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Preface

This book has grown out of Keith Cowling’s earlier book
Monopoly Capitalism. Roger Sugden, in his doctoral research
at Warwick, pursued further the impact of transnational
corporations on both product and labour markets, and subse-
quently the authors decided to join forces and produce a book
which focused on the themes of monopoly capitalism within a
transnational world. Keith Cowling would like to acknowl-
edge the stimulation and help provided by a long line of
graduate students at Warwick who were interested in pursuing
issues of monopoly capitalism. Both authors wish to thank
Christos Pitelis for helpful discussion throughout, and Mark
Casson, Steve Davies, Steve Dowrick and Paul Marginson for
their helpful comments on parts of the book. Teresa Forysiak
at Warwick and Chris Barton, Maureen Hay, Gloria Ketchin
and Nicky Valente at Edinburgh did the typing. We are
grateful to all of them.

Keith Cowling
University of Warwick
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Roger Sugden

University of Edinburgh
Edinburgh
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I Introduction

This book is about an economic system — the system which
dominates the present world economy outside the centrally-
planned economies. That system is dominated by giant eco-
nomic organisations with a transnational base: the transnatio-
nal corporations. Since they dominate the system we shall be
closely concerned with their structure and behaviour, but we
are not primarily concerned with developing a book which
focuses on the detailed aspects of the transnational corpora-
tions — a quick browse through any university library will
unearth a multitude of such volumes. Rather we are con-
cerned with extending the analysis of monopoly capitalism by
explicitly recognising the transnational base of its central
actors. The line of analysis follows that of Kalecki (1971),
Steindl (1952), Baran and Sweezy (1966), and Cowling (1982),
not because these books have been central to the literature on
the transnationals— indeed Kalecki, the originator of this line
of analysis, is totally silent on the subject — but because they
provide the building-blocks with which one can begin to
construct an explanation of how an economic system can
evolve under a capitalism which has reached the monopoly
stage.! We are thus interested in the transnational corporation
primarily from the perspective of its contribution or role in the
evolution of the total system of which it is simply a part, albeit
a powerful part. Since we are not proposing a text on the
transnational, our construction and description of this essen-
tial part of our analysis will inevitably be simplified. Neverthe-
less, as we hope to demonstrate, as part of our purpose we
shall seek to identify a rather different view of what exactly
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2 Transnational Monopoly Capitalism

constitutes the essence of the transnational than has been
previously put forward. Indeed, we shall be offering a different
view of the essence of the firm.

As well as being primarily about the evolution and present
state of the economic system, rather than about the details of
the transnationals, the book focuses primarily on the indus-
trialised countries of the capitalist system, using Britain as a
particular example, although an essential part of our task is to
recognise the breakdown of the world dichotomy of advanced
industrialised countries on the one hand, and backward
primary producers on the other, with international trade
between these groups dominating world trade. The evolution
of the transnational corporation has progressively destroyed
this simple dichotomy. In contrast to the earlier history of the
development of monopolies and cartels around the turn of the
century, when protectionism was demanded to restrict or
eliminate foreign competition in domestic and colonial mar-
kets, the new period of international oligopoly is characterised
by demands on the part of the giant corporations for free
trade and the supra-national institutions to pursue and sanc-
tion it.2 It is to this new imperialism of free trade orchestrated
by the transnationals which this book is addressed.

The central focus of our analysis is on the consequences of
the evolution of the monopoly capitalist system for the
distribution of income and, in turn, the implications of such
redistribution for the macroeconomy. We shall argue that the
growth of transnationalism itself leads to monopolisation
tendencies within such a system, which in turn imply a
potential for a rising profitshare, but the consequences of this
for the level of aggregate expenditure will imply a secular
stagnation tendency. We shall maintain that the advent and
growth of the dominant transnationals has served both to
sustain and augment such tendencies.

We shall also be concerned with deeper issues of democracy
and the quality of life which we see as intimately connected
with the issues of distribution and stagnation. The essential
element of democracy is the ability to control one’s own future
and the future of the community. This will always be deter-
mined, to a significant degree, by access to material goods,
which in turn is related to the ability to gain employment, and
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therefore income, for those without property. Freedom will
always be conditional on the existence of an economic surplus,
and in turn the quality and distribution of that freedom will be
determined by its distribution. The quality of life we also see
as being directly related to the overweening dominance of the
giant corporations which, with the development of transna-
tionalism, leads to the imposition of a world cultural homoge-
neity.

Most of the book will be concerned with determining the
dramatic consequences of the present economic system. But
we shall also begin to map out an alternative system which
allows for the democratic determination of the distribution of
income and the achievement of full employment; which sus-
tains and enhances democracy by expanding our limited
political democracy into the economic arena; and which
protects and augments the cultural independence of national
communities. All this will be based on the development of a
community economic autonomy which is denied in a world of
transnational dominance.

The book proceeds from this introductory chapter to a
chapter dealing with the essence of the transnational corpora-
tion. The theory of the firm, and therefore of the transnation-
al, is restructured around a definition of the firm which
identifies its essence as a locus of strategic decision-making
which results in the incorporation of market transactions
within the ambit of firms. Thus we define a transnational
corporation as a means of coordinating production from one
centre of strategic decision-making when this coordination
takes the firm across national boundaries. It is important to
recognise that the boundaries of the firm are no longer defined
in terms of ownership, but in terms of control over produc-
tion, either directly or through the market, for example via
subcontracting. Thus the extent of the transnational is not
easily defined since it is no longer measured by the collection
of international assets directly owned by that corporation, but
should also incorporate those market transactions which are
directly under its strategic control. Although raising empirical
difficulties, we regard our definition as the only satisfactory
starting-point for our exploration of the consequences of the
growth of transnationalism. However, before proceeding with
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this task, Chapter 2 also raises the question of why transna-
tionals are created in the first place. The arguments offered
focus on product market domination, where the key to our
analysis relates to the necessary, and yet somewhat paradoxi-
cal, coexistence of rivalry and collusion.

Having established the desire to dominate product mar-
kets as giving rise to the existence of the transnational
organisation of production, we turn, in Chapter 3, to the
effect of the evolution of transnationalism on product mar-
ket domination. We argue that the development of a transna-
tional system of production and trade by the giant corpora-
tion gives it an added dimension of power within any specific
market. Not only can the threat of the diminution of such
power as a result of uncontrolled international trade be
averted, but also the potential for market share augmenting
activity can be increased as a result of both increased
capacity and extended product variety. Given that these
accretions to market power are only readily available to the
giants, the disparity in power between them and their smaller
rivals is increased. Recalling our definition of the transnatio-
nal firm, we can readily see that such augmentation of
market domination can come through the control of interna-
tional market exchange as well as via the extension of the
assets of the firm across national boundaries. Noting that
transnational corporations are of increasing importance, and
that they imply increasing market domination, we conclude
that market domination by a relatively few giant corpora-
tions is increasing. The last section traces through the
implications of such monopolisation tendencies for the dis-
tribution of income.

Chapter 4 takes up the issue of labour market domination
raised in Chapter 2, alongside that of product market domina-
tion development in Chapter 3, emphasising the fact that
theories of monopoly capitalism relate to labour markets as
well as to product markets. The first theme analyses the
fundamental asymmetry between capital and labour: namely,
capital can be organised internationally, but labour, in
general, cannot. The second theme relates to the international
division of labour which results from the existence of transna-
tional corporations. The last theme of the chapter considers
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the consequences for the distribution of income between
labour and capital of the growth of product market domina-
tion coupled with labour market domination in a world of
transnationals. The growth in the potential share of profits in
such a monopolising system cannot easily be reversed by
worker resistance because of the difficulties of organising
transnationally. As a result, a tendency for the share of wages
to fall will emerge from such a system.

Chapter 5 extends the analysis by focusing on the impact of
such a redistribution of income on the evolution of the
macroeconomy. We present the basic argument of the mono-
poly capitalist literature that such a system will develop a
tendency to secular stagnation because the resulting redistri-
bution of income will tend to lead to a decline in the growth of
aggregate demand. We aiso develop a supply-side argument
for the emergence of stagnation within specific advanced
industrial countries. This springs from the increase in the
power and militancy of organised labour, associated with the
evolution of the system, which, in turn, leads to an accelerat-
ing wage—price spiral. The consequence of this process is a
tendency for capital to migrate from high-wage cost econo-
mies to other locations. We argue that the global processes of
industrialisation and deindustrialisation orchestrated by the
transnationals are socially inefficient and undemocratic. We
also conclude that stagnation will be a more pressing issue
within a world in which the transnational control of produc-
tion and markets by the dominant firms within the system is
increasing, not only because it will become more likely, but
also because it will become more unmanageable. We are
involved in a negative-sum global game which will continue
until we see quite radical changes in the way the international
economy is regulated.

Finally we make some suggestions on the construction of an
alternative system. Rather than starting by listing the ways in
which we need to begin to regulate the transnationals, we have
chosen to set down what we see as the central elements of a
democratic economic system which can be counterposed to
the system of transnational monopoly capitalism we ex-
perience today. Of course, we are exaggerating the true
situation. We have not experienced a ‘pure’ system of transna-
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tional monopoly capitalism: over the years many democratic
elements have been incorporated into the structure. And yet if
we take at face value the wish of democratic governments to
eradicate the substantial inequalities within the countries over
which they preside, and also to remove the often more glaring
inequalities between countries, we can only wonder at the
strength of the forces opposing such declared intentions. Of
course, in many cases, the intention is more apparent than
real, and in recent times we have seen leading politicians come
to power with no such intentions. But if one were to suppose
that most democratically elected governments in the post-
World War II era had some, at least minimal, commitment to
such egalitarian ideals then the continuing gross disparities in
income and wealth are indeed a resounding affirmation of the
powerful inegalitarian forces embedded within the existing
economic system. Indeed, there is increasing evidence now of
the dramatic growth of a new and much more overt inegalitar-
ianism. It is only quite recently that the rich have been willing
to state publicly that the obvious way out of the current crisis
of unemployment would be the re-establishment of a great
sector of personal service, where those ‘productively
employed’ could take on those without work, with such
expenses being, hopefully, tax deductible.?

As a prelude to our construction of an alternative democra-
tic economic system we make the argument for the incompati-
bility of democracy with capitalism, and its growing incom-
patibility as the system of monopoly capitalism evolves.
Combined with the argument for the essential compatibility of
democracy and economic efficiency, we then have powerful
justification for the introduction of a system of democratic
economic planning. Lest mention of planning conjure up an
image of a centralised, bureaucratic determination of all
detailed aspects of economic life, nothing could be further
from the system we have in mind.* Planning would introduce
democracy into production and the market economy, and it
would be strategic, selective and decentralised, dominating the
market in its long-term strategic implications, but working
through the market in its short-term operational detail. A
combination of a demand-side strategy designed to maintain
full employment and a supply-side strategy designed to shape
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the long-term industrial landscape will together provide the
environment within which dynamic, relatively autonomous
economies can evolve. The creation of this network of rela-
tively autonomous communities will in turn provide the basis
of a new internationalism based on cooperation among suc-
cessful economies rather than competition based on fear
_ which is the hallmark of the present order.

NOTES

1. The term ‘monopoly capitalism’ will be taken to include the quite
general, perhaps ubiquitous, case wheremarkets are dominatcd by a few
corporations — what is often termed oligopoly.

2. With some significant exceptions; for example, the response to Japanese
expansionism led to demands by European and American industrial
interests for restrictions on Japanese imports. More recently we have
seen an increasing accommodation to this expansion.

3. These suggestions were made in a speech by the Chief Executive of
British Aerospace and picked up by Neil Ascherson in his column in the
Observer (13 Julyl986), where he lamented the evolution of London into
a neo-Edwardian society with its enormous gulf between the haves and
the have nots.

4. Tt is of interest here to note the present demands within the Soviet Union
for dramatic political change in order to secure economic dynamism. See
The Guardian, 22 July 1986. They are basically arguing that greater
democracy will be a spur to economic efficiency. Our demands for
democratic change within the capitalist system are entirely complemen-
tary.



2 Theory of the Transnational
Corporation

A sensible starting place for a discussion of transnationals in
the world economy — and accordingly our concern in this
chapter—is to consider what they are, and why they arise. This
gives the discussion a solid foundation and will provide
insights that can subsequently be built upon and explored in
greater depth. Moreover, failure to begin an analysis on the
right footing will lead it badly astray; if the aim is to explore a
world dominated by transnationals we should have little or no
success if we did not understand these basic issues. It would be
like trying to explore an uncharted area of deepest Africa by
starting in Latin America.

There is of course a vast literature on transnationals and so
it should come as no surprise that definitions have been
provided in the past. Indeed, there have been many. But the
problem has been a tendency simply to give a definition
without deriving it from first principles. This is all very well
and undoubtedly has its place but is lacking in depth and
therefore prone to error. What is needed, bearing in mind that
transnationals are merely firms in some sense operating in at
least two countries (see for instance Buckley and Casson,
1976) is a coherent definition well-founded in the theory of the
firm.

This has been provided by authors working in the Coasian
tradition. The starting-point for such analysis is the Coase
(1937) paper, which argues that production is coordinated
either by market exchange or within a firm; i.e. that the firm is

8



Theory of the Transnational Corporation 9

the means of coordinating production without using market
exchange.! As regards transnationals this analysis has been
developed in particular by Buckley and Casson (1976); they
simply see a transnational as a firm in which the coordination
of production without using market exchange takes the firm
across national boundaries.

This is clearly an analysis focusing upon market exchange.
Indeed, following Tomlinson (1984), it could reasonably be
said that the primary purpose of the Coasian framework is
simply to analyse markets.? However, we reject this focus.? In
doing so we are not alone. For example the market/non-
market dichotomy has been criticised in the past by analyses
that nevertheless accept the Coasian view confining the firm
to non-market exchanges. For instance, Imai and Itami
(1984) talk of non-market exchange using ‘market principles’,
whilst agreeing that market exchanges occur only between
firms or between firms and consumers. See also Brown'’s
(1984) discussion of firm-like behaviour in markets. But our
analysis goes far beyond this. We challenge the Coasian view
at a more fundamental level. Its concern is the ype of
exchange used in production — i.e. market versus non-market.
Firms and transnationals are simply confined to the latter. Yet
this ignores the important insight that the crucial factor is the
essential qualities, the very nature of an exchange — regardless
of whether or not the market is involved. Indeed, the type per
seis of no interest; it should be some underlying quality which
is the foundation for analysis because it can only be the
essential characteristics which really distinguish exchanges,
not superficial attributes. The key problem is therefore to
determine the critical essential characteristics and to solve it
we shall delve more deeply into the theory of the firm.

Hand in hand with these different analyses of what is meant
by a transnational go alternative views on why they arise. This
should not be unexpected because in each situation the subject
matter differs. Unsurprisingly Coasian analysis — more com-
monly known as internalisation — maintains its concern with
market versus non-market exchange.’ Its method is to ask
why there should be one rather than the other, the answer
coming from a characterisation of the environment in which
exchanges occur. Thus coordination of production via market
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exchange is seen as a benchmark, departures from which have
to be explained. The only contemplated basis for a departure
is the incentive provided by the possibility of at least some
people gaining and nobody losing. This is a Pareto criterion,
founded upon the view that anybody and everybody has some
sort of veto over outcomes they find undesirable — in other
words, the economy is made up of voluntary exchanges.

Add to this the notion that a complete set of perfectly
competitive markets is Pareto-efficient and the Coasian frame-
work is complete (although compare Dunning’s view in his
‘eclectic’ theory).® If production was everywhere coordinated
by market exchanges which were perfectly competitive, there
could be no Pareto improvements. There could therefore be
no non-market exchanges, because these will only arise if they
are Pareto-efficient. There would therefore be no firms. So it
follows that: firms, hence transnationals, arise from the incen-
tives to bypass imperfect markets with non-market exchanges.
The source of these incentives is in fact seen to be savings on
transactions costs, a concept explored in detail more recently
by the likes of Williamson (1975) in his analysis of markets
versus hierarchies.” They provide the basis for the crucial
efficiency implication, although the possibility of cost reduc-
tions when moving from market to non-market transactions is
not itself sufficient to yield Pareto improvements. This is
guaranteed by the voluntary exchange principle, a concept
which can perhaps best be explained by a simple example.
Suppose individuals A and B are engaged in interdependent
activities within a firm. The argument typically runs: the fact
that a firm exists implies that A and B are better off, or at least
that neither is worse off, using a firm organisation rather than
an external market, otherwise they would have chosen to use
the external market. In other words, then, in moving from
market to non-market exchange individuals A and B will be
simply sharing out the savings on transactions costs.

In contrast, our focus in defining a transnational implies
that we must seek an alternative framework for explaining
their existence by moving away from an obsession with
market versus non-market exchange, to explore the very
nature of exchanges. Our analysis is in the spirit of Marglin’s
(1974; 1984) discussion of the transition from the putting-out
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system to the factory in the English textile industry. He
focuses in detail on what is happening in production, in
particular on control of the work process, and does not get
diverted into the market/non-market distinction. Again, then,
the type of exchange is superficial. What is important is what
is really happening when firms arise. However we can happily
parallel the Coasian method. Thus in examining a particular
exchange within a firm, the critical issue is: why an exchange
of this nature rather than another, market or non-market? Our
answer calls for a fundamental analysis of firms’ behaviour
and, unlike the Coasian concern with a complete set of
perfectly competitive markets as its starting-point, we shall
begin with an oligopolistic environment. Moreover, because
internalisation’s efficiency implication is so important from a
welfare standpoint, we must pursue whether or not it still
holds.

WHAT ARE TRANSNATIONAL CORPORATIONS?

In looking for the distinctive feature bringing an exchange
within a firm, rather than leaving it outside, particularly
interesting has been the concern of a very extensive literature
with decision-making. This is significant because analyses of
decision-making tend to concentrate directly on what is
actually happening when production takes place; they tend to
go to the heart of production rather than concentrate on
superficialities. This is precisely what we are looking for. In
general this is seen in such seminal works as Simon (1959),
where it is argued that satisficing behaviour is the norm, and
Cyert and March (1963), who develop an analysis of decision-
making closely associated with all behavioural theories of the
firm.® More specifically — and for us more importantly - it is
also seen in analyses of the control of the firm.’

Especially interesting here is Zeitlin’s (1974) view that
control implies the ability to determine broad corporate
objectives despite resistance from others — in other words, to
malke decisions over such strategic issues as a firm’s relation-
ship with its rivals, nation-states and workers, its rate and
direction of capital accumulation, its sources of raw materials,
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and its geographical orientation. These decisions are es-
pecially important because they are fundamental to the direc-
tion a firm takes. The power to make such decisions confers
the power to determine the fundamental behaviour of the
firm, its objectives and the way these objectives will be
pursued (see Scott (1985)). This is not to say that the only
decisions being taken within a firm are strategic. However, it is
to say that any other decisions are subordinate; in this sense
strategic decisions are the pinnacle of a hierarchical system of
decision-making. They constrain the operational, day-to-day
decisions taken by managers over such tactical issues as the
choice of promotional activities and of a particular project
from a subset of alternatives. Moreover they also constrain —
as do the operational decisions — the choices made by workers
concerning work intensity, etc. Consequently whereas all three
types of decision determine what actually happens in produc-
tion, the strategic decisions play a prime role because, by
definition, they determine the direction of the firm (see Pitelis
and Sugden, 1986).

Accordingly, the notion of a centre of strategic decision-
making goes to the heart of the way in which production is
carried out and provides a clear basis for defining a firm and
hence a transnational.

Accepting the Coasian view of transnationals as firms that
cross national boundaries, we therefore suggest the following.

A firm is the means of coordinating production from one
centre of strategic decision-making.

A transnational is the means of coordinating production from
one centre of strategic decision-making when this coordina-
tion takes a firm across national boundaries.

To compare and contrast our definition with the Coasian
alternative, consider a simple illustration. Suppose an econ-
omy is characterised by one consumption good being pro-
duced without any market exchange and under the coordina-
tion of an operation with centralised strategic decision-
making. Assume also that in production managers adminis-
trate and workers are employed to perform designated tasks.
In a Coasian world this operation would be a firm: it is the
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means of coordinating production, there is no market
exchange, and therefore it is ‘the means of coordinating
production without using market exchange’. We too would
see the operation as a firm, but because of the centralised
strategic decision-making. Moreover the critical difference
between the approaches is shown by relaxing one of the
simplifying assumptions. Suppose now that there are market
exchanges in production. For instance, if the consumption
good is clothing, one stage of production may require the
putting together of a sales catalogue containing a sample of
the cloth used. One possibility is to assemble workers in a
factory where they literally sit down and glue squares of cloth
onto a piece of card. This would be a non-market activity.
Another possibility is to subcontract the work to housewives
looking for additional money."” This would involve a market
exchange. For example a housewife may be contracted to
carry out the task in consideration of one penny for each batch
of 20 completed cards. Such an exchange would fall outside
the ambit of a Coasian firm but inside the ambit of a firm as we
see it. Our preference for this view is because production is still
being coordinated from one centre of strategic decision-
making whether or not there is a market exchange. In ignoring
this, the Coasian approach denies the especially important
role of strategic decision-making in coordinating produc-
tion."" This Coasian concern with superficial attributes misre-
presents the activities of firms and only leads to misunder-
standing and error.

Subsequent chapters will explore the significance of our
analysis in greater detail, for example when we examine the
rise of transnationals and the international division of labour
in Chapter 4. But for now, perhaps a specific example from the
real world will also clarify our position.'? Mitter (1986)
describes the case of Benetton, a clothing producer with over
2500 shops worldwide and with an expected turnover for 1983
of over £200 million. Benetton is reported as employing
something less than 2000 people in ‘its’ eight factories in
northern Italy and in addition of giving work to a further 6000
(also in northern Italy) employed by the 200 small subcontrac-
tors making semi-finished clothes which are supplied to the
eight main plants. Mitter refers to the skilled parts of the
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production process — such as designing, cutting and final
ironing— being ‘handled by Benetton’ whilst the basic weaving
and making up is done ‘outside the company’s plant’. The
reason: Benetton can thereby cut costs, e.g. by benefiting from
the lower costs of the small subcontractors. In contrast our
view is that it is a priori artificial to separate Benetton’s eight
main plants from the 200 subcontractors. Rather, the transna-
tional ‘Benetton’ should include market exchanges where they
are coordinated from one centre of strategic decision-making
— and Mitter at least leaves a strong suggestion that what she
calls Benetton is indeed in control of its sub-contractors, i.e.
does include the centre of strategic decision-making that
encompasses the subcontractors’ activities. Moreover the im-
portance of this is shown by the consequent difference in
numbers of production workers employed by Benetton
throughout northern Italy — 8000 rather than 2000, an in-
crease of 300 per cent on Mitter’s observation.

Following on from this the potential quantitative impor-
tance of our definition in general terms can be explored by
pursuing the subcontracting phenomenon still further."* Thus
the extent of subcontracting across national borders is not
something that is generally evidenced by detailed statistics — as
Germidis (1980) observes in a study covering many countries
throughout the world — but an exception is the USA, where
some rough indication is available. Table 2.1 shows the value
of US imports under tariff items 807.00 and 806.30, items
which permit importers of certain (although not all)'* manu-
factured articles to pay duty only on the value added abroad
and not on the value of the articles” US parts or materials. (See
Sharpston (1976) and Helleiner (1981) for a discussion.)
Unfortunately for us, even these data are severely tainted by
the possibility that a vertically integrated Coasian transnatio-
nal could have imports falling within the tariff provisions; i.e.
there need be no market exchange concerning articles subject
to duty under items 807.000 and 806.30. Nevertheless the
items are much wider than this and their magnitude at least
suggests that the subcontracting issue warrants close atten-
tion. Thus from Table 2.1: the annual growth rate of such
imports has been consistently very high, rarely below and
usually well above 20 per cent; and by 1979, for instance, over
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Table 2.1:  US imports under tariff items 807.00 and 806 .30, 1966-79 {$m)*"

Year Value Rise on previous year Value as a percentage of the
(%) value of all dutiable imports

1966 953 6.0

1967 1035 8.6 6.3

1968 1554 50.1 /%)

1969 1839 18.3 8.1

1970 2208 20.1 8.5

1971 2766 253 9.1

1972 3409 232 9.4

1973 4247 24.6 10.4

1974 5372 26.5 11.2

1975 5161 -39 7.9

1976 5722 10.9 6.8

1977 7188 259 6.9

1978 9735 35.4 8.0

1979 11938 226 11.6

Source: The value data are from Helleiner (1981) (and originally the US Interna-
tional Trade Commission) and the US Statistical Abstract.

11 per cent of total dutiable imports to the US came under
807.00 and 806.30.

This discussion of subcontracting also immediately points
to an important practical difficulty with our definition: in
seeking data on transnationals it will at least be extremely
hard to identify the ambit of centres of strategic decision-
making. For example, obtaining data from the accounts of the
firm legally identified as Benetton is insufficient as this will
ignore subcontractors. This practical difficulty is also revealed
by the complex and on-going debate regarding who makes
strategic decisions. For example, suppose an individual con-
trols production facilities in the US and also has 5 per cent of
shares in some UK production facilities. Does the person
control the UK facilities? — if so, there is a transnational
producing in the US and UK because we have the coordina-
tion of production from one centre of control, in other words,
from one centre of strategic decision-making. The answer to
the question varies according to whose view is believed. For
instance Berle and Means (1932) argue that a 20 per cent
shareholding is needed for control, Scott and Hughes (1976)
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that 5 per cent suffices, Cubbin and Leech (1983) that the
critical percentage varies and as little as 1 per cent may be
enough, and Pitelis and Sugden (1986) that ex post analysis of
shareholding is not revealing anyway.'®

But there are two comments we shall make here. First,
Coasian analysis also suffers from a practical problem. For
instance suppose the production of chalk is coordinated
within an institution named Problem Investments Limited
solely by a set of non-market exchanges, whilst the production
of cheese is coordinated within an institution named Worrying
Factors Incorporated, again solely by a set of non-market
exchanges. When are Problem Investments Limited and Wor-
rying Factors Incorporated two firms, and when might thev
constitute one diversified firm? This is quite simply unclear
and not uncontroversial. For instance, would there necessarily
be only one firm if either Problem Investments or Worrying
Factors owned part — say 40 per cent — of the other? Or 10 per
cent, or even | per cent? Is there a critical percentage ? Or
would there be one firm if both Problem Investments and
Worrying Factors were owned by the same group of 20
individuals? Or 30? And suppose we simply do not know and
cannot find out who owns what —af'ter all, secret ownership is
hardly a rarity.

Secondly, the problem should not be overemphasised; in a
sense it is no problem at all. From a theoretical perspective the
aim in defining a transnational is to isolate a concept which
can be used to explore important issues from a theoretical
standpoint. Without empirical exploration such work would
have little value. However, when it comes to empirical appli-
cation we must simply take account of limited data and
appropriately qualify our conclusions. This is far better than
the making of apparently sound conclusions based upon
inadequate concepts; such an approach would only be decep-
tive.

WHY DO TRANSNATIONAL CORPORATIONS
ARISE?

The key to understanding what is really going on when
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transnationals come into existence is to appreciate the en-
vironment in which firms operate.

The typical view amongst economists is that firms operate
in a more or less perfectly competitive environment. This is
true of Coasian analysis, which focuses on the replacement of
imperfect markets with non-market transactions yielding the
perfectly competitive outcome of Pareto-efficiency. The view
is sometimes relaxed after a while but usually as an appendix,
given little thrust and, significantly, as an aberration from the
competitive norm. The problem with it is that it flies in the
face of all that firms are attempting to accomplish, assuming
they are profit-maximisers. Thus firms in perfectly competitive
markets merely achieve normal profits, which they will
undoubtedly find unsatisfactory. Clearly, then, they will at-
tempt to avoid such competition; i.e. they will try to dominate
product markets and, in the extreme, obtain pure monopoly
profits. Moreover if they succeed the competition view is
misplaced.

That firms can dominate product markets is revealed by the
possibility of their colluding. This concept is discussed in
relation to pricing by Baran and Sweezy (1966):

The typical giant corporation .. . is one of several corporations producing
commodities which are more or less adequate substitutes for each other.
When one of them varies its price, the effect will be felt by the others. If firm
A lowers its price, some new demand will be tapped, but the main effect will
be to attract customers away from firms B, C and D. The latter, not willing
to give up their business to A, will retaliate by lowering their prices, perhaps
even undercutting A. While A’s original move was made in the expectation
of increasing its profit, the net result may be to leave all the firms in a worse

position . . .
Unstable market situations of this sort ... are anathema to the big
corporations ... To avoid such situations therefore becomes the first

concern of corporate policy ... (p. 57)

The crucial basic principle is that no firm will act in a way
which leaves itself worse off, bearing in mind the retaliation of
rivals. Thus collusion amongst firms is simply the avoidance
of behaviour which leaves each and every firin worse off and it
derives frem recognition of the ‘retaliatory power’ of rivals.
Whilst, if circumstances allowed, a firm would not hesitate to
become a puremonopolist by driving rivals from the industry,
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more generally it cannot do this and will therefore accommo-
date their presence. Likewise a firm will appreciate that rivals
tolerate its presence in the market because of its retaliatory
power.

In short, then, our alternative characterisation of a firm’s
environment is as follows: collusive behaviour existing along-
side and deriving from a ready willingness by each firm to
drive rivals from the market — i.e. the coexistence of rivalry
and collusion, as Cowling (1982) puts it. Moreover a lynchpin
in such a world is firmns’ retaliatory power and thus their
realisation that whilst they must defend against rivals (i.e.
prevent others gaining profits at their expense) firms can also
try to artack (i.e. improve their profits to the detriment of
rivals).'” This is crucial to our analysis because it suggests two
motivations for firms’ a