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Introduction

This paper examines the changing compostion and organisation of internationd
busness over the last century. It does not seek to duplicate the sandard works on the
higorical evolution of multinationds (MNES), induding the dill-unsurpassed database
generated by the Multinationd Enterprise project conducted a Harvard Business School
in the 1960s and 1970s* Instead, based on a benchmark definition of MNEs as firms that
control income generating assets in more than one country, it widens the focus from the
large indudrid enterprises which have pre-occupied many researchers on MNES, to a
more complex and vaied world of firms which have engaged in internaiond busness,
and whose growth has been far from linear.

The discusson is organised around two principd themes the role of internationd
busness during the digntegration of ‘fird globd economy’ which it had played an
important role in creating during the haf century before 1930, and —secondly-the role of

MNEsin the making of anew globa economy.

MNEsand the Disntegration of a Global Economy
At the end of the 1920s internationd business was extensve and widdy spreed

around the world. It had grown rapidly for the previous fifty or SO years in response to a



vaidy of factors induding the combination of capitd mobility and trade protectionism,
the demand for rav maeids and foodduffs generated by the Second Indudrid

Revolution, the soread of colonidism and the widespread acceptance of internationd
property lav which had reduced the risks of FDI, and improvements in trangport and

communications which had reduced the cogts of managing & a distance. By this date many
of the twentieth century’s larges MNEs were dready widdy spread internationdly,
including Ford and Generd Motors, Nestle and Unilever, Shdl and Standard Oil of New
Jarsey. These multinationd giants co-existed with thousands of smdl and medium Szed
firms which had invested abroad, sometimes in dudes or networks with other firms,
which often peformed as ggnificant roles as their larger brethren as tranderors of
entrepreneurship, organisations and culture across borders.

The only edimates of the overdl dze of world FDI remain the heroic efforts of
John Dunning, who suggested that it had reached around one-third of totd world foreign
invesment, or $14,582 million, by 19142 This was equivaent to around 9 percent of
world output a the time> Despite the disruption of the First World War, it grew further in
the 1920s, if perhaps not in the following decade, to reach $26,350 million by 1938*At
the end of the 1920s, most of the stock of world FDI continued to originete from a handful
of Western European economies, especidly the United Kingdom, which accounted for
around 40 percent. The United States accounted for no more than a quarter of tota stock,
though it had probably replaced the UK in terms of flows during the 1920s. FDI was
widdy dispersed around the world. Latin America and Ada probably accounted for over
50 percent of FDI gtock, though in terms of individud host economies, Wilkins identifies

Canada and the United States as the two top hogs in 1929, followed by a duder of



developing countries® Few countries in the world, even induding the Soviet Union, were
untouched by foreign enterprise, even if FDI had a perdgent tendency to be clugtered
geogrgphically.

Many unanswered quesions reman concerning the dimendons of FDI in this
period. The United Sates is the only country with remotdy plausble FDI etimates A
grest ded of internationa budness was undertaken usng corporate forms where the
diginction beween portfolio and direct invedment was indiginct Much FDI was in
colonies, which might or might not be consdered as ‘red’ FDI, while there was ds0 a
grest ded of FDI which was located in geographicdly proximate regions, such as US
invesment in Canada and Mexico, or European invesment in neighbouring countries,
which might be treated as multi-regiond rether than multinationa invesment.

Nonethdess the achievements of MNEs in creding a ‘globd economy’ were
remarkable. By the 1920s many of the world's naturd resources were produced, traded
and digributed by MNEs. In petroleum, most of the world's ail outsde the United States
was produced and marketed by a smdl number of large MNEs. In 1928 over 40 percent
of the ol produced in Lain America was by two MNEs® There was a smila MNE
concentration in a range of other minerds induding duminium, copper and tin. Thee
indudtries were characterised by high levds of intrafirm trade in the hands of veticaly
integrated MNES. In renewable resources the picture was more mixed, with the production
of some commodities such as cotton and tobacco remaining outsde foreign control, but in
others such as sugar cane, tea, bananas and rubber, production and didtribution was largely

controlled by various forms of multinationd firm.”



The globd reach and impact of service sector MNEs a the end of the 1920s was
griking.. During the nineteenth century they had put in place the banking, trading and
informationd infradtructure of the fird globa economy, and they had dgnificant wefare
effects through the trander of organisiond and technicd competences to developing
countries. Multinationd banking, which had dated around the 1830s had reached
condderable proportions by the 1920s. It modly took the form of specidist ‘overseas
banks, mogly headquartered in European countries, with branches in developing regions.
In 1928 British multinational banks done controlled over 2,250 branches spread over
Latin America, Africa, ASa and Audrdada, which financed interngtiond trade, undertook
foreign exchange dedings, and provided retail banking services® French, Dutch and other
European banks had less extensve branch networks, while Jgpan's Yokohama Specie
Bank had over 40 branches dsawhere in Ada, Europe, the Americas and Audrdia by the
late 1920s.° The banking market in the United States was effectively isolated, but the First
World War and the 1920s saw the Citibank foreign network reach amost 100 branches by
1930, two-thirds of them in Latin America™®

On a par with multinationd banking, European and Japanese multinationd trading
companies controlled large shares of internationd trade, especidly but not only, in
commodities. The desre to overcome transactions and information codts led some firms to
diversfy into processing, resources and other savices A number of the larger British
trading companies had workforces of 100,000 - 150,000 by the late 1920s, making them
among theworld's largest multinationd employers™*

Findly, a globd trangportation and communications network had been put in place

by MNEs. Cable and later wirdess telegraph companies, such as MacKay, Eagstern



Companies, Marconi, ITT and the Grest Northern Teegraph Company, developed a
globa tdecommunications infragtructure which lessened the risks of FDI by making the
control of assts over long distances more feasble. Large shipping companies had cut the
cods and speed of oceanic trangport by building globa networks of steamship lines
fadilitated by the cutting of ship cand's such as the Suez and Panama Cands.

By the lae 1920s multinaiond menufecturing was dso  wdl-established
phenomenon. Many companies manufactured abroad by this period, especdly in
indudries characterised by proprietary technologies, brand names and other intangible
asets which gave rise to high transaction codts in market-based arrangements.  Tariffs
dways provided a simulus to multinationd manufacturing, and during the 1920s growing
protectionism was accompanied by new waves of multinaiond investment in indudries
such as automobiles’?Among these firms were the large industrid enterprises which had
devdoped from the late ningteenth century, separating ownership from control, and
meking investments in production, marketing and professond management.*A number
of these large firms ‘integrated’ ther internationd operations. By the interwar years many
US maketing dfiliaes in Britan were engaged in some exporting activity, rather than
amply supplying the domesic market, while US and Swedish MNEs internationalised
their technologicd adtivity to a high degree by this period!*Co-existing with the large
indudrial enterprises, were thousands of SMES often family-owned, with one of more
production fadlitiesin aforeign county.

Between the 1930s ard the 1970s many of the key components of this first globa
economy were dedtroyed, dismantled or diminished by a series of exogenous shocks. The

firg of these shocks was the Great Depresson.  This was not the fird interwar recesson



and, indeed, the extremdy severe 1920-21 recesson had a more severe impact on - sy -
multingiond  trading compenies - than its laer counterpat’® Neverthdess the

consequences of the Great Depresson on the international economy created a new and
much more unfavourable environment for internationd business. Exchange controls the
colgpse in capitd mohbility, protectionism, the dedine in primary commodity prices
fdling incomes in many developed countries, and the soreed of nationdidic governments
in Europe and Aga presented aformidable chdlenge to internationa business

In a range of manufacturing and resource indudtries MNEs responded to these
crcumgtances by forming internationd cartels as an dternative to FDI.  During the 1930s
a condderable proportion of world manufacturing became controlled by such agreements,
which were often supported by European governments'® These cartds regulated price
andlor output, but othewise diffeeed enormoudy in  ther ams  membership,
adminigraion and durability. They flourished especidly in indudries where there were a
relaivdy smdl number of producers andlor depressed market conditions, ‘Classc
examples induded the internationa carteds in chemicas, dectric lamps and ded, which —
unlike many collaborative arangements between firms, were susained over subgantid
periods of time!” In contradt, international cartels remained rare in fast-growing industries
auch as automobiles and branded consumer goods, and indudries such as textiles with
large numbers of producers.

In resources, the problem of excess capacity and faling prices led to a virtud hdt
in new FDI and dso to wideranging catel agreements.  The ‘Achnacarry Agreement’
sgned in 1928 between the world's three largest oil companies was a symbol of such

interwar cartels even though in redity the ol mgors never succeeded in regulaing the US



domestic market or preventing ‘outsde supplies undermining agreements dsewhere '®
The attempts by MNEs to cartelise the world copper industry were even less sucoessful 1
In contragt, in other mining indudries such as tin, duminium and diamonds gmdl
numbers and government support led to strong and maintained cartds?® Smilaly in tea
and rubber, European trading companies were able to put in place successful cartels to
support prices and restrict output, though they failed in other sectors, such astesk 2!

Although the 1930s saw the use of internationd cartds as a subditute for FDI in
many resource and manufacturing indudries, the MNEs of ealier decades did not
disgppear, nor did new investments cease.  In automobiles and consumer goods indudtries,
and even in chemicas, new invesments continued to be made. There were dmogt as
may new US entrants into British manufacturing in the 1930s as in the 1920s, though
there were dso many more divestments than in the earlier decade®® While some large US
MNEs divested from European manufacturing, in some cases the same firms opened new
factories in Lain America, Ada and Audrdia to take advantage of import subditution
opportunities®® Britisrowned MNEs which made mgor new invesments behind tariff
bariers in the 1930s principdly ather in the politicaly safe Empire countries or ese in
Lain America?®  Companies with operaions in countries with tight exchange controls,
auch as Naz Gemany, dso found themsdves meking ‘enforced investments out of
profits. Unilever, the Anglo-Dutch margarine and detergents MNE which had inherited a
large Gaman busness from its predecessor companies on its formation in 1929,
diversfied into cheese, printing, ice cream, har dyes and even shipbuilding in order to

spend its trapped funds®®



In savices, where there were few international cartdls gpart from shipping, foreign
MNEs found themsdves progressvely blocked from activities which were reserved by
governments for naionds or date-owned firms. Examples induded tdecommunicaions,
dectricity and trangport utiliies which Latin American and other governments began to
exdude foragn firms from the 1930s, and arlines, where governments blocked foreign
ownership?®  As ever, thee were exceptions.  Canadianowned utlities retained
Ubgantid make shaes in Mexico and egpecidly Brazl: Brazlian Traction, for
example, produced 60 percent of Brazil's power and 75 percent of its teephones in
19462 The Soviet Union dosed its borders to dl forms of foreign enterprise, but
Denmark’s Great Northern Telegraph Company continued to own and operate the Trans-
Sberian line throughout the 1930s?®  On a much wider scale, dthough internationd trade
dumped in the 1930s some multinaiond trading companies flourished.  Jgpan's sogo
shosha grew dongsde Japanese exports, opening up new markets in Latiin America, the
Middle East and the Soviet Union, and credting ‘globd sdes networks 2° A number of
Swiss trading companies, such as André, grew particularly fast in this period as0.*°

Perhgps the most dgnificant consequence of the 1930s was not to dow the growth
of multinationd invesment - which it surdy did - but to meke MNEs more ‘nationd’.
Trade bariers and exchange controls led to the increesed autonomy of naiond dfiliates,
which increeangly became regponsble for most of the vaue-added chain of ther
products.3 Nationdisn encouraged firms to Srengthen their ‘locd’ identities In Europe,
US producers such as IBM, Ford and Generd Motors responded to European competition
by devdoping new products for mgor markets which were digdinct from those produced

for their domestic American markets®? In some cases, US MNEs sold part of the equity of



their European dfiliates, modly because of their liquidity problems in the United States,
which further enhanced the autonomous and quas-independent danding of ther
subsdiaries

The ‘older’ forms of multingtiond business which had been 0 importart in the
cregtion of the firg globd economy moved in the same direction. The European oversess
banks, faced by the dedine in internationd trade, responded by extending ther lending to
busnesses not related directly to trade and exchange. In Ada, the Middle East and Africa,
this often led the British banks into modifying ther traditiondly consarvative regulaions
on collaerd, sometimes meking loans soldly on the bess of reputation.®®  European
tradng companies were sioudy adversdy dfected by fdling commodities prices and
trade barriers and dso responded by degpening their involvement in loca economies. In
Lain America, British trading companies in countries such as Chile, responded to the
growth of locd indudries by didributing their products indead of foreign imports. They
dso redirected thar busnes towards the goods in which internationd trade was dill
growing, such as branded consumer products and automobiles®  Dutch trading
companies, like thar British counterparts, sought to digtribute Japanese goods, and they
adso began manufecturing textiles and other products in ther principd hogt region, the
Dutch East Indies™®

The second exogenous shock to internationd business was the Second World War.
The Frsa World Wa had dreedy changed the ‘policy environment' for MNEs by
identifying the ultimate nationd ownership of firms as a palitica issue.  The sequedtration
of Germatrowned dfilistes by US, British and other Allied govenments not only

virtudly reduced the sock of German FDI to zero, but dso sgndled the end of the era
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when foreign companies could operate in most countries on more or less the same terms as
domedtic ones  The sequedration of foreign properties without compensgtion after the
Russan Revolution in 1917, and the Mexican expropriations of foreign oil companies in
1938, further raised the political risks of MNE investment.

The Second World War reinforced and intendfied the politica risks of FDI.
Duing the inteewar years German chemicd and other firms had sought to rebuild ther
internationdl  distribution networks and even their foreign production subsidiaies® The
totd loss of adl Garman overseaes assets once again as a rexult of the war was followed by
an extremdy subdued levd of German FDI through until the 1970s as German firms
opted to export rather than engage in risking FDI.  There was a Smilar phenomenon in the
caxe of Jgpan. During the interwar years Japanese FDI was smdl in dbsolute terms, but
very condderable rddive to the sze of the Jgpanese economy. The worldwide activities
of Japanese trading and the service sector companies, as well as invesments by Japanese
cotton textile and mining companies in the markets and resources of Ada resulted in the
cregtion of a complex internationd business system. After the loss of dl Jgpanese FDI a
the end of the War, Japanese firms focussed on exporting until the 1970s.*”

Thee devdopments left world FDI as far from ‘globd’ phenomeron after the
Second World War Between 1945 and the mid-1960s, the United States done may have
accounted for 85 percent of dl new FDI outflows. Among the Europeans, only British and
Dutch firms opted to make subgantid FDI in the era of the poswar ‘economic mirades.
As a result, between 1945 and 1980 between two thirds and three quarters of dl world FDI

stock was accounted for by firms from the US, the UK and the Netherlands.
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The third exogenous shock to internationd busness was the dedline in receptivity
to MNEs, espedidly but not only in the devdoping world. The end of European colonid
empires, the goread of Communiam, and growing dae intervention in economies were dl
factors behind this trend. In 1949 the Communig Revolution in Ching, one of the world's
largest hogt economies before the War, led to the totd exduson of foragn MNEs until the
late 1970s. Elsewhere decolonisation was often followed by the impostion of regulatory
controls on foreign firms. In India ds0 once a large host economy, fird high taxes and
from the 1960s increesng control and regulations, reduced foreégn FDI to minuscule
levds by 1980, as etablished foreign firms divested and new ones avoided the country.
In the Middle Eadt, Indonesa and esewhere there was outright nationdisation of foreign
owned oilfidds, mines and plantations from the 1950s. Until the 1970s the political and
military hegemony of the United States deterred mass expropriations of MNES, but in that
decade the dduge began, as both the influence of the United States dedlined, and some
developing countries acquired the technicd and managerid abdilities to run thar own
indudries. During the 1970s there were a large number of expropriations in the developing
warld, with virtudly dl MNE ownership of mining, petroleum and plantation assets wiped
GJt.SS

The nationdisations of the 1970s shattered the integrated MNEs which had once
controlled so much of the world's resources.  Vertica integration down to the production
level was weskened or eiminated in mos commodities causng a dedine in intra-fim
trade flows. The resource MNES had to switch from equity to contracts in order to access
developing country resources.  In the oail indugtry, between 1970 and 1976 a lesst

eighteen countries - accounting for three quarters of internationd oil production -
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netiondised ail-producing operations  This demolished the traditional dructure of the
internationd oil indudtry, though MNEs were able to preserve some dements of it by
anitching ther exploration to the North Sea, Alaska and other politicdly ‘safe
locations. >°

In essence, during the three decades or so after the Second World War MNEs logt
the great importance they had once held in the developing world, though the process often
proceeded raher dowly. For example the disgppearance of Africa from the orbit of
internationd  business was not as  rapid or liner as might be imagined. Between the
1940s and the 1980s Nigerids and West Africd s-largest modern business enterprise was
the United Africa Company, a diverdfied trading company owned 100 percent by
Unilever. Sate intervention in commodity marketing even before Nigerian independence
and growing competition obliged the firm to withdrav from producang marketing and
generd trading duing the 1950s, but the venture was reborn as an importer of specidist
products such as automobiles and tractors, and through joint ventures it became a mgor
brewer and textile manufacturer. Despite being obliged by West African governments to
sl pat of its equity to locd interests in the 1970s, UAC employed well over 70,000
people in the 1970s and contributed & times one-third of Unilever's totd profits*
Elsawhere in Africa information asymmetries provided a ocontinuing role for other
European multinationd trading companies, such as CFAO and Lonrho.

During the poswar decades therefore, multinationd investment became
progressvely margindised in much of the world. In many countries the naturd resource
and sarvice sectors were closed to foreign firms. North America and Western Europe, and

manufacturing as a sector, remained open, but even the Jgpanee economy was largey
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closed to foreign firms as Jgpanese governments until the 1970s blocked most wholly—
owned FDI in favour of licensng or joint ventures** For the first two decades after the
end of the war, new FDI was largdy a mater of US firms invesing in Canada and
Western Europe, and even here the flow was very uneven in geographica terms. In 1962
the UK done accounted for over 50 per cent of the dock of US manufacturing FDI in
Europe.

In summary, internationd busness drank in rdative importance in the world
economy from the late 1920s, and dedlined in its ‘globd’ nature. In the 1930s many firms
preferred catels to FDI. Cates became the mgor form of internationd busness in a
range of indudries. During the 1950 and 1960s the growth of world FDI resumed, but it
was geogrgphicaly and sectordly condrained. The firms of many developed countries
prefered exporting to foreign production. Large aess of the world redricted the
operaions of foreign firms. By 1980 the sock of world FDI only amounted to 4.8 per cent

or world output, or significantly lessthan in 1914*2.

MNEs and the Making of a New Global Economy

During the etcades after the end of the Second World War MNES began to build a
new globa economy, a somewha drawvn-out process which only came to fruition only
during the 1980s and the 1990s.

In this process sarvice sector MNES were important, whose sgnificance can be
overlooked by a focus on FDI data done. During the postwar decades there was a massve
increese in the rdative importance of manufacturing FDI, until by 1978 it accounted for

just over 50 percent of total FDI stock, with services just under a quarter. However, these
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figures largely reflected the demise of capitd-intensve FDI in trangport and utilities in the
developing world, while much of the new savice sector multingtiond  invesment in
busness and professond services in developed economies ather employed non-equity
modes such as partnerships, franchising and contracts, or €lse was not capita-intensve

In the immedige poswar decades multinationd savice firms assumed an
important role as conduits of US management practices and, more generdly, vaues and
lifedtyles to the res of the deveoped world. Management consultants were especidly
important with regard to the former. Multingtiond consultancy had a long pedigree,
which can be traced back to the internationdisaion of accountancy in the nineteanth
century. During the interwar years consultancy firms such as Bedaux, founded in the US
by the French immigrant Chales E. Bedaux, expanded internationdly. US firms often
followed their domestic dients aroad. Bedaux's establishment in intewar Britain and
Gamaty, for exanple was heavily dependent on the budness of thar US dient
Goodrich.  During the poswar decades US consultancies led by McKinsey, Booz Allen &
Hamilton and Arthur D. Little often followed ther US dients to Europe, and then
devdoped a European dient base, dthough this evolutionary pattern was not universd.
McKinsey, for example, invested in Europe in the late 1950s at the invitation of Shell, for
which it had caried out an assgnmet in Venezuda For a time British consultancies
such as Urwick, Orr were dso important internationdly, largdy servicing the countries of
the British Commonwesth.**

The importance of management conaultancies lay in thar diffuson of American
(and from the 1980s Jgpanese) management practices and dructures.  During the 1960s

McKinsey in paticular played a mgor role in the soreed of the M-form dructure in
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Britain, France and Germany, even if for inditutiond and cultural ressons there was rardy
a complete transfer of US management practices to Europe or dsewhere®® Large
European firms such repested and extensve use of McKinssy and other consultancies,
often cdling them in when intend dissgreements among senior managers  blocked
change.

Advertiang agencdies had dso begun ther internationdisation in the intewar years
and even ealier in some cases. During the 1920s J. Wdter Thompson had an agreement
with Generd Motors that it would open an office in every country where the US car firm
had an assembly operation or digribution, and this drove its expandon in Europe, and
edsawhere. After 1945 the US agencies built on a series of innovations in market research
and advertisng techniques to dominate the world advertisng indusgtry. By the 1980s they
were operding in virtudly every nonrcommunist courtry in the world®®  The advertising
agencies, like the management consultancies, ‘globdised’ agpects of US management
practice, but they were dso important in fadlitating the soread of US lifestyle. In the UK,
US breskfast cered companies such as Kedlogg spent large sums on market research and
advertiang sarvices provided by J Wadter Thompson to decimae traditionad British, and
|later other, breskfast habitsin favour of US-gyle cered consumption. 4°

Among the other sarvice indudries in which MNEs played a subgantid role in
diffuang ‘globd’ lifestyles were hotds and fest food retalers  The hotd industry which
had been primarily nationa before the Second World War, internationdised subsequently,
as US hotel groups such as Holiday Inn, Hilton and Inte-Continental expanded abroad,
normaly employing management contracts and franchisng.  The fagt food indudry,

whose multinational growth dated from the 1960s, dso employed the same modes The
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Britisrowned J Lyons acquired the interndiond franchise of the ‘Wimpy Ba’ of the
United States, and through the 1960s licenced hamburger chains in Europe, Asa and
Africa  However, it was McDondd's which led the globdisation of food tastes  Although
the firm only opened its firs foreign resaurant in Canada in 1967, over the following two
decades it conquered widdy different culinary traditions worldwide and by 1990 there
were more than 2,500 McDonald' s restaurants in fifty foreign countries®’

The hotds and food indudries were pat of a wider process of the creation of
‘globd’ brands by MNEs.  Branding drategies were the product of the nineteenth century
- or in fact much earlie®® - and by the interwar years some brands such as Coca Cola were
wel-established both in ther home markets and abroad®®  However, most brands in
indudries as divarse as detergents and dcoholic beverages remained primarily ‘nationd’
until the 1950s and 1960s, when firms began to identify ‘globd’ brands to be promoted
worldwide.  In dooholic beverages, dthough many leading brands originated in the
eighteenth and nineteenth centuries, it was from the 1960s that a process of globdisation
began when some brands began to be identified or promoted as ‘globd’. An example was
the Cuban-basaed firm of Bacardi, which had sold its rum dmog entirdy in the United
States before the owning family was expeled from Cuba by Castro in 1960. Theresfter
the Bacardi brand was spread worldwide, much asssted by the discovery that Coca Cola
mede an excdlent mixer.>® However, the ‘globdlisation’ of the brands in many countries
was to prove a very dow process. In many pats of the food industry, for example, brands,
customers and competitors remained primarily loca even in the last decade of the century.

As in the cregtion of the fird globad economy, multinationd banking and trading

MNEs played a vitd role in building, or rebuilding a globd infrasructure from the 1950s
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By the late 1950s the earlier phase of European oversees banking had left a legacy of
thousands of multinationd bank branches modly located in the devedoping world. In

contrast only seven US banks had any oversess branches while foregn banks had
virtudly no busness in the United Stlates.  The heavily regulated nature of the indudry

worldwide left no room for new waves of multinationd banking, or indesd much
innovetion & al.

The devdopment of the Eurodollar markets in London from the lae 1950s
trandormed this gtuation. Initidly developed by British oversees and merchant banks
anxious to secure dallars, and by Communist governments unwilling to repatriate dollars
to the United States, the Eurodollar market grew thanks to the redrictions on interest pad
on depodits (Regulation Q) in the United States.  The unregulated Eurodollar market was
able to cgpture a rigng shae of finandd intermedidion from the regulated domedic
banking markets, and such was the momentum of the maket that its growth was
unaffected by the abolition of Regulation Q and the disgppearance of other initid reasons
for its growth. The new financid markets which became increesngly important for the
financding of MNE activities, had a number of curious fedtures, especidly ther physcd
location and concentretion in a smal number of financid centres such as London, or
Snggpore and Hong Kong in Ada, where the primary dtraction was not the Sze of
domesic markets, but a combination of regulations and fiscd conditions, and politicd
sability.>*

The Eurodollar makets trandormed nultinaiona  banking, which  grew
exponertidly in d9ze, and for the firg time atracted US inditutions on a large-scae.

During the 1960s US banks set up numerous branches in London to participate in the
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market. By 1985 US banks had over 860 branches abroad, dthough theresfter ther
international presence fel away again. While in 1960 foreign operations were of margind

concern to US banks, by the mid-1980s the total assets of their foreign branches amounted

to 20 percent of the totd assets of dl US banks. In turn, European and later Japanese
banks invesed in the United States ending that country’s isolation from world banking.
In the 1960s foreign banks hdd an inggnificant share of the American market, but by the
mid-1980s they accounted for around a fifth of the commedd and indudrid loan
market>?  Conversdy, by the 1980s the once-enormous Europesn oversess banking
networks in Latin America, Africa, Asa and Audrdia had largely disgppeared. Indeed the
extent to which banking was ‘globdised’ in the 1980s (and later) is debatable. While the
wholesdle and Euro markets became truly globd, retal banking markets remained locd.
Only few banks made a serious and sustained atempt to provide globa banking services
even a the retal levd. The mogt important were Citibank of the US and the Hongkong
Bank (how HSBC), the British overseas bank domicled in Hong Kong until 1993, which
built on its core AsavPacific busness by acquiring banks in the Middle Eadt, the United
States, Britain and (in the 1990s) Latin America

Trading companies a0 resumed a new importance in the poswar decades.
During the poswar decades the extengve busness of the European trading companies in
the developing world encountered condderable difficulties as government intervention in
commodity trading, import and exchange controls, and pressure for locad ownership of
resources decimated many aspects of their traditiond busness However in regions and
countries where politica  conditions permitted, these trading firms continued to evolve,

omeiimes inveding in manufecture in ther host economies or in rdaed savices From
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the base of the British colony of Hong Kong, the British trading companies, such as John
Swire and Jardine Matheson, survived the loss of dl their extensve assts in China in
1949, and huilt new diverdfied trading and didribution busnesses in Ada-Pedific and
edsawhere. Swires established a new airline in the late 1940s (Cahay Pecific), invested in
Coca Cola bottling in Hong Kong and the United States in the 1960s and 1970s to become
one of the world's largest bottlers, and used disused land from its former dockyards and
sugar refinery in Hong Kong to develop a vadt red edtate budness in Ada and the United
States.>

However, dthough such European trading companies developed as regiond
multinational groups, it was other types of multingtiond trading firm which built and
devdoped globd trading networks. These firms benefited from perggent information
asymmetries, a least until the soread of the internet during the 1990s changed the rules of
the game, and in some cases from the opportunities to trade with Communist countries.
Prominent among thee firms were Jgpan's generd trading companies, or sogo shosha,
which survived ther dismentling by the Allied occupation after the Second World War to
become the centra players in both Japan’'s foreign trade and (until the 1970s) FDI. They
were centrd components of Jgpan’'s horizontd business groups, and had a specid role in
finandng and handling the foreign trade of Jgpanese SMIES The sogo shosha accounted
for over 80 percent of Jgpan's tota imports and exports during the 1960s, and were
counted as among the world's largest MNEs in terms of turnover.>® In a regiona context,
the sogo shosha were important in the posdwar decades through ther dliances with
oversees Chinee firms, enabling their locd production and trading networks to be

refocused towards Japan and the United States.
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The pod-war decades dso saw the rgpid internationd growth of such commodity
trading firms as Cagill, the US grain trader and largest private company in the United

Sates, which took advantage of the increased government intervention in the marketing of
commodities and the nationdistion of mines and plantations® By the 1970s a handful of

commodity traders induding Cargill, Continentd, Louis Dreyfus Bunge & Born ad
André accounted for over 90 percent of the European and US wheat exports. Swiss-based
trading firms, such as André and Glencore, built enormous globa commodity and other
trading links. Glencore by the 1990s had an annud turnover of more than $40 hillion, and
traded in everything from base metds to soft commodities®

The pos-war growth in US multinationd manufacturing MNEs in Europe
provided the simulus for the pionearing dudies of multinationals by Dunning, Hymer and
Vernon®’During the 1950s the intendtiond cartds of the intewar years were
dismantled®®, while US manufacturing MNEs invested on a large scale in Western Europe,
intidly in response to the ‘dalar shortage, which encouraged US firms to edablish
factories to supply cusomers in countries that lacked the dollars to buy American
products®® In most industries the US firms held large ‘ownership advantages in terms of
management and technology over their European counterparts, ther affiliates often having
much higher productivity rather then thar indigenous counterparts.

Cetanly this was the case in the largest European hogt for US manufacturing FDI,
the United Kingdom. Between 1950 and 1962 at least 350 new US-owned manufacturing
dfiliates were st up in Britan. By the mid-1960s US owned firms employed nearly 10
percent of the British manufacturing workforce, and held large market shares in many

products involving dther high technologicd content or advanced marketing kills. By this
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period US firms accounted for between 30 and 50 percent of the British market for
computers, rubber tyres, sogps and detergents, ingtant coffee, refrigerators and washing
mechines, among many other products. Throughout the 1950s and 1960s the labour
productivity of US affiliates in Britain was esimated to be dmogt 33 percent higher than
that of dl British manufacturing industry. ®°

Although the fas growth of US manufecturing dfilistes was driking, there was
little ‘globd’ about multinationd manufacturing in this era On the one hand, it was little
more than the sory of US firms shifting some of thelr production abroad, mainly to a few
Western European countries. On the other hand, oversess dffiliates remaned very
‘nationd’ . There was little rationdised production and  intrafirm trade was very low.
However from the 1960s new draegies for the organisstion of multinationd
manufacturing began to gopear involving both geogrgphical and  functiond  integration.
By the postwar decades the condderable autonomy given to naiond subsdiaries hed
given rise to extensve duplication of products and functions such as FDI.  The worldwide
lowering of trade barriers under GATT, codt reductions in trangportation, a convergence of
consumer demand in some developed countries and sectors, and the formation of trading
blocs beginning with the European Economic Community (later the EU) in 1957, provided
new opportunities for the integration of formerly isolated subsdiaries

In practice, the process of building integrated production systems was dow. US
MNEs took the lead in the integration of production. IBM and Ford among the pioneers.
During the 1950s IBM’s foreign subgdiaies were hardly co-ordinated & dl, but this
changed radicdly with the launch of Sysem 360 in 1964, a broad line of compatible

manframe computers which were desgned to be menufactured and sold worldwide.
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While IBM in the US took ovedl responshility for deveopment enginesring and
manufacturing, respongbility for the deveopment of specific processes and peripherds
was assgned to different laboratories in Europe and the United States. By the end of the
1960s the firm hed two regiond production networks in North America and Europe. From
the mid-1960s Ford dso began to integrate its manufacturing on a regiond beds The
process began with the integration of production in the United States and Canada
Subsequently Ford merged its European interests into Ford of Europe, in 1967, and began
to build a regiondly integrated manufacturing sysem.®®  However it was not until the
1980s that Ford attempted to integrate design and production worldwide.

European-owned companies lagged far behind their US counterparts in responding
to regiond integration. The contrasing examples of Unilever and Procter and Gamble
have acquired dmost a textbook status %2 Unilever had an extremdy decentraised
organisation in the postwar decades. This reflected in pat that nationd subgdiaries in
Europe had become very autonomous as a result of politicd developments in the 1930s
and the Second World War. It was dso the result of the fact that Unilever did not grow as
an organic company but rather through acquistions and mergers. An organisationd
culture based on consnsus dso meant that senior management in the firm's twin
headquarters in London and Rotterdam sought to avoid forcing their wills on locd
managers. The result was that this leading Europeatbased MNE was remarkadly
decentralised. Within Europe, Unilever's nationd managers had the grestest possble
freedom, nationd products and brand names varied enormoudy, and there was no
integration of production between countries. Both its trading company subddiary, the

United Africa Company, and its US budness functioned as dmost autonomous



23

operdionsThe later might have reflected a more generd trend, for dthough many
European manufacturing firms had operations in the United Saes in the podt-war
decades, they were often left largely done, both because of anti trust condderations, and
because of a bdigf in the uniqueness of the American market and the superiority of its
indigenous management.

During the 1950s the formation of the EU and the entry of US MNEs led by
Procter & Gamble and Colgate into Europe severdy chdlenged Unilever’s podtion.
Procter & Gamble had rddively few internationa operations before 1945, and
consequently began its internationdisation process a a time of fdling trade bariers The
firm's management dso had a drong bdief in the Procter & Gamblés ‘way of doing
things, and sought to Structure its oversess operaions as replicas of the US business.®®
Procter & Gamble moved quickly to integrate its European plants, and in 1963 established
a European Technicd Centre to sarvice the common R & D requirements of its European
subsdiaries

Although Unilever los market share in detergents rgpidly following the assault by
US MNEs its atempts to integrate production and achieve more cohesve organistion
were very prolonged. In 1952 it gppointed two ‘co-ordinators - aterm used to emphasis
that thar role was advisory - for non-margarine foods and persond products (such as
toothpaste). Their function was to encourage the transfer of products and brands between
countries, and to identify internationd brands.  But it was only in 1966, after much
internd  dissenson, that ‘co-ordinaiors  were given executive power and  profit
respongbility in a handful of Western European countries, ad only in the 1970s - &fter a

mgor invedigaion by McKinsy - tha conflicting jurisdictions between co-ordinators,
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nationa managers and others began to be sorted out. Even in the 1980s Unilever lacked a
coherent ‘European’ drategy, while it was only during that decade that the US business
was integrated in manageria terms with the rest of the firm.®*

During the 1970s it seemed that the postwar growth in FDI might have pesked. US
manufacturing firms in Europe did not grow much fagter than the European economy as a
whole, while on some messures world trade grew faster than world FDI®® Duing the
following decade, however, FDI flows grew rapidy and fager than world trade. There
weae mgor dhifts in the sources and dedination of multingtiond  invesment  from the
1970sRegarding the former, the mgor Continental European countries and Japan resumed
outward invesment, patly as ther compeiitive advantages had grown, and patly in
response to the new protectionism of the period.As a reault, the US share d totd outward
FDI stock fell from 50 per cent in 1967 to 26 per cent in 1990.

The resumption of Jgpanese FDI from the early 1970s was paticularly driking as
Jgpanee automobile and dectronics  firms responded to the reaxation of thar
government’s controls on outward FDI, risng domedtic labor codts, the revadudion of the
Yen dfter 1972, and the growth of US and later European protectionism to exploit ther
competitive advantages by production goroad rather than exporting. The upshot was a
udbtantial flow of Jgpanese manufacturing investment into firsd the United States, and
then EuropeJapanese firms built virtudly a new automobile industry in the United States
during the 1980s % There were smilar lage-scde Jgpanee invesments in parts of
Western Europe in the 1980s In some countries indudiries which had amost disappeared

under locd ownership such as automobiles and dectronics were re-established under

Japanese ownership.
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The other mgor change from the 1970s was the growth of the United $ates as a
host economy. In the post-war period, the United States dominated world outward FDI but
in the late 1960s it held less than 10 per cent of world inward FDI stock. Theresfter the
United States rose dramaticdly as a host economy. Between 1975 and 1980 the US
accounted for around a quarter of adl world inflows, and during the 1980s for over 40 per
cent. By 1990 inward FDI stock in the US was as large as US outward stock abroad.®’ The
growth of the United States as a host economy was driking, dthough rdaivey foreign
MNES remained less important in the United States than other large host economies. At
the end of the 1980s, for example, the foreign afiliate share of employment in the US was
less than 4 per cent, while in mgor European host economies the equivadent proportion
was often aready over 20 per cent.®®

During the 1980s there was an dmog worldwide shift towards more open policies
to MNEs This palicy shift had multiple causes, induding the soreed of market-oriented
policdes, the falure of dae planing and dosad trading modds the undermining of
exchange controls by the Euromarkets, and the falout from the world debt criss The
consequences were radicd, and induded the re-opening of dmog dl devedoping ad
former (or gill) Communigt countries to MNES. In the developed market economies, there
was a noteworthy liberdisation of redrictions on sarvice sector FDI. The EU’'s ‘Single
Make' programme launched in the mid-1980s was pecifically targeted a opening
European markets to service sector FDI. By the 1990s the service sector accounted for
over 50 per cent of the stock of world FDI.

Curioudy the geographicd didribution of world FDI was compardivey

unaffected by this changed policy environment. It remaned very skewed by the end of
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that decade. In 1990 the world's largest host economies were the United States (23 per
cent of tota world inward FDI gtock), the United Kingdom (13 per cent), and Germany
and Canada (7 per cent each). Canada had twice as much FDI as the attire continent of
Africa, and sx times more than Jgpan, where government barriers to inward FDI were
dismantled from the 1970s but few foregn firms ventured. There was a@out as much
invard FDI in the United Kingdom in that year as in Lain America, Russa India and
China combined. The wdfae implications for mod devdoping economies were
consgderable, as they became ever-more exduded from the flows of innovation and
technology which by this period were largdy concentrated in a few hundred large MNES,
which were responsible for three quarters of industrid R& D, and more than two thirds of
patents spreed in foreign markets®®

Although by 1990 the entire developing world only accounted for less than 20 per
cent of world FDI stock, a few developing economies had remained or become subgtantia
hoss Sngapore's extremdy fagt growth from the mid-1960s was amogt entirdy driven
by foregn MNEs and in 1990 its share of world FDI stock- 2 per cent- was about the same
as dl of Africa and three times that d Jgpan. Among the other mgor Asan hods were
Indonesa, Mdaysa and Thaland, in which foreign MNEs invested heavily espeddly in
eectronics. Mog remarkable of dl was China's re-emergence as a host economy dfter a
mgor policy change in 1979. During the 1980s overseas Chinese firms in paticular
invesed heavily in Ching, whose share of world FDI gock rose from zero in 1980 to
nealy 1 per cent in 1990, & least according to offidd edimaes .In Lain America,
multintiond investment was heavily concentrated in a few countries led by Brazl and

Mexico which, dthough they had driven out foregn firms from resources and utilities in
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the pog war period, had sought to atract them in maenufacturing indudries such as
automobiles as part of import substitution strategies .

The world outsde the Triad of North America, Western Europe and Japan
remained dngulaly unimportant as a source or multinationd investment. However from
the 1970s a number of firms from Asan NICs began to invest droad, often fird in
neighbouring countries, and later in the United States and Europe. Taiwan and Korea were
especidly important. Between 1986 and 1990 nearly 2 per cent of world outward FDI
flows originated from Tawan.”* The nature of the competences and the sustanability of
such ‘Third World MNEs has been under discusson snce ther discovery by
researchers.”? The Adan finandid crisis in 1997 raised new issues about this, especidly in
regard to oversees Chinese multingtiond conglomerates such as Thaland's CP group,
whose organisational sructure and busness culture were not well-suited to  building
sustained competitive advantages, a least in the manufacturing sector.”

The nature of internationd business changed during the last decades of the century.
Duing the late nineteenth century, as the world economy globdised, firms had often
invested aoroad udng ‘network’ dructures of organisation, such as the duders of ‘free-
ganding firms identified by Mira Wilkins or the diversfied ‘busness groups found
around European trading companies’® However as the pace of internationdisation dowed
the boundaries of firms became more solid. The decades between the 1950s and the 1970s
became the era of the ‘dassic MNE when large integrated corporaions gopeared as the
dominant organisation form in internetiond busness. The large indudrid enterprises of
the United States were a the leading edge of dl the new technologies of this period, and

in much of Europe — dthough not Japan - large integrated corporations replaced earlier
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types of fim.® Thee firms oconducted virtudly dl vaue-added adtivities within
themsdves In the 1950s and 1960s Unilever, for example not only manufactured in
nuMerous countries detergents, margaring, soup, ice cream, toothpagte, shampoos, and
chemicds, but dso owned the plantations on which palm oil was produced, the ships that
conveyed it to its factories retal shops, fishing fleets to catch the fish sold in its shops,
and extensve packaging, paper and trangport businesses sarvice dl its other businesses

As the pace of internationdisation intensfied, the boundaries of MNEs began to
chenge They abiandoned the verticd and horizontd diversfication seen in the Unilever
example aove, and ingead focused on ‘cor€ products, which were in turn manufectured
outsde the firm or in dliance with othes A key devdopment was the growth of
outsourcing, beginning with the use of offshore assambly plats by firms in the
semiconductors industry. ® This was the start of a trend which, by the end of the 1990s
seemed to be trandforming automobile assemblers such as Ford into multinationd service
firms which dd litle menufacturing themsdves  Integrated  production  sysems
increesngly meant labds such as ‘Made in America became deadily meaningless as
products were assembled from parts produced in numerous countries. By the 1980s large
US MNEs such as IBM, which had once sought desperatdly to control ther proprietary
technology and brands, and given rise to much of the theory of the multinationd enterprise
in the process were developing and sharing ther technologies with other firms through
draegic dliances The same trend towads in Dunning's terminology, ‘dliance
cgpitdism’ wasfound in sarvices such as arlines

As a reault the MNEs a the end of the 1980s looked different from forty years

previoudy. Some authors considered they had become datdless ‘globd webs.”” The
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redity was less cea-cut. The ‘webs were fragile as draegic dliances were very
trandent phenomenon in most cases Moreover the nationd origins and ownership of large
MNEs remaned extremdy visble degpite dl the hype surrounding ‘globdisation’.”®
Boards of directors of the largest MNEs continued to be overwhdmingly of home country
aigns, even if the globdisaion of capitd markets led to the ownership of the equity of
corporaions being more widdy dispersed The globdisation of key functions such as R&
D was d=0 limited. Both Japanese and US MNESs continued to conduct the grest mgority
of thear R & D a home, though the MNEs of a number of smal European countries such
as the Netherlands and Switzerland as well as the United Kingdom had decentrdised their
innovation to a much greater degree by this date In generd, firms operating in indudries
with higher technologica opportunities, such as computers, automobiles and aeronautics,

continued to conduct most of their R& D a home.

Conduding Remarks

This pgper has examined the devdopment of international busness over time In
the decades before 1930 MNEs had reached a condderable importance in the world
economy, but subsequently internationd business was buffeted by the politicd and
economic consequences of the Great Depresson, the Second World War, the soread of
Communism and the demise of colonid empires and by a shap decline in receptivity to
foreign firms. MNEs proved resilient, even in the 1930s and 1940s, but ther importance in
the world economy shrank as, fird, cartels were used as dternatives to FDI, and then from
the 1950s many firms preferred to export rather than own assats doroad, and as MNES

were excuded from operating in many countries and sectors. During the 1950s and 1960s
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the world of MNEs was, & leedt if the focus is on the dze of FDI, largey a matters of
firms from one English gpesking economy investing in other English spesking economies.

From the 1950s a new globa economy began to be congructed. MNE service
firms began the internaiond dissemingtion of management practices culturd vaues and
lifestyles and the building of a new trading and finandd infragtructure. Multingtiond
banks and trading companies moved money, commodities and information around the
world on an unprecedented scde. By the 1990s multinationd sarvice firms were the
largest and most dynamic components of the new globd economy, dthough there was a
didinct convergence between savices and manufecturing by that date Multingtiond
manufacturers from the 1960s began to teke advantage of new technological opportunities
and regiond integration to re-organise production sysems fird integraing regiondly and
ubsequently on a worldwide bass. From the 1970s Japanese and Continenta  European
firms agan resumed FDI on a subdantid scde, while the United States grew as the
world's larget host economy. Under the pressure of fast internationdisation, the
boundaries of manufacturing and sarvice firms became blurred as they  outsourced
production and sought competitive advantage through dliances with other firms In the
1990s there was a rgpid growth of multinationd business, but during the early years of the
twenty firg century its rdentless expanson hdted in the wake of economic uncertanities
and the aftermath of the September 11 2001 terrorist attack.

By 2002 ‘globdisation’ ill remained more of a concept than a redity, and it is not
evident that the levd of interngtiond integration was gregter than in the early twentieth
century. ‘Globd’ firms remained in practice nationd in many fundamentd respects, while

the huge flows of invesment and-more importantly-knowledge and information-within
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MNEs largely by-passed the mgority of the world's population in Latin America, Africa,

Asaand eastern Europe.

* Thisis a draft discussion paper, parts of which were presented in my address to the Aveiro conferencein
November 2002. Its contents must not be cited without the written permission of the author. Contact email:
giones@hbs.edu
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