that invest abroad are multinational in the

sense described above, even though such corporations may

own several subsidiaries in various countries. Howard

Perlmutter's study of multinational executives concluded

that three types of global corporations exist: ethnocentric,

polycentric, and geocentric. Ethnocentric corporate exe-

cutives are home-state oriented; polycentric executives are

sensitive to host-state needs, whereas executives with a

geocentric attitude are "global" in outlook. Perlmutter

contended that only the third type of corporation qualified

tRobert Gilpin, U.S. Power and the Multinational Cor-poration: The Political Econ of Forein Direct Invest-
ment (New York,1975),7p. 9.
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as a multinational corporation as defined earlier.2  Since

not all executives take the attitude that "the world is my

oyster," difficulties exist in determining the scope of

the problem presented by the growth of the multinationals,

as well as in determining whether the criticisms:made

against them are valid.

The Case Against the Multinationals

National governments are uneasy over what they suspect

is a transfer of loyalty from the welfare of a national eco-

nomy to the global profits of a corporation by corporate

leaders. The controversy is partly generated by the fact

that multinational enterprises do not answer to any one

government authority for the activities of all its subsi-

diaries: a situation that encourages anxiety in nations

striving to direct and increase their economic welfare.3

Justifiably or not, nations perceive multinationals as a

threat to national economic planning and control. Raymond

Vernon summarized the government viewpoint in his book, The

Economic and Political Conseguences of the Multinational

Enterprise:

Basing their reaction on an amalgam of fact,
fear, and fancy . . . many governments view the

2Howard Perlmutter, "The Tortuous Evolution of the
Multinational Corporation," Columbia Journal of World Bus-
iness, IV (January-February,19 9), 948

3Raymond Vernon, Storm Over the Multinationals: The
Real Issues (Cambridge, 1977), pp~1-5.
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multinational enterprise with a sense of acute
discomfort, Few governments would be able to
say precisely how and when they expect the
global interests of the enterprise to conflict
with the national interests of the economy: many
of the illustrations that are used to document the
fear are patently exceptional or farfetched.
But as long as the multinational corporation has
the power . . . to dry up technology or export
the technicians or drain off capital or reduce
production or shift proftis or alter prices or
allocate export markts, ther is . . . a tension
associated with its presence.

Vernon described in a nutshell some of the crucial issues

concerning multinationals that need to be explained in

further detail. Developing nations heavily rely on multi-

national corporate investment for the development of new

technology. Advanced nations of Western Europe also rely

on foreign investment for the development of technologically

advanced industries, a situation that encourages fears

that the host nation's future rests in the hands of foreign

firms whose goal is to maintain their markets, not to

stimulate local competition. The issue of technological

dominance is important because the profitability of industry

is linked with the development of new products, processes

in manufacturing, and markets. If foreign firms dominate

new, sophisticated industry--an example would be the computer

industry--then most of the profits would go to the multi-

national. More important, multinational dominance of

technology results in little spillover of the new technology

4Raymond Vernon, The Economic and Political Consequences
of the Multinational Enterprise: An Anthology (Boston, 1972),
p. 12.
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into other industries in the local market, a particularly

disturbing fact to lesser developed countries.

Both advanced and underdeveloped nations cite the

multinational as the culprit in the controversy over the

transfer of technology from developed to underdeveloped

countries. Host nations accuse multinationals of deliberatly

keeping research and development plus the most sophisticated

technology in the advanced nations--the home of most

multinationals. From the home state's point of view,

multinationals are a threat because they do export tech-

nology to nations that eventually could become competitors

in technology-related industries. The politically signi-

ficant question relates to perception: from the home state's

viewpoint, massive transfer of any relatively recent tech-

nology is too much; from the host state's viewpoint,

transfer of any technology which is not the most advanced

is seen as an attempt to keep host states dependent.

Vernon mentioned in his summation that multinationals

are accused of draining off local capital in host countries.

A source of irritation for many government officials in

underdeveloped nations is the practice by foreign investors

of borrowing money from local financial institutions rather

than bringing in needed capital from abroad. By borrowing

on the local market, multinationals reduce the amount of

money available to local business.5 Home states are concerned

5Louis Turner, Multinational Companies and the Third
World (New York, 197_377p.68.~~~



6

about the large pools of capital available to multinationals

at the international level from multinational banks- and

the Eurodollar market. The multinational's access to,

for practical purposes, an unlimited source of capital,aAllows

them to remain unencumbered by national efforts to apply

Keynesian policies to control the economy.

National governments, always anxious to benefit as

much as possible from resident business activity, are

angered by what they believe is the multinational's prac-

tice of allocating export markets and shifting profits among

its subsidiaries. Some nations have charged that the prac-

tice of shifting profits among subsidiaries is a ploy to

avoid paying high taxes in some countries.

Adverse effects on the balance of payments of a given

nation by multinational activity is another sore point of

contention between governments and multinationals. Under-

developed nations claim that multinationals keep the third

world in a state of dependence because the companies fail

to establish export-related industries in lesser developed

nations; extractive industries only exaggerate third world

dependence on developed nation markets for capital. Home

states accuse multinationals of "exporting jobs" by locating

industry abroad. In addition, the increasing use of for-

eign subsidiaries to make the final assembly of products

allows the multinationals to evade import duties and,

subsequently, to reduce the home state's exports.6

6Raymond Vernon, Sovereinty at Ba The Multinational
Spread df U.S. Enterprises (New York, 1971), pp. 162-163.
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Another powerful argument against the multinationals

was suggested by Ronald Muller, who wrote that the multi-

national enterprise negates national efforts to control

the economy and causes the phenomenon of stagflation. His

argument centers around the fact that multinationals are

largely unaffected by restriction of credit. Because of

their access to capital and their use of intra-corporate

transfers among parents and subsidiaries, multinationals

bypass the market and reduce the market's function of

.generating price signals.7

The Case for the Multinational Corporation

The major problem with research on the multinational

corporation--from private scholarly articles to publica-

tions of the United Nations Centre for the Study of Trans-

national Corporations--is the lack of relevant data

available on the crucial issues. The corporations them-

selves are the only source of the information that is

needed to verify, or at least to support, some of the

charges that have been made against the multinationals.

Without data from the corporations themselves, it is

impossible to prove that multinationals are allocating

export markets or shifting profits, and the degree of

intra-corporate transfers cannot be estimated. Because of

7Ronald Muller, "A Qualifying and Dissenting View of
the Multinational Corporation," Global Compani'es; The Poli-
tical Economy of World Business, edited by George Ball
(Englewood Cliffs, 1975), pp. 30-31.
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the lack of data, three of the most damaging arguments

against the multinational cannot be proven, and remain

only speculative.

Sufficient evidence has not been brought forward to

prove multinationals guilty of some of the shadier acti-

vities of which they have been accused. As a result of

the data shortage, multinationals have been accused of

everyti they iht be doing in their given position,

but which no one has proved they are doing.

The claim that multinationals damage home states'

balance of payments position--that they "export jobs"--is

made on the assumption that goods produced abroad by the

subsidiary would have been produced in the home state and

exported if the multinational had not invested overseas.8

This assumption may not be justified; home states would

not be injured by foreign direct investment if the invest-

ment were in the production and marketing of a product which

had been outdated or saturated in the domestic market of

the home country. For example, if the United States has

reached its maximum capacity to absorb a certain type

of tractor, the manufacturer of tractors must either rein-

vest in research and development to create a better tractor

in a competitive and already saturated market, an action

that entails risk-taking, or produce and market his tractors

8Vernon, Sovrignt at Bay, p. 163.
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abroad in a country which has no tractors. Investment

abroad helps the manufacturer to extend the "life" of

his product. Of course, such an action does drain the

home country of capital which might have gone into re-

search and development: if not into tractors, then into

something else. The home state is injured by the diver-

sion of capital from development of new products and tech-

nologies to investment abroad if one assumes that all the

money that goes into foreign direct investment would have

been invested in constructive research and development, and

new industries in the home state. It could be argued,

though, that by investment abroad and by the extension of

existing products, multinationals make more profits which

then can be put into research and development. In any

case, the assumption that all money invested abroad could

be invested in the home state does not apply to companies

involved in extractive industries; these companies must go

to the natural resources--land cannot be moved.

Multinationals usually do not bring the most advanced

technology to third world nations, and little spillover

of their technology occurs, but the multinationals at least

do bring some technology. Raymond Vernon suggested that

multinationals mobilize local resources and stimulate the

local economy. The mobilization of the local economy

offsets some of the captial drain multinationals create.9

9Ibid., p. 171.
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The growing interdependence of the world economy may

be partially responsible for the sudden fears of nations

over their economic sovereignty. Due to the pattern of

"coordination, consultation, and commitment . . . the free-

dom of economic action on the part of advanced nations is

materially qualified."10 Times of economic stress heighten

the fears and protectionist sentiments of government leaders

who become frustrated by the restrictions their international

commitments place on them. Two economists believed that

in some instances, multinational corporations invite attack

"primarily because they are the most visible manifestations

of the limits on national autonomy imposed by the global

political economy . . . multinationals are tangible and al-

most irresistible targets of discontent.""

Economic interdependence is not the only restraining

factor on national economic autonomy. Political commit-

ments and military alliances like those between the United

States and Japan also prevent "beggar-thy-neighbor" policies

and restrict the range of policy alternatives available to

nations facing rising balance of trade deficits and plum-

meting currency exchange rates.

1 0 Vernon, The Economic and Political Consequences,

11David H. Blake and Robert S. Walters, The Politicsof Global Economic Relations (Englewood Cliffs,71976), p.
1-25-.
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Conflict Over the Multinationals:

Evaluation

The problems associated with the spread of the multi-

national enterprise are cognitive as well as genuine. Eco-

nomic interdependence, coupled with growing economic dislo-

cations in national economies in the 1970s, has heightened

protectionist sentiments and fears. It is easy to blame

the multinational for these disruptions in the world eco-

nomy; Ronald Muller has even hypothesized that the advent

of the multinational corporation has changed the advanced

Western market economies into post-market economies. How-

ever, one should note that concern over the multinational

corporation has coincided with the years when the.Arab oil

cartel became an important political and economic actor in

the global political economy. These were also the years in

which the Bretton Woods system disintegrated and was not re-

placed with another established economic order. Just how

the multinational corporation ties in with these economic

changes is uncertain, but the impact these changes have had

on the multinational corporation's image has been profound.

Nowhere is the multinational's image more tarnished

than on the balance of payments issue. Multinational com-

panies are capable of damaging everyone's balance of payments

position in a variety of ways. Foreign investment generally

has been assumed to aid the nation that receives the invest-

ment, but if the investment is channeled into factories
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which simply finish the assemblage of a particular pro-

duct, it is logical to conclude that the goods produced

by the subsidiary are destined only for the domestic mar-

ket of the host country. In such a case, the investment

would not help the host country's balance of payments posi-

tion but would provide competition with its domestic industry.

Thus, the host country could lose two ways.

On the other hand, home states can also be hurt. If

a multinational establishes a "final assemblying" plant

in a host country, the home state looses the income it could

have gotten bytrading the finished product. Of course,

less investment in research and development, and less new

investment in domestic industry could also eventually damage

the home country's position.

If multinationals establish subsidiaries that market

products that are already saturated on the home market,

then such investment would increase capital to the home

nation and harm the host state by its capture of a market

which could have be available to a local manufacturer.

Alternatively, the continuation of "old" products could

prevent investors from putting money into new research and

development, a situation that could in the long run harm

the home state.

The balance of payments controversy is a good illustration

df the ambiguities attendant with national fears over the

multinational. Dozens of cases could be marshalled to
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support all of the contentions listed above. How can this

be so?

The greatest pitfall in studies of the multinational

corporation is the assumption that multinationals are homo-

geneous: that they behave in similar ways, that they operate

with similar global strategies, and that somehow every eva-

sion of national policies to redress trade inbalances is

deliberate and conspiratorial. The fact that "the" multi-

national seems to adversely affect national balance of

payments positions at times should remind us that the multi-

national phenomenon is composed of a variety of industries:

extractive, oligopolistic, competitive, market-oriented,

production-oriented companies that have differing structures

and contrasting goals. The oil industry could be described

as oligopolistic, but other multinational companies--lik.-

those involved in manufacturing--are much more competitive,

with smaller multinationals successfully holding their own

against larger companies. Ironically, the laissez-faire

solution to the power of big business--competition--might

be the most workable solution to the problems that stem

from the multinational corporation's superior bargaining

position with third world countries. The increased compe-

tition might make multinationals more inclined to accept

national regulation of their activities than they other-

wise would be.

The heteogeneity of multinationals is not simply a

matter of the structure and orientation of the industry;
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the attitude of executives is significant, too. Perl-

mutter's study of executive's concludes that not all

multinationals operate with a global strategy. If he is

correct in his findings, then the problem of studying the

multinational as a global phenomenon is confronted with a

serious problem: how do we determine the scope of the

subject we are studying? Multinationals may extend beyond

national boundaries, but how many of them operate with a

global strategy? Which industries damage whose balance

of payments positions? Are national fears over the transfer

of technology justifiable or are they mere paranoia?

Due to the lack of data, the diversity of the "multi-

national,' and differing national perceptions, any attempt

to balance or quantify the gains and losses that result from

foreign direct investment kould-be futile. Regardless of

any empirical finding concerning the impact of the multi-

national on, say, technology transfer, national governments

and equally suspicious scholars would probably continue to

cling to their own beliefs about the threat df the multi-

national. The most severe problem is that of perception:

multinationals do have wealth, resources, and technology--all

resources of power--and governments will ineVitably be wary

of them.

The issue of the transfer of technology is a good case

in point. Because of the diversity of the industry, it is

true that multinationals are draining technology from the
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more advanced nations, yet it is also true that lesser

developed countries are not catching up in the technology

race; they are still structured into underdevelopment in

the world economy. Since multinationals command a large

portion of industrial technology, they are targets of dis-

content. National prosperity in part depends on new

technology in order to ram'inoorbecomme'ittenattinalgy

competitive in the world economy. Moreover, economic

strength is a source of power in international political

relations as well; hence, the "technology race" could be

just as crucial to national security in the long run as

military strength. Given this situation, national leaders

are understandibly apprehensive about an independent inter-

national actor--the multinational corporation--and its impact

on national prosperity.

Regionalism and Neo-Mercantilism

The fall of the Bretton Woods system in 1971 marked

the beginning of a decade of economic uncertainty and

recession for developed nations. The international:pre-

disposition toward multilateral free trade that was dominant

at the same time that multinationals came of age, gradually

gave way to increased inclination toward protectionism and

neo-mercantilism. Regional economic organizations that

were originally created with political motivations for

unity and with the commitment to free trade have come to

emphasize the aspect of regional protection vis-a-vis the

outside world.
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The advantage of the regional market as a compromise

between free trade and protectionism may be eroded by the

growth of the multinational corporation.1 2 Herbert Grubel's

analysis that "in the real world where balance of payments

and adjustment problems are important real consequences of

trade liberalization, it may be welfare maximizing to form

regional customs unions rather than to move toward free

trade unilaterally or even multilaterally through world-wide

negotiations"'hoes not consider the impact multinationals

have on regional common markets. The economic rationale

supporting the creation of the common market is that it

expands the market for domestic industry of its members--the

advantage of free trade--while it protects the industry from

outside competition--the advantage of protectionism. Multi-

nationals that establish subsidiaries in member states of

a common market have access to the enlarged market and

provide tough competition for resident industry, thus

negating the protectioist function of the common market.

12Economist Herbert Grubel defined a free trade area
as an area in which participating countries removed intra-
area obstacles to free trade but retained their national
barriers to trade against the rest of the world. He de-
fined a customs union as an area in which obstacles to free
trade among member countries were removed and trade policies
toward the rest of the world were harmonized. A common
market has the attributes of a customs union, but it also
provides for the removal of obstacles to the free movement
of labor and capital, i.e., factor mobility is permitted.
Herbert Grubel, International Economics, The Irwin Series
in Economics (Homewood, 1977), p. 583.

13Ibid. , p. 601.
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In several common markets, the problem of multinational

dominance is severe since, with superior organization and

resources, multinationals are better equipped to compete

in production and marketing. Increasingly, multinationals

are able to edge domestic regional industries out of their

own markets. Jean-Jacques Servan-Schreiber conjectured the

impact ofiforeign direct investment in the European Economic

Community in 1967 when he wrote that "fifteen years from

now it is quite possible that the world's third greatest

industrial power, just after the United States and Russia,

14
will not be Europe but American industry in Europe." In

underdeveloped countries, especially in Latin America, multi-

national control of extra.tive industries which profit

from the exploitation of a natural resource--like oil,

tin, copper, and other raw materials--wounds national pride.

Furthermore, underdeveloped nations are concerned that the

path of economic development and growth is largely deter-

mined for them by multinationals, since underdeveloped

nations heavily rely on foreign investment for capital and

the growth of new industry.

Regional markets, whether created for protectionism,

economic growth, or development, are based on the assump-

tion that member states are best served by protectionism

rather than by free trade. This paper will not debate

14Jean-Jacques Servan-Schreiber, The American Challenge

(New York, 1968), p. 3.
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the validity of this assumption: since regional markets

were created with protectionism in mind, the crucial point

for this paper is how well regional markets can achieve

their goal with the multinational corporation on the scene.

The global spread of multinational corporation makes it

impossible for a regional market to control the entire

multinational network of subsidiaries: they must concern

themselves with how effectively their part of the multi-

national can be regulated so that it serves the goals of

the regional organization.

Regulatory Goals

The approach and scope of regulatory codes directed

at the multinational are as varied and numerous as the

common markets themselves. As was stated earlier, regu-

tion of the multinational is primarily a political need:

therefore the nature and direction of regional regulation

depends upon the region's perception of foreign direct

investment and the region's own political and economic

goals. Underdeveloped countries would perhaps wish to

design codes that would encourage foreign direct invest-

ment in areas that would promote economic development, or

that might discourage foreign investment if it conflicted

with the political goal of socialist development. Regard-

less of the differences among the regional organizations

however, the political need to regulate multinationals is
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present in all the markets.

A second goal of such a code would probably be the

nourishment of domestic industry. As a means to this end,

regional markets would also probably wish to guard against

restrictive business practices. Finally, both developed

and underdeveloped nations would unquestionably want to

further their own economic prosperity and control the

direction of their economic development. In addition,

home states may want to exercise oversight over the

behavior of their own multinational companies abroad.

The regional common market has an advantage in imposing

regulatory codes on incoming investment which an individual

nation may not have: a large consumer market. Multinationals

are more likely to invest in a regional common market

area even with a regulatory code if the benefits are

great enough,

In examining regional common market regulatory

attempts, four relationships need to be kept in mind:

the interaction of member nations with one another,

the interaction of the regional market with the outside

world and the pressures of economic competition this

places on the region, the interaction of the multinational

with the regional organization, and the interaction of

the multinational with individual members of the common

market. In addition, the purpose of each market's regulatory

code -should be remembered. The cost of regulation, too,
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is an important factor in weighing the success of a

foreign investment code.15

Three common markets have struggled with the creation

of regulatory codes and have had varying degrees of success

in implementing them. Let us first turn to the oldest

of these markets: the East African Community.

15The "cost" associated with regulation varies. The
political cost, as well as the economic cost of losing
investment, should be considered. Even from a practical
viewpoint, the actual cost of regulation needs to be con-
sidered, since extensive regulation of any kind of business
activity could become expensive. This point was illustrated
by the United States Assistant Secretary of Commerce, who
said in 1978 that the Carter Administration was able to
save over 150 million dollars by the elimination of what
he called "unnecessary regulation." Jerry J. Jasinowski,
United States Assistant Secretary of Commerce for Policy,
"Economic Policies of the Carter Administration," Key-
note Address given at the Leadership Symposium of the
Center for the Study of the Presidency,(Springfield, Ill.,
November 4, 1978).



CHAPTER II

THE EAST AFRICAN COMMUNITY

The long history of economic cooperation in East

African ended in 1977 when the East African Community

was disbanded. Created in 1967, the Community encompassed

the East African Common Market and the East African Common

Services Organization that had been in existence since 1948.1

The Community was composed of three predominately ag-

ricultural nations: Kenya, Uganda, and Tanzania. Kenya

is the most developed of the three due to its healthy manu-

facturing and service industries.2 The current gross domestic

product for the area is impossible to estimate without figures

on the Ugandan economy, and unfortunately, this information

is not available in either United States or United Nations

publications since Idi Amin's takeover of Uganda in 1971.

Based on 1969 figures, Uganda's gross domestic product

lies somewhere between the figures available on Kenya and

Tanzania.3

The United States Department of Commerce reported in

1977 that the combined gross domestic product for Kenya and

1J.S. Nye, Pan-Africanism and East African Integration
(Cambridge, 196 5)7pp. 84-94.

2 Peter Robson and D.A. Lury, The Economies of Africa'
(Evanston, 1969), pp. 316 and 317.

31bid.

21
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Tanzania was about five and a half billion dollars. Figures

of the area's gross domestic product as indicators of national

income may be misleading since all the area's national

economies derive from 40 to 60 per cent of their national

incomes from exports, which are not represented in gross

domestic product figures. However, the gross domestic

product figure is used here because it gives an indication

of the amount of wealth that is generated internally. By

comparing the gross domestic product figure with figures

on the amount of foreign direct investment, it should be

possible to get an idea of how much of the area's market

is dominated by foreign investment.

Table I gives the per capita and total gross domestic

product for Tanzania and Uganda. The total gross domestic

product figure is in millions of United States dollars.

TABLE I

TOTAL AND PER CAPITA GROSS DOMESTIC PRODUCT*
IN THE EAST AFRICAN COMMUNITY**

Country Total Per Capita

Tanzania 2397 161
Kenya 3008 217
Uganda n.a. n.a.

Total 5405 378

*Source: United States Department of Commerce, 1977.
**Total gross domestic product figures in millions

of United States dollars.
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The total gross domestic product for the area does not seem

great enough to warrant the cost required,,to maintain.

the common market and the common services organization, but

the history of East Africa and a powerful unifying ideo-

logy both worked to encourage the respective governments

of the area to keep and nourish the East African Community.

All three of these common markets--the East African, the

European, and the Andean--are primarily political products

of their regions' history and ideology. It is important

to relate briefly how these factors have shaped the common

markets and particularly how they have influenced the

regions' attitude toward regulation of foreign direct

investment.

Regionalism in East Africa

The movement favoring the establishment of a regional

common market was begun as early as 1924, when resident

European settlers in the British colonies of Tanganyika,

Kenya, and Uganda suggested that the East African territories

should be unified.1' The settlers wanted to create an East

African federation composed of the territories of Kenya,

Uganda, Tanganyika, Zanzibar, Nyasaland, and North-Eastern

Rhodesia, but they were unsuccessful.5

4Nye, Pan-Africanism, pp. 86-91.

5House of Common Debates: United Kingdom, "Motion on
Coordination of East African Territories," reprinted in Politics
of Integration: An East African Documentary, edited by Donald
Rothchild7(Nairobi, 1968), p. 19.
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In 1932, the British did establish a permanent secre-

tariat and an annual meeting of the territorial governors

to "deal with matters of common interest in East Africa."6

The matters of common interest included the establishment

and operation of a common services organization and a region-

al common market. By 1939, the East African territories

shared common services in the areas of "defense, posts

and telegraphs, customs and excise, (sic), income tax,

meteorology, civil aviation, air transport, statistics,

currency, research, and higher education."7 The region

also had a common monetary unit.

The British Colonial Office replaced the Governor's

Conference system with a more extensive organizational

structure in 1947.8 In addition to organizational changes,

a Central Legislative Assembly for the three territories

was created.9  Commenting on the British colonial policy,

J.S. Nye has observed that the East African common market

"rested not on an elaborate treaty, but solely on admini-

strative practice "10

6"East Africa, Report of the Economic and Fiscal
Commission: Sir Jeremy Raisman, Chairman, reprinted in
Politics of Integration: An East African Documentary,
edited by Donald Rothchild (Nairobi, 1968), pp. 184-199.

7 Ibid. 8 Ibid. 9 Ibid.

10Nye, Pan-Africanism, p. 141.
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The common market and common services organization were

begun under British colonial rule" and were continued12

by the three nations after they became independent.13

The three nations' attempt to form a political union

in 1963 failed, but the common services and market remained

in force until 1967, when they were incorporated into the

new East African Community.

Ideology and East African Integration

Why did the nationalistic leaders of the new East

African nations choose to continue the common market begun

by their former conquerors? Evidence indicates that the

leaders recognized the benefits that economic cooperation

11Colin Leys and Peter Robson, Federation in East Africa:
Opportunities and Problems (Nairobi,1963), p. 3.

12The East African Common Services Organization was
created in 1961 while the territories were still under
British colonial rule and was continued after the member
nations became independent. Ibid., p. 34.

13Uganda became an independent nation on October 9,
1962. Four traditional kingdoms enjoyed semi-autonomous
rule in the country's federal system until 1967, when Dr.
Milton Obote led a successful coup and established a one-
party socialist state and a unitary government. In 1971,
Idi Amin Dada overthrew Obote and imposed a one-man mili-
tary dictatorship on the country. Tanganyika became inde-
pendent in 1961; the island of Zanzibar gained independence
in 1963. The two countries merged in April, 1964, to
form the present state of Tanzania. Julius Nyerere has
served as President of the one-party socialist state since
1964. Kenya became independent in December, 1963, with
Jomo Kenyatta serving as President until his death in
1978. Daniel Arap Moi is currently President. From
Arthur S. Banks, editor, The Political Handbook of the
World: 1978 (New York, 1978), pp. 253, 418, 435.
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brought to the area.14 The ideology of Pan-Africanism

was another powerful motivation influencing the national

leaders to support regionalism. Pan-Africanism provided

the needed cohesion among socialitic Tanzania and Uganda,

and capitalistic Kenya. East African leaders shared at

least ten major ideas about what Pan-Africanism was, but

the most important of these ideas was unity.1 5 East Africa's

recent past was viewed as a history of oppression that

had been successful because the Europeans had "balkanized"

Africa.' 6 "Africa can only liberate itself continentally,

not nationally" w'as the fundamental premise of Pan-

Africanism.17

Pan-Africanists shared the belief that a balkanized

Africa would always remain poor, dependent, and under-

developed. Acting on this rationale, East African leaders

decided to continue the area's regional organization.

The 1963 attempt to federate in East Africa was a

child of the Pan-African movement. In a statement de-

fending the creation of the federation, Julius Nyerere

14lnformation Service of the United Republic of Tan-
ganyika and Zanzibar, "Declaration of Federation by the
Governments of East Africa," reprinted in Politics of Inte-
gration: An East African Documentary, edited by Donald
Rothchild (Nairobi, 1968), pp. 76-78.

15Nye, Pan-Africanism, p. 34.

16Ibid.

'7 Giovanni Arrighi and John S. Saul, Essays on the Pbl-
itical Economy of Africa (New York, 1973), p. 238.

1 8 Nye, Pan-Africanism, p. 34.
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said:

One of the hard facts we have to face on our
way to African unity is that this unity means--on
the part of the countries, the surrentder of sover-
eignty, and one the part of individual leaders, the
surrender of high positions. We must face quite
squarely the fact that so far there has been no
such surrender in the name of African unity.

If, therefore, any part of continent, and
any number of African leaders, want to demonstrate
that these surrenders are possible--and demon-
strate not by writing articles or making speeches
but by themselves actually surrendering their gov-
ereignties--it would be the duty of those leaders
to make such a demonstr ion, and it would be our
duty to encourage them.

In the Declaration of Federation by the Governments of

East Africa, the leaders wrote that "we reject tribalism,

racialism, and inward-looking policies.20 To the leaders

of East Africa, the regional common market was the first

step to unity.

The Role of Foreign Direct Investment

Foreign direct investment in the East African Com-

munity is situated primarily in Kenya, partly because of

Kenya's favorable policies toward foreign investment, and

because Kenya is more advanced industrially than Uganda

and Tanzania.

Conflicting Development Goals

Significant differences over the path of economic

development the East African Community should take caused

19Julius Nyerere, "Broadcast to the Nation," reprinted
in Politics of Integration: An East African Documentary,
edited by Donald Rothchild (Nairobi, 1968), pp. 112-113.

20"Declaration of Federation, " p. 77.



28

considerable conflict within the community. In contrast

to Kenya, Tanzania and Uganda did not favor the encourage-

ment of foreign direct investment as a means to promote

national economic development. Because of its commitment

to African socialism, Tanzania has practically no foreign

investment. Julius Nyerere explained the Tanzanian

position when his policy of nationalization was first intro-

duced in his country:

The question is not whether nations control
their economy, but how they do so. The real ideo-
logical choice is between controlling the economy
through domestic private enterprise, or doing so
through some state or other collective institu-
tion.

But although this is an ideological choice,
it is extremely doubtful whether it is a practical
choice for an African nationalist. The pragmatist
in Africa . . . will find that the real choice is
a different one. He will find that the choice is
between foreign private ownership on the one hand,
and local collective ownership on the other. For
I do not think there is a free state in Africa where
there is sufficient local capital, or a sufficient
number of local entrepreneurs, for locally-based
capitalism to dominate the economy. Private in-
vestment in Africa means overwhelming foreign
private investment. A capItalist economy means
a foreign-dominated economy72

Like most underdeveloped countries, Tanzania has

attracted foreign investment primarily in extractive in-

dustries. One of the few major companies still operating

2 1 Arrighi and Saul, p. 240.

2 2Reginald Green and Ann Seidman, Unity or Poverty:
The Economics of Pan-Africanism (Middlesex, 19~8) , pp.
120-121.
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in Tanzania today is Williamson Diamonds, in which the

Tanzranian government holds controlling interest. Almost

70 per cent of the company's profits go the government.23

According to 1976 United Nations figures, Tanzania has no

foreign direct investment. The figures in Table II show

the payments Tanzania has made to foreign owners of nation-

alized enterprises.

TABLE II

PAYMENTS OF PRINCIPAL AND INTEREST ON LIABILITIES
TO FORMER OWNERS OF DIRECT INVESTMENT*

ENTERPRISES IN TANZANIA**

1968 19-69 1970 1971 1972 1973 1974 1975

26,6 15,9 25,2 47,3 35,2 41,6 47 79,9

*Source: International Monetary Fund, Balance of

Payments Yearbook, XXVIII (Washington, 1977 p. 581.
**Figures are in millions of United States dollars.

The figures in Table II give some indication of how much

investment has been nationalized during this decade in Tan-

zania.

Nationalization has proceeded at a rapid pace in Uganda

as well. According to the International Monetary Fund, the

amount paid by Uganda to divested owners of businesses was

over eight billion dollars in 1975. Only four hundred

million dollars of foreign investment remaining in Uganda.24

2 3 Ibid.

24International Monetary Fund, Balance of Payments
Yearbook, XXVIII (Washinrgton, 1977), p. 617.
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Kenya, more sophisticated industrially and western

oriented, received nearly forty-five million dollars in

foreign investment by 1976.25 Ironically, the East African

Community was instrumental in stimulating investment in

Kenya. Before the creation of the community, Tanzania

and Uganda enjoyed trade surpluses within the community;

after 1967, when the headquarters of the community were

moved to Nairobi, most of the investment in the region

went to Kenya.26 By the early 1970s, Kenya had trade sur-

pluses within the community and her two partners were suf-

fering from trade deficits.27  Nyerere's commitment to

socialism and the political instability in Uganda un-

doubtedly also played an important role in discouraging

investment in Tanzania and Uganda.

Investment Allocation Schemes

A. Stoutjesdijk once wrote that "the unequal distri-

bution of new industrial activity and growth within an

integrated area is without doubt the greatest danger threat-

ening the viability of economic integration schemes." 28

His statement certainly applies to the situation that

25 Ibid., p. 336.

26 Green and Seidman, p. 143.

2 7 United States Department of Commerce, Foreign Eco-
nomic Trends: Kenya (Washington, 1977), p. 10.

28 A. Stoutjesdijk, "Lesser Developed Country Regional
Markets: Do They Work?" International Marketing Strategy,
edited by H.B. Thorelli, (Harmondsworth, 1973), p. 52.
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in the East African Community. Tanzania and Uganda were

increasingly irritated over Kenya's position of superiority

within the community--especially in connection with its

expanding industry, the result of foreign investment.29

Uganda and Tanzania regularly demanded that Kenya redress

the trade imbalances by funding a larger portion of the

common services, allowing trade restrictions on Kenyan goods

traveling to Uganda and Tanzania, and agreeing to allocation

schemes that would provide for more equitable distribution

of new investment within the market.

The allocation schemes were all unsuccessful. Part

of the problem stemmed from the fact that foreign investors

were unwilling to invest in socialist Tanzania--where they

were required by law to make portfolio investments only--and

UJganda, which was politically unstable.30  Moreover, none

of the three nations were satisfied with the allocation

arrangements: Kenya believed it was being asked to sacri-

fice too much, and the other two members continually felt

shortchanged.

The unsuccessful allocation agreements that, taken

together, can be considered as a policy on equalization

and investment, were the only regional "policies" dealing

with foreign investment the Community produced. After Amin's

29 Banks, pp. 253,. 418, and 435.

3 0 Stoutjesdijk, pp. 52-54.
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takeover in 1971, Kenya and Tanzania increasingly dis-

agreed over ideology and inequal trade benefits in the East

African Community. In spite of the similarities of lang-

uage, culture, history, and ethnicity among the three

nations, their development goals were too different to

allow a common policy on foreign investment to work.

Aside from natural resources--including mining and ex-

ports of agricultural products--the area offers little

inducement for foreign manufacturers unless incentives

are offered. To date, only Kenya seems anxious to attract

foreign capital.

Evaluation

The East African Community's policies toward foreign

direct investment was plagued by problems: differing dev-

elopment goals, different political perceptions of the

multinational corporation, conflict between the members

of the market, multinational's bargaining leverage, and

the region's general economic underdevelopment. In Chapter

I, it was noted that one of the four purposes of a regional

policy toward foreign investment was the implementation of

a regional political goal. In East Africa, the region had

no such political goal: the goal of Kenya and those of

Tanzania and Uganda conflicted. Kenya wanted to harness

and attract foreign investment in order to spur the nation

toward capitalistic development. On the other hand, Uganda
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and Tanzania wanted to restrict foreign investment to that

of minority ownership in resident industry. Obviously,

the three national views of the multinational corporation

contrasted. Tanzania and Uganda perceived foreign invest-

ment as foreign domination of development and domestic

industry, whereas Kenya operated on the logic that new

investment would stimulate other industries in its country:

that it would mobilize local resources, increase production,

and stimulate trade.

Tremendous political commitment to the success of a

common market sometimes is not enough to sustain it. The

leaders of the three East African countries disbanded the

Community wile still paying lip-service to it, probably

because the ideology of Pan-Africanism was still widely

held. For a regional market to work, and especially for

a market to be strong enough to implement a policy con-

cerning the regulation or allocation of foreign investment,

the development goals and national political-economic goals

of the members must be similar. Kenyan and Tanzanian goals

were obviously at odds to the point that the economic justi-

fication of the market was negated: the East African

market eventually became the Kenyan market as far as for-

eign investors were concerned. The Ugandan and Tanzanian

preoccupation with directing the path of development of

their countries were incompatible with the path an open,

developed common market could take.
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Regarding the other purposes of a regional code,

conflict in the East African Community similarly prevented

the implementation of a policy designed to nourish domestic

industry, prevent rstrictivebutiness practices, or direct

investment for the benefit of regional economic development.

The Multinational and the Market

The ability of relevant investors to ignore the

allocation agreements points out a sometimes painful

fact about the relationship between multinationals and

underdeveloped regional markets: multinationals are in

a far superior bargaining position in negotiations with

lesser developed markets. Even with a regional market,

an integrated economic area must have something to bargain

with if its policies toward multinationals are to be

successful. If regional markets want to use foreign invest-

ment as a tool for development, it must attract the investor

and at the same time attempt to direct his activities for

the benefit of the region. In East Africa, the attempt to

equally distribute new investment and industry in the

region was a failure because the benefits to the investor

were not pro-fitable--attractive--enough. Even united,

the East African Community was not that large: its con-

sumer market was still smaller than that of many nations.

Moreover, the area was poor in natural resources--especially

Tanzania.,If this wasn't enough, the area was also politically
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unstable. Finally, capitalistic investors were naturally

insecure about investing in an underdeveloped, socialist

country: Julius Nyerere certainly is not one to inspire

belief in the sanctity of private property.

Intra-Community Interaction

Increased nationalism, anxiety over economic poverty,

and political impotence, combined with the almost inevitable

human susceptibility for "easy money" worked to pit

members of the East African Community against one another.

The irony connected with this rivalry is that all the mem-

ber nations could have benefitted from the creation and

enforcement of a policy that attracted and guided foreign

investment. Theoretically, regional markets represent an

expanded consumer market; therefore, nations within a

common market should have greater assets to bargain with

in their negotiations with multinational corporations. A

regional market, and a code, can only work if nations are

willing to compromise for the benefit of the entire re-

gional market. Unfortunately, conflicting ideologies

and mutual suspicion prevented regional cooperation in East

Africa. Political, as well as economic incompatibility,

finally undermined the process of integration that had been

underway for over fifty years.

The example of East Africa raises an interesting

question dealing with the long-term viability of regional

common market schemes. One of the primary m6tivatione.for
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the creation of regional common markets is the protection

it provides for national goods; if national acquisitive-

ness and suspicion are basic motivational factors supporting

the commitment to common markets, would not the same

instinct in national leaders lead to the destruction of

such markets if leaders felt that their national goals were

better served by following an independent course? Given

pure economic motivations, undoubtedly the answer to this

question would be yes. However, an overriding commitment

to an ideology of unity--whether Pan-Africanism, an United

States of Europe, or Latin American independence from the

"Colossus to the North"--seems to overcome shortsighted

nationalistic economic goals. In East Africa, the life of,

the Community was extended far beyond its period of use-

fulness because of the leadership's commitment to Pan-

Africanism and unity. Almost from the beginning, the

Community suffered from Tanzania's nationalistic socialism

and political upheaval in Uganda; the fact that it did

survive for ten years pays credit to the leader's ideo-

logical commitment to unity.



CHAPTER III

THE ANDEAN COMMON MARKET

The Andean Common Market was established by the treaty

of Montevideo in May, 1969.1 The market was created to

promote regional integration and a common market among

the lesser developed members of the Latin American Free

Trade Association.2 Current membership in the market is

composed of Peru, Colombia, Venezuela, Ecuador, and Bolivia.

Chile left the market in 1976 over differences with the

group's foreign investment code.

The total gross domestic product of the market is

over one hundred billion dollars, and the average per

capita income is twelve hundred dollars a year.3 Colombia

and Venezuela are the best off of the group, followed by

Ecuador because of its oil resources], Peru, and Bolivia.

The area's development is inhibited by a variety of

factors. Substantial numbers of Indians are not integrated

into the national economies of their countries and live in

'Arthur S. Banks, editor, Political Handbook of the
World: 1978, (New York, 1978), p. 506.

2Ibid.

3Estimates do not include figures from Peru. Depart-
ment of Social and Economic Affairs, United Nations Statis-
tical Yearbook: 1975, XXVII (New York, 1976)7, 6370

37
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poverty.4 Illiteracy is a severe problem in all of Latin

America: over half the adults cannot read.5 Lack of train-

ed personnel and leadership in every sector of the economy

and in the government result in the perpetuation of ruling

oligarchies6 that dominate the economic and political life

of most of the nations.7 Finally, overpopulation presents

a threat to economic growth and development.8

4The majority of Indians in the area still live in
tribal villages that are usually isolated from mestizo
settlements and cities. The Indians obtain their neces-
sities by bartering or, if they live on a large estate,
from the patron. In Peru and Bolivia, the large majority
of Indians still only speak their own languages, since
learning Spanish would classify them as "mestizo" and de-
prive them of their Indian identity. Information on the
life of the Indian in the Andean countries can be found
in Pierre van den Berghe and George Primov, Inequality in
the Peruvian Andes: Class and Ethnicity in Cuzco (Colombia,
1977), and in World Council of Churches, The Situation of
the Indian in South America: Contributions to the Study
of Inter-ethnic Conflict in the Non-Andean Regions of
South America (Montevideo, 1972).

5Even the low literacy rate may be misleading, since
in many cases "literacy" is measured by whether a man can
sign his name. John Merrill, Carter Bryan, and Marian
Alisky, The Forei Press: A Sury of the World's Jour-
nalism (Baton Rouge, 1970), p. 177.

6American Management Association, Doing Business in
Latin America (New York, 1968), pp. 39-40.

7Frederick B. Pike, "Corporatism and Latin American-
United States Relations," The Review of Politics, XXXVI,
1 (January, 1974), 132-162.7

URawle Rarley, The Economics of Latin America: Dev-
SlProentProblems in Pecrsp active (New York, 19072),p. 137.
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Foreign Investment. and Development

Foreign direct investment plays an important role

in Latin American development. Throughout the twentieth

century, foreign companies have dominated Latin American

technological development, a fact that appears to be con-

sistent with the argument that multinational control of the

transfer of technology acts to keep third world countries

in an underdeveloped and dependent state. However, at

every stage of development, foreign investors led the

way, which indicates that without foreign investment, no

technology would have been transferred.9 In a real sense,

Latin American countries are "dependent" on foreign cap-

italists for economic growth since the multinationals

command the technology these countries need. Sophisti-

cated industry bringing new technology remain the least

vulnerable to government controls, in spite of the Andean

Code's design to encourage spillover of foreign techno-

logy into other sectors of the economy. James Ray and

Thomas Webster found a positive relationship between the

level of foreign direct investment and economic growth in

Latin American countries.1 0 Rawle Farley noted in his book,

The Economics of Latin America, that Latin American countries

9 Theodore Moran, "Two Conflicting Perspectives: Nation-
alism and Dependencia," The Nation-State and Transnational
Corporations in Conflict,~withSpecial Reference to Latin
America (New York, 1975), pp. 23-24.

10 James Ray and Thomas Webster, "Dependency and Eco-
nomic Growth in Latin America," International Studies Quarter-
ly, XXII, 3 (September, 1978), 4tOfi .
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simply cannot afford to reduce their dependence on foreign

capital:

Any realization of ambitions to replace or to
modify radically Latin American dependence on for-
eign capital is confronted by at least two basic
difficulties. First, Latin America cannot readily
separate its economy from the international eco-
nomy, nor can traditional economic relationships
be modified easily in the short run without ser-
ious alternative costs. Second, Latin America
cannot mobilize from within the domestic economy
all the capital and personnel resources nee d
for a significant development breakthrough

Latin America, including the countries we are concerned

with, is closely tied to the international economy be-

cause much of the area's economy is dedicated to the ex-

portation of agricultural products. The Andean area is

better off than East Africa in that both Ecuador and Vene-

zuela have the natural resource of oil, while Peru, Chile,

and Bolivia have silver, copper, and tin deposits.

Table III shows the level of foreign investment in

each Andean market country, from 1968--one year before the

market was formed--to 1975, one year before Chile left the

group. The figures represent the net investment: that

is, the amount of foreign investment minus the amount

nationalized in each country. Negative figures indicate

that nationalization outran-vinvestment; the figure shows

the amount that was nationalizd that was not offset by

new investment.

11Farley, p. 127.
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TABLE III

FOREIGN DIRECT INVESTMENT IN ANDEAN COMMON*
MARKET COUNTRIES**

Bolivia n.a. n.a. -88 2 -11 5 25 12

Chile 165 98 -92 -77 -1 -5 -537 -5
Colombia 58 63 50 50 20 23 39 59
Ecuador 34 45 10 19 86 51 74 80

Peru -23 7 -81 -67 26 68 56 170
Vene-uela 212 260 -27 243 -401_ -82 -3 1 -832_

Total 447 473 -228 170 -281 60 -674 -514
*Source:. International M pal PII- 9 nnpn- ~ r

ments Yearbook, XXVIII (Washington, 1977)
**In millions of United States dollars.

X- 2v

The figures are somewhat distorting of the impact

the Andean code has on foreign investment. Venezuela,

commanding the largest share of foreign investment, national-

ized oil and mining interests in her country, which accounts

for the negative figures. In Chile.Allende's govern-

ment carried out an extensive program of nationalization

in the early 1970s, which accounts for why, ,the total

figures show that nationalizations outran investments in

the Andean market. Both the Chilean and Venezuelan nation-

alizations were part of each country's national policy

and were unrelated to the Andean Investment Code. Unfor-

tunately, the nationalizations make it impossible to draw

firm conclusions relating the actual level of investment

-
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in the community to the implementation of the Andean

Foreign Investment Code.

The Role of Ideology in the Formation Of

The Andean Common Market

Regional economic integration was not looked upon by

Andean country leaders merely as "the single most power-

ful means of development promotion available to Latin

America,,"12 because such a market would attract foreign

direct investment.1 3 It was also seen by some as a means

to break Latin America's dependence on foreign capital.14

The belief is widely held in Latin America that advanced

nations practice neo-colonialism and structure their in-

vestments abroad to keep their sources of raw materials

and their markets safe. The economic nationalists of

Latin America see the world economy as one structured to

keep underdeveloped nations dependent and poor.15

The new "economic nationalism" of third world countries

may not be as ideologically based as some writers would

wish, however. Frederick Pike wrote that the surge of

economic nationalism was just another reaction of the Latin

American elite to Yankee penetration and the threat of

12 Walter Krause and F. John Mathis, Latin America and
Economic Integration: Regional Planning for Development
Tfowa City, 1970), p. 7.

13lbid.

14 Susanne Bodenheimer, "Dependency and Imperialism:
The Roots of Latin American Underdevelopment," Politics
and Society, I, 3 (Ma, 1971), 34O

15Ibid., pp. 328-338.
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revolution at home. Pike traced the history of United

States-Latin American relations and concluded that the

oligarchic rulers who encouraged foreign investment now

promote economic nationalism for the same reasons: to

stay in power and maintain the two-class system. He also

pointed out that the corporate--or group--tradition of

Latin America has consistently reacted to Yankee penetra-

tion ofdindividualism and "embourgeoisment" with hostility.16

His thesis is certainly a tenable one. In any case, the

role of ideology as a unifying force among all the Andean

Pact nations is not as strong as Pan-Africanism in East

Africa. For the Andean Group, ideology was a justification

for the common market, but was not the motivation for it.

The overriding motivation on the nations involved was

the promotion of their own development. Logically, a

common market with a strong foreign investment code would

give the nation involved more bargaining strength in ne-

gotiations with multinationals and at the same time stimulate

local entrepreneurship and expand the domestic economy.

Eventually, it was hoped, the area would be able to do

without foreign direct investment altogher. In contrast to

the European and East African Communities, the Andean Group

formed their market with economic motivations far out-

weighing political ones.

16 Frederick B. Pike, "Corporatism and Latin American-
United States Relations," The Review of Politics, XXXVI, 1
(January, 1974)9, 132-169
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The Andean Foreign Investment Code

The Andean Code must be enacted into law by each

member state in order to become effective.' 7 When the

six nations adopted the code, they believed it to be

essential to their development. The architects of the code

wanted to attract foreign investment with an expanded mar-

ket, since the continual transfer of large amounts of

capital and technology from advanced nations was thought

to be a crucial ingredient for development.

The second purpose of theCode was the regulation of

the "negative effects of the multinational.",18 Through

this regulation, the architects hoped to direct direct

the flow of capital and technology for the benefit of the

region.

The Code stipulates that multinationals can only

benefit from the expanded market if they become "mixed

enterprises" in which 51 per cent of the subsidiaryis

stock is owned by localsland in which the nationals exercise

17 Covey Oliver, "The Andean Foreign Investment Code:
A New Phase in the Quest for Normative Order as to Direct
Foreign Investment," American Journal of International
Law, LXVI, 5 (October, 1972), 75<

18lbid., p. 769.

19 Richard Robinson, National Control of Foreign Bus-
iness Epntr: A Survey of Fifteen Countries (New York,
1976), p. 259.
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management of the subsidiary. Originally, the companies

were allowed to repatriate only 14 per cent of their profits,

but by 1978 most of the countries had changed that pro-

vision to 20 per cent.

New investment in the area is allowed only if it is

development related. No investment is permitted in in-

dustries whidh existing enterprises have already covered.

Direct investment cannot be in a sector closed to foreign

investment, and no takeovers of existing national owned

enterprises is permitted.20 Sectors closed to foreign

investment include insurance, banking and fainance, domes-

tic transport, advertising, radio, television, and newspapers,

magazines, and domestic marketing of products of any kind.2 1

Multinationals can invest in member countries and

keep wholly-owned subsidiaries, but such companies will

not be allowed to benefit from the common market.2 2 The

continued presence of multiantionais in the area raises

a major shortcoming of the Andean Investment Code: it

relies on the expanded market as its only sanction to in-

duce multinationals to become mixed enterprises before the"

established deadline. The expanded market may have no

relevance for industries that are concerned with the

extraction of natural resources. Since foreign investors

2 00liver, p. 772.
2 1Ibid. p. 774 221Ibid., p. 776.
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are forbidden to invest in financial enterprises, the

only area left open to multinational investors interested

in benefitting from the common market would be in manu-

facturing, in which investors could avoid payment of

import duties. David Morawetz noted the major drawback

of the code when he wrote:

Whether the adoption of this common policy is
regarded as beneficial to the Andean Group depends
on whether the gains from obtaining more favorable
terms on new foreign investments and increasing
"independence" from foreign influence are more
than offset by the loss of potentially beneficial
new foreign investments which are foregone.2 3

Prohibition of marketing and advertising of pro-

ducts by subsidiaries may be a serious dterrant to foreign

investment. Most companies would be wary about investing

substantial capital in a subsidiary in which management

and ownership were dominated by nationals and in which

the foreign investor was barred from controlling the

marketing of his product.

The most severe deterrant to foreign investment in

the code concerns the transfer of technology from the

parent to the subsidiary. The code attempts to capture

the maximum benefit possible from multinational techno-

logy and at the same time restrict benefits for the for-

eign investor. Ralph Diaz explained the justification for

this attitude, and the provisions of the Andean Code that

2 3 David Morawetz, The Andean Group: A Case Study in
Economic Integration Aopng D eve n Countries (Cambridge ,
1 974),PC.C



deal with trademarks, patents, licenses, and royalties;

In line with the suspicion that royalties
and technical fees are clandestine profits, strict
authorization proceedures for importing technology,
patents, and trademarks have been imposed. All
licensing agreements must be registered. With some
exceptions, licensing agreements will not be ap-
proved if they prohibit or limit exports, are tied
to purchases of equipment, raw materials, other
know-how, or personal services, fix prices, restrict
production volume, or prohibit the use of competitor's
technology.24

Subsidiaries cannot pay royalties to their parent companies

for technological intangibles, and government officials

are required to show preference for products developed

from local technology when making purchases.25 In addition,

the Andean Group may impose special charges on products

using trademarks in common market trade when "generally

known or easily accessible technology is used in their

production."26 Finally, subsidiaries must have access to

all of the parent's technology.27 As well as attempting

to capture technology for the Andean nations, some of

the restrictions on the transfer of technology are designed

to prevent multinationals from limiting the export markets

of their Andean subsidiaries, and from shifting profits.

24Ralph Diaz, "The Andean Common Market Challenge to
Foreign Investors," Columbia Journal of World Business,
VI (July-August, 1971), 24.

2 5 Ibid.

260liver, p. 780

27Ibid., pp. 780-781.



48

The chances of the restrictions on technology

transfer achieving the Andean goals are slir. Technologi

cal superiority and intra-corporate transfers are essential

to the success of a global corporation. The code, in

essence, tries to cut off subsidiaries' behavior from

the policies and needs of the entire corporate 
network.

Such a policy cannot work since, as was pointed out in

chapter one, the reason for the success of the multi-

national is its global outlook in management. The Andean

Group desires to have access to the multinationals 
tech-

nology, yet all it offers in compensation for that techno-

logy is a small consumer market. Given the alternative 
of

having access to a small common market or maintaining its

competitive position on a global scale, a multiantional

should logically opt for the latter. The Andean Group

is asking the multinational to supply technology to a

subsidiary in which the multinational is a minority part-

ner, requiring the parent to lose control of its techno-

logy once it reaches;cthe subsidiary. In light of the fact

that the Group's sole sanction--the common market--is not

very promising as a trade area, nations involved in the

Andean Pact should have a nearly impossible job of per-

suading foreign investors to become Minority stockholders

before they are required to by law. One source noted

that "the legal intra-group trade of less that one billion
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dollars annually is less than the value of the contra-

band that crosses the member's borders."
28

Evaluation

To date, no conclusive evidence indicates how influ-

ential the Andean Code has been in frightening off potential

investors. Table III shows a general trend of nationali-

zation, but the figures cannot be used to determine

anything about the Andean Code. The large number of na-

tionalizations in Chile during the early 1970s is not

attribftabIe to Ithe Andean Group's long- range goal of

minority ownership by foreign investors. The high number

of nationalizations in Venezuela stem from that country's

nationalization of oil and mining interests; and the incre-

ased investment in Ecuador is related to the development of

Ecuador's oil resources. Figures from the remaining three

countries vary from one year to the next without showing

a particular trend of decline or increase in the amount

of foreign investment

Fulfillment of the Code's purposes does not seem

probable. The Code is a dual attempt to attract invest-

ment for development and to restrict it as well. The

Code itself does not do a good job of attracting investment

2 8 Arthur S. Banks, Political Handbook of the World:

128 (New York, 1978), p. 506.
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because the market itself is not strong enough to act

as a positive sanction, and the restrictions of the code

certainly discourage investment.

Multinationals and the Market

The weakness of the common market is a problem the

Andean Group shares with the East African Community. As

in East Africa, leaders of the Andean Group may find that

their market is not attractive enough to persuade foreign

investors to act in accordance with the rules established

by the group. A small, underdeveloped area simply does not

have a great bargaining position in relation to multi-

national investment.

Moreover, even an enlarged market area may not be

sufficient incentive to foreign investors if the rules

regulating investment--even simple allocation agreements--are

unattractive to investors. Particularly in the Andean case,

the restrictions on the control of technology were just

too unreasonable from the corporate viewpoint to be effective.

Asking a multinational to surrender control of part of

its technology is like asking the Defense Department to

surrender control of a new weapon to a potential national

competitor.

Intra-Group Problems

Unlike East Africa, uneven levels of development in

the Andean Group is not a severe threat to the market's
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unity--yet. When the two most affluent members joined

the market a few years after its creation, they were in

full agreement with the rules already established.

Conflict over the distribution of new industry in

the area did cause a few problems within the group. With

a stagnating economy, Peru recently demanded that a greater

portion of new industry be situated in Peru. The differ-

ences over the allocation of new investment are not yet

substantial enough to cause a real crisis in the group.

Conflicting Devplqpa n~t Goals

Just as in East Africa, the most serious force threat-

ening to break-up the common market arose from conflicting

development goals. In East Africa, the differences between

capitalistic, favorable investment policies and socialistic

goals of divestment constantly generated crises within

the community, until the common market itself was finally

disbanded. The conflict essentially stemmed from differ-

ences over the path of development.

In 1976, The Andean Group faced a similar dilemma.

The conservative regime that took power after Allende's

death faced a nation that was in the midst of economic

upheaval; General Pinochet's only available alternative

for rebuidling Chile's economy was to encourage the in-

flux of capital in all sectors ofthe economy. After pre-

cipitating several crises in the Andean market, Chile

finally left the group in 1976. It needs to be taken into
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account that "development goals" seem to conflict more

frequently in times of economic distress. National policies

could easily be a response to economic stress, and not

to jealosy and uneven development, as it might first appear.

Summation

The Andean Code fulfilled all the four goals listed

in Chapter One: it was a response to the political need

of the Andean countries to promote economic independence;

it was designed to nourish domestic industry; restrictive

business practices like allocating export markets, shift-

ing profits, limiting trade and fIxing prices were dealt

with; and the Code did attempt to harness foreign invest-

ment for development with its provisions on the transfer

of technology. The first goal--that of challenging "foreign

domination of the economy--was successful. But the eco-

nomic cost of regulating multinationals could be high.

The Andean area's dependence on foreign capital pits

the Investment Code in a race against time. When all the

countries in the market will be required to divest foreign

investors to minority stockholder positions in 1990, the

Code could be endangered if the area is still heavily

dependent on foreign investment. Just as_ they: are6,in

the present, countries facing economic stress will be un-

willing to restrict a needed source of capital. We must

wait and see if the Andean Pact can successfully implement

its last three goals, which are really bound together.



CHAPTER IV

THE EUROPEAN ECONOMIC COMMUNITY

Members of the European Communities are Belgium,

Denmark, France, the Federal Republic of Germany, Ireland,

Italy, Luxembourg, the Netherlands, and the United Kingdom.

The European Communities include the European Economic

Community, the European Coal and Steel Community, and the

European Atomic Energy Community.1 The European Econo-

mic Community was established by the Treaty of Rome in 1957.

The total gross domestic product for the European

Economic Community was over five hundred billion dollars

in 1975.2 Among the members, the Federal Republic of

Germany had the highest gross domestic product.

Foreign direct investment in the Community has been

high since the end of World War II. Table IV shows the

level of foreign direct investment in the Community during

the 1970's. As in the case of the East African Community,

comparison between the level of investment before the

Community was started with the level of investment after

its creation would not be valid since the creation of both

'Arthur S. Banks, Political Handbook of the World:
128 (New York, 1978), PP.528-529.

2 Figure is compiled from figures in the United Nations
Statistical Yearbook:_L_ (New York, 1976) ,p. 654.

53



\ 01\- N \O ON 0
ON OD ON \O \O

\0-r -4 V cc
0\N CC) CNJ Cl Cl 0 0 -

0

ccx
cc')(Y'
\10

H
H
H

Ito N!L \1

(1)r

y C

(Y

C

CC c00 IS N c 0, -\cc

\-0 V Q 0 ON

ON 0 V - O ON c O 0 c
- V 4- - c c

I ci
C Cy

- O- N C>-or t> 0
'H- N C> N \.) 0

00 \0

-- ON 0 -0

K O~j- ' ' OO O \O c -
-~i-

O O \ O N0 \0 0V(DX
(Y-) \O N N q 0T co -

0\ 0 0\ \0- 0 C\>- \

Ell- 0 0e
r-4 ~ ~ V-

*

-

0

E

EH

HHo

E- i

Ro
HZ0

H H

HO

00

H~

-l -4 d
CH

b.05 0) O H

If Q P r -P .r-'c -P
0)o C4M ~oH z D

a)

0

U)
*

54

O- -4 N- -N
ci4 4 04e C) X) Co .)
- H-C \) 4 4 cO NI

CCl N N
(zo

\0)

0i C- N 'H o \Q- c\J-Q -P
ONI ci C~ cNJo cl

co -M a N \,

N \10

-

-I

\l

N-

C-P

0
i

rd

S

-P

o

U)

to
(1)

4'

H

CH

0

to
0

-P

4H

to4
M4c

H-P

Hd

* -H

CP-

cx

-Pk U

to

.ci



55

both communities dates back to a period before the expan-

sion of foreign direct investment and the dominance_:of the

multinational corporation.

Ideology and the Creation of the European

Economic Community

The genesis of the "European ideal' came amidst the

devastation of World War II. Commitment to integration

--first economic and eventually political--was high in

post-war Europe. The drive for unity began in the closing

years of the war3 and continues to be a factor holding the

community nations together. Uwe Kitzinger described the

rationale of European federalists in The Politics and

Economics of Europ Intgrat ion:

The Continent . . . had just passed through
the worst ordeal of its history. Almost every
family had experienced the evils of nationalism
run riot, every country had been subjected first
to national defeat and then to enemy occupation.
Their national self-confidence, their national
institutions had been shattered. Starting from
the ruins, it was imperative to develop new con-
ceptions and more grandiose ideals that would
make any future civil war between European bro-
ther nations impossible. In continental Europe,
a federal surrender of sovereignty thus seemed
more feasible than *n many less disillusioned
parts of the globe.

3 Altiero Spinelli, The Eurocrats: Conflict and Crisis
in the Europan Communit(Baltimore, 1966)~,p.~3.

4we Kitzinger, The Politics and Economics of Euro-
pean Intgrat ion: Briin uroand the United States
(New York, 1963), p. 3.
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Part of the European Federalists' goals have been

achieved through economic integration. J. S. Nye con-

firmed in his book, Pepace in Parts, that integration in

Europe was successful in reducing the possibility of war

within the region. He found that economic integration

had "raised the price of war.,5

Regulation of Multinational Enterprises

At present, the European Economic Community has no

code to regulate foreign investment. Each member has its

own policy regarding foreign business entry. European

fears of foreign domination of their market are present,

however. Servan-Schreiber'-sbook, the American Challenge,

was an early sign of European concern that Europe might be

integrating for the benefit of foreign investors.

Since the European market is so large, the problem

of regulation of multinationals is a complex one. The

Community must consider regulation on at least three levels:

the investment of European companies in other European

countries, European investment in developing nations,

and foreign investment--i.e., non-European investment--in

the Community. In addition, the actual cqst of enforcing

an extensive code could be expensive.

Based on the proposals that have been made suggesting

regulation, three political goals of investment regulation

5 J. S. Nye, Peace in Parts: Intpegration and Conflict
in Regional rgani zation (Boston, 1971), p. 125.
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appear:

1. Harmonization of company law in the Community in

order to permit the creation of a truly "European Company."

This proposal would deal with the problem of European in-

vestment in other European countries.

2. The regulation of European-based multinationals

that invest overseas. The Community is concerned with

improving relations with third world countries, and parti-

cularly with keeping close ties to former colonies..

3. Promotion of economicvgrowth in the Community.

To do this, competition within the Community is encouraged.

In addition, the Community has tried to aid depressed areas

in the Community. Prohibitions of restrictive business prac-

tices and the nourishment of domestic industry can be

included under this goal.

Currently, no distinction is made between truly

foreign investment and investment from other European

countries. European-based multinationals have over

seventy-five thousand affiliates within the Community;

Foreign-based multinationals have over nineteen thousand

affiliates in Europe.6

Although no code has been adopted, several have been

proposed. Progress has been made on the creation of a

"European Company Statute" and a code regulating the

6 Commission of the European Communities, Survey of
Multinational EntLpi_ss, (July, 1976), pp. 28-29.
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behavior of European multinationals abroad. No pro-

posals have been made to regulate foreign investment

in Europe aside from what would be covered by the Euro-

pean Company Law.

Proposed European Company Statute

The proposed European Company Statute is designed

to encourage "cross-frontier mergers, holdings, and

common subsidiaries which would then exist and function

as European companies."7 The Commission of the Euro-

pean Communities justified the need for a company statute

in 1975:

As yet, European enterprises do not have the
opportunity of acting throughout the Community the
same way they can within the single member state in
which they are incorporated. They have to contend
with serious legal, practical, and psychological
difficulties if they wish to engage in certain
cross-frontier operations . . . The European Com-
pany Statute does not seek to replace national
company laws. It is a complete European Compan-
ies Act, which will exist alongside them. It opens
up a new possibility for European enterprises that
wish to overcome present legal differences and pac-
tical difficulties in cross-frontier operations.

The proposed statute is optional. Regardless of

whether companies chose to operate under the statute, the

same taxation laws which currently apply to companies in

7Commission of the' European Communities, The European
C community Statutje_ (May, 1975), p. 2.

8Ibid.
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Europe would apply to them.9

The companies would be required to publish accounts

"of their dealings with branches and other wholly or

partly owned companies inside the Community."10 Even

foreign based multinationals would be required to submit

reports concerning the activities of all their subsidiaries

within the Community. These disclosure requirements, if

enacted, would be an effective weapon against certain

restrictive business practices such as profit shifting

among subsidiaries to avoid taxes, allocation of export

markets, price-fixing, and restrictive licensing arrange-

ments between parent and subsidiary.

Community company law has been slow to change. Since

1968, seven proposals dealing with the harmonization of

company law have been suggested, but only the first direc-

tive was adopted. The first directive, adopted by the

Council March 9, 1968, merely stipulated that companies

must show "their place of registration, address, and reg-

istration number on letterheads and order forms."" Since

then, the information disclosure requirements proposals

have been much more significant, although they have not

been adopted. Until a community-wide law is adopted, the

9 Ibid., p. 4.

10Information Service of the European Communities,
-New- Company Law for-Euro-e; Background Notes, (June,

1976), p. 1.

11Ibid., p. 2.
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Regulation of European Investment

In Forteign Countries

Proposals dealing with the activities of European

based companies abroad as much bolder than the proposals

to harmonize company law within Europe. In 1976, a pro-

posal was made that European based companies should

publish "group accounts covering all their subsidiaries

throughout the world and make clear the relationship and

activities within the group.",12 As the "home" of the parent

companies, the European community could legally require

information disclosures concerning all the activities of

a given multinational; as the home country, regulation of

all the activities of the global corporation is possible.

Unlike the Andean and East African groups, who could only

attempt to control part of the multinational's activity,

the home state--or in this case, the home community--could

regulate the whole.

European-based multinationals have over twelve thou-

sand affiliates in developing nations. Table V shows,

in monetary terms, how much European money is invested in

developing countries.

The successful implementation of this requirement to

disclosure European business activity would be a feather

12Ibid., p. 1.
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in the diplomatic cap of the Community in its relations

with third world countries, but the cost of the information

disclosure requirement may be great for European multi-

nationals. The regulation of their global activities

could reduce their competitive position in relation to

other multinationals.

Promotion of Economic Growth

To promote economic growth, the European Community

encourages competition in the Community, but its competi-

tion policy has had little impact on restrictive business

practices that many fear multinationals engage in with

impunity.

The law governing competition in the community lis

based on Articles eighty-five and eighty-six of the Treaty

of Rome. Artile eighty-five prohibits price fixing. It

also prohibits the limitation or control of production,

markets, technical development, or investment, as well

as contracts which require one contracting party to accept

additional obligations that "have no connection with the

subject of the contract."13

Many of these prohibitions are reminisent of the

Andean Code, and it appears that the provisions of Article

eighty-five could handle most of the problems connected

with multinationals in Europe. But enforcement of the code

13TreatvEstablishing the Europpean Economic Community:
Ronme, _ 3tjMarMch,_ __57 (London, 1962), p. 32.
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is reliant on court action. To date, the code has been

enforced primarily to keep large companies from abusing

their power, but the progress has been slow.14 A statute

would have more impact on business practices because

national governments could immediately carry out the

provisions of the law. Even in its present form, the

treaty provisions can be circumvented. The Harvard

Business Review noted the loophole in the treaty's

definition of "enterprise:"

A jurisdictional requirement of Article
85 is that two or more enterprises must partici-
pate in the violation. The term enterprise has
been defined to mean an independent economic
entity. One result of this definition is that
a parent and its wholly owned subsidiary cannot
violate Article 85 because they are not inde-
pendent. . . . This is a very useful doctrine for
managers to bear in mind. For example, without'
fear of Article 85 consequences, a parent com-
pany can feel free to set prices and ;to assign sole
territories or customers among its subsidiaries
as long as they are at least 51 per cent parent
owned and controlled.15

Although anti-trust policies are in effect in the Euro-

pean Community, they are not applicable to the multinational

corporation.

14Information Service of the European Communities,
Multinational Cor oration: Problems Confronti n Eurpe
(Washington, 1973) , p. 3.

15Robert T. Jones, "Executive's Guide to Anti-Trust
in Europe," Harvard Business Review, LIV, 3 (May-June,
1976), ro'.
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Any attempt to discourage or allocate foreign invest-

ment in the Community would probably meet with strong

opposition from those countries that rely heavily on

foreign investment to remedy some of their economic ills.

Nearly half the industries in Belgium and, Luxembourg are

subsidiaries of multinationals. The United Kingdom, too,

depends on foreign investment to help alleviate her eco-

nomic slide. In periods of economic stress, even France

encourages foreign investment in all but her most crucial

industries.

Evaluation

Part of the reason for the European Community's

failure to adopt a uniform company statute may be attri-

butable to the enormity and complication of drafting

and implementing a workable company law that would satis-

fy business, labor, and the national governments involved

without entailing too much expense. Of the three pro-

posals examined, the European Company Law offers the

best practical approach toward the multinational: the

information disclosure requirements would allow the

community to take action to control business activity

where it is needed, and not on blind suspicions. The

information disclosure also would permit the community

to take legal action based'onrfact. Moreover, the uniform

company law could pave the way for more viable anti-trust

statutes.
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The Eurolpean Multinational And

The World

The enactment of the regulation requiring Euro-

pean based multinationals to disclose their global acti-

vities could seriously damage the multinational's ability

to compete at the global level. Although the new

proposal may be laudable as a first step to eventual inter-

national regulation of multinational activity, in the

immediate future, such a code could only damage the Euro-

pean multinational's ability to compete. Aside from the

political benefit to be gained by adoption of this pro-

posal, the economic gain is uncertain at best.

I ntra-CommunitRelations

So long as the Community does not discourage,

restrict, or allocate foreign direct investment in the

Community, conflict among the members. regarding Community

policy regulating multinationals should be minimal. However,

many countries may not be hospitable to the proposal

that European-based multinationals disclose their acti-

vities to the Community: countries that have many parent

companies could strongly protest such a policy. For example,

the United Kingdom has the largest number of parent

corporations inthe-xvorld:next,-to the United States. ;Its

competitive global companies would not like Community

oversight, and the United Kingdom does not want to lose

its investors and parent corporations.
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The Multinationals and the Market

Unlike the East African Community and the Andean

Group, the European Community does have something to bar-

gain with--a large consumer market, trained personnel,

and a large number of "hostage" companies. By hostage

company we mean a company that has already invested

heavily in the market and is established there. Moreover,

a hostage company would not relish the idea of abandoning

'itF. share of the market to a competitor, as well as for-

saking a considerable business investment. 'Since the

Community does have a bargaining weapon and since the

proposed Community statute harmonizing company i0aw would

impose no more regulation that national countries do now,

it is not likely that the Community would lose much

investment by adopting such a law.

The new company law can be successful it it remains

at a non-theatening level--non-threatening to member

nations attempting to attract foreign investors and invest

abroad themselves, and non-threatening to foreign

investors.



CHAPTER V

SUMMATION AND CONCLUSION

The greatest contrast among these markets is in the

size of the markets themselves. The gross domestic pro-

duct in the East African Community totalled to about five

and a half billion dollars; the Andean market's gross

domestic product was a little over one hundred billion.

The European Economic Community commanded a gross domestic

product of over five hundred billion dollars. In addition,

foreign direct investment in the European Community was

over five billion dollars in 1975, whereas investment

in the Andean market has decreased since the 1969 high of

four hundred million dollars. Of the three markets,

foreign direct investment has penetrated the European

Community more than the others, although in the developing

countries, the foreign investment may be in industries

that are more crucially linked to national prosperity

and growth.

In the East African Community, uneven levels of

development and conflicting views over the area's deve-

lopment goals generated competition and conflict within

the Community, and eventually lead to its termination.

The long tradition of regional cooperation and the unifying

ideology of Pan-Africanism were not strong enough to hold

67
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the Community together. Agreements that provided for

the allocation of new industry and investment within

the Community failed due to national bickering and lack

of cooperation from investors. An area with few natural

resources and a small consumer market, the East African

Community had little to offer foreign investors without

the provision of incentives.

The Andean Market represents a larger market, but

in some ways, it is not as "developed" as East Africa.

Lack of leadership and overpopulation slow the region's

development. The Andean Group is heavily dependent on

foreign investment for new technology, capital, and eco-

nomic growth. Conflicting development goals characterized

by fits of national self-interest by Chile and Peru

have caused some difficulties, but the most important

problem facing the Group's foreign investment code is

lack of time. The code greatly discourages foreign in-

vestment with its restrictions on ownership, manage-

ment, and the transfer of technology. The only positive

sanction the code offers to offset its negative aspects

is access to the small Andean market. In addition,

until the area does develop healthy domestic industries,

it is dependent on foreign capital for economic growth.

The European Economic Community was born during a

time of internationalism, and the "European idea" continues

to be an important factor encouraging its member nations
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to cooperate in order to achieve economic integration.

The goals of the proposals dealing with the multinationals

in the European Community are concerned with harmonizing

company law and with the creation of European companies.

The proliferation of multinationals within the Community

raised issues of how to stop restrictive business practices

and profit shifting among subsidiaries in Europe. The

proposals also concern regulation of European-based

multinationals, but no proposal has yet dealt with for-

eign investment in Europe directly,

The European Community enjoys several advantages

in regard to negotiation with multinationals: the market

is large, domestic capital is available in large quantities,

and the companies already situated there want to protect

their investments. However, any policy discouraging

foreign investment would probably not be successful due

to the dependence of some member countries on large

amounts of foreign investments.

Conclusion

Evaluation of the success of a regulatory code--which

this thesis maintains is not probable--must of course

consider the goals the code is attempting to achieve.

Let us first turn to the first goal: the fulfillment of

political priorities.
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Political Goals

The political goals of the three communities are

somewhat different, but aside from the psychological vic-

tory the Andean nations gained with their blow for eco-

nomic independence, none of the political goals were

successfully achieved.

In the East African Community, political differ-

ences over the role foreign investment should take in

a developing area grew deeper over the years; eventually,

it was the ideological cleavage separating Kenya and

Tanzania that was instrumental in the termination of the

Community itself. The allocation agreements, which were

in part, an attempt to direct the locatiofi of new invest-

ment in the community, were unsuccessful. iTwo factors

were primarily responsible for its failure: lack of

cooperation from foreign investors, and intra-community

differences caused by the economic necessities of member

nations.

In the Andean Market, the same two factors were the

predominant reasons why the foreign investment code will

probably be unsuccessful. The goal of harnessing the

subsidiaries of multinationals for technology, develop-

ment, and the nourishment of domestic industry will

probably not be achieved because the code is too restrictive

of business and because the region is too dependent on

foreign investors to ignore their wishes.
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The European Community does have a good chance of

implementing its European Company Statute, since it is

not too threatening to investors, and because the region

is in a better bargaining position than the unfortunate

underdeveloped markets. However, the power of foreign

investment over the health of some of the member nations'

economies prevents the successful implementation of more

strict regulations. The goal offorcing European based

multinationals to disclose their global activities would

meet firm resistance from both multinationals and their

home countries.

In addition, the Community could probably be success-

ful in enforcing prohibitions of restrictive business

practices within the Community with a statute, However,

these are just speculations; to date, no policy has even

been adopted. Current anti-monopoly policy does not

effectively prevent restrictive business practices because

it relies on court action. And in any case , the policy

does not apply to multinationals.

Other Goals

The goals of the nourishment of domestic industry,

direction of incoming investment in order to control dev-

elopment and economic growth, and the regulation of the

global activities of multinationals by home states were

not achieved in the markets studies, although it is impos

sible to make certain conclusions about some of these goals,for
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either the goals have not been established formally

yet--as in the European Community, or because the data

avaiable is inconclusive--as in the Andean Group. Based

on the multinational's influence over national economic

destiny, a strict code would seem to be doomed 
to failure.

Intra-community conflict is exaggerated by issues 
con-

cerning foreign investment because nations--even 
advanced

European nations--are still very dependent on foreign

investment for their economic health.

In spite of the multinational's global reach, 
regional

markets do have the capacity and the self-interest 
at

stake to regulate some portions of foreign direct 
invest-

ment. The development goals may be too extensive and

too reliant on foreign investors to be successful, but

a code dealing with restrictive business practices 
and

information disclosure of regional activity should 
be

effective.

Thus, the thesis that regulation of foreign invest-

ment will be unsuccessful is only partly correct. Although

no actual instances of successful regulation were 
dis-

covered, the difficulties encountered with extensive

regulation in the Andean case and the unsuccessful 
attempts

to direct foreign investment suggest the limitations 
ofcesuch

a code. Based on the logical analysis_, 4 miLQ code

dealing primarily with restrictive business practices 
and

regional disclosure requirements would he suceessful in k

nk h already had subsntial; investihent and w-ich
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was attractive to foreign investors. The prospects for

success of less ambitious regulations are good, but 
the

fulfillment of political goals through regulation 
are

much less likely to be achieved.

The distortedpperceptionsodf- government IeAdersabout

the threat of the multinational and its power to 
evade

regional policies may be at the heart of 
the failure of

all three communities in this study. Particularly in the

underdeveloped markets, national leaders seemed to 
be

suspicious and aware of the scope and threat of the multi-

national, yet overconfident in their ability to control

the multinational.

A major factor contributing to the failures 
in this

study was the ability and the power of the 
multinational

to circumvent regional policies. The multinational's

power, combined with regional dependence on foreign 
in-

vestment, worked to cause cleavages in the East African

Community, and undermine the effective implementation of

the Andean code. Even with a regional organization, the

bargaining position of the multinational is still far

superior. Just as with nations, the sovereignty of the

common market extends only to its borders; the sovereignty

of the corporate global network and corporate strategy 
is

not.
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