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INTRODUCTION

These are the proceedings of a workshop on "Science
and Technology for Develépment: Organized Labor's Concerns," held
7-8 May 1979 at the Brookings Institution in Washington, D.C. The
meetings were sponsored by the American Assdciation for the Advancement .
of Science at the request of the U.S. Departmént of State. They pro;
vided a forum for discussion and analysis by approximately 35 participanﬁs
from labor, industry, government, and universities. The workshop focused
on issues related to U.S. technology and international economic policies
toward developing countries which were of special concern to organized
labor.

The report has been submitted tp the State Department for use by the
U.S. delegation to the United Nations Conference on Science and Technology
for Development (UNCSTD), which will be held in August 1979. The views
contained in this report are for the consideration of the delegation as it
prepares for and participates in the Conference.

In addition to the summary report of the proceedings of the cdnj.
ference,. this volume includes an agenda for the workshop and a list gf ‘
participants. Also appended to the report are the pépers and notes
prepared for presentations corresponding to items II through VI on the

agenda.
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Summarz

Organized labor's concern30ver'U;§.-technoiogy aﬁd inﬁernafiohai
economic policies with respect to developing countries wérévaired at a
Mhy 7;8,:1979, workshop sponsored by the AAAS‘in coﬁnection with pre-~
paratory work for the upcoming U.N. Conferance on Science and Technolog;
for Development (UNCSTD). Authoritigf’from labor, industry, the academict
community and government responded tb an invitgtion from Ambaséédof Jeéﬁ
Wilkowski for a free exchange of views which could be takén into account
in considering U.S., positions for UNCSTD which will convene in August
in Vienna.

Fear of job losses due to growing U.S. imports from LDCs tha;>migﬁf'
be further stimulated by possible U.S. government ﬁolicies towar& the
developing countries at UNCSTD was a pervasive theme of iabor représénta-
tives throughout the workshop. In particular, they singled out U;é.-‘
based multinational corporations (MNCs) as the major source of technology
transfers which have enhanced export capabiiities of LDCs. Rising output
from U.S. subsidiaries in the developing countries was seen by tréde
union experts as a major source of U.S. imports as well as a replacement
for U.S. exports t; certain foreign markets. The trade trends, in turn,
have been accompanied by declining employment in important U.S. manu-
facturing industries.

These labor concerns were not assuaged by statistical eViQeﬁce ghiéﬁ

showed,that'the domestic impact of imports from developing‘countriéégﬁa;,u



of minor proportions when compared with other factors affecting employment
in U.S. manufacturing industries. Estimates presented to the workshop
indicated tha; changes in productivity and demand had a much greater
negative%iﬁééégson domestic employment levels than imports in practically
all .2 6.5. import-competing industries in which LDCs have acquired
ey n . capabilities. Observations that job-creation effects of gro&ing
U.S. exports to developing countries often more than offset the negative
potential employment effects were of little avail in meeting the basic |
complaints of trade unionists. The latter pointed to limited labor
mobility characteristics of many of the workers in U.S. industries
affected by imports from LDCs that did not qualify them for job openings
in the exporting industries. However, there w;s wide agreement that
significant progress toward a full employment economy with declines in
persistent high unemployment levels would help meet labor's concerns.
Some participants also favored a greater government role in industrial
policy and economic planning to meet problems of growing iﬁport com- |
petition. |

U.S. trade adjustment assistance (TAA), which includes more liberal
provisions than normal unemployment compensation for qualified workers
who are displaced by import competition,‘was considered inadequate-as
far as compensation is concerned. TAA's time-consuming procedures and
its ineffectiveness with respect to adjustment (i.e. finding new jobs)
were also rriticized. One labor spokesman, who appeared to reflect a

widely held view among the trade unionists, favored trade measures such

as orderly marketing agreements (OMAs) over TAA to meet labor displacement



problems in import-competing industries. Another labor discussant ad-
vocated a more liberal TAA compensation scheme on the order of arrangements
made for redundant railway workers and more recently for workers displaced
by the extension of public parkland in California's redwood forests. The
proposal was intended to compensate workers for their lost "property
rights” to jobs which were preempted for the common good on the order of
the principle of eminent domain. This labor participant also recoﬁmended
an internationally pooled trade adjustment assistance scheme to be financed
as far as possible by export levies. Some discussants favored special ad-
Justment assistance for workers displaced because of operations of MNCs.
Others advocated an active manpower policy in the U.S. that would
adequately help all structurally unemployed and thus obviate the need
for special adjustment assistance such as TAA to certain'categoriés
of jobless workers.

Domestic job concerns of the trade unionists tended to:overéhadow
considerations of science and technology issues which were reviewed at
the workshop. One labor spokesman's observation that developing countries
should shift development emphasis away from industrialization toward food
self-sufficiency in agriculture was viewed by some development specialists
as being unduly colored by this pervasive concern over the domestic
employment impact of imports from the LDCs. There was widely shared
agreement that balanced attention to both industry and agriculture was
needed in most developing ccuntries. It was noted that activiﬁies in
both broad sectors were frequently interrelated.

Differing patterns among developing countries were stressed by



development economists in countering what they saw as questinnable
generalizations. It was noted that the newly industrializing countries
(NICs), the source of the bulk of U.S. imports from LDCs, represent
only a relatively small number of Far Eastern countries (Taiwan, Korea,
Singapore, and Hong Kong) and the Latin American countries of Brazil and
Mexico. Most developing countries are at much lower levels. of indus-
trialization -~ those in Africa and some in Asia have hardly begun the
process of industrialization. For these countries, the choice between
industry and agriculture was called a "non-issue." Some comments which
appeared to exaggerate the role of U.S. and other developed countries
in the LDCs drew the observation from a development authority that
internal resources meet 90 percent of development requirements of the
developing countries.

An inconclusive discussion centered on the idea of international
fair labor standards which have been advocated for a number of years by
American trade unionists. The labor proponents of this approach favor
an international institutional framework such as General Agreement on
Tariffs and Trade (GATT) to oversee a procedure that would tie the
opening of trade opportunities to compliance with international labor-
standards in export industries. These standards would relate to labox
income and working conditions such as odcupational safety, health and
environmental protection, trade union rights, collective bargaining,
child labor, etc. Among other than the labor discussants, some questions
were raised on whether this proposal was protectionist in intent and on

its feasibility in view of implied intervention in sovereign states. A



labor discussant refuted these concerns, pointing to the history of the
proposal which was launched in the Havana Charter for a U.N. International
Trade Organization and was subsequently endorsed by the Roth Report and
the Williams Commission that dealt with U.S. trade and international
econcmic policy. Some development economists claimed that the income
effects on the proposal would tend to favor the "haves" in the urban
industrial labor force of most LDCs as contrasted with the "hgve nots"
in the largely rural populations and among the unemployed and underem-
ployed. Effects of high wages in Venezuelan oil and iron ore industries
were cited to dispute this view. One labor specialist suggested that,
in view of the lack of progress on this complicated proposal after 30
years of effort, it should be abandoned.

An industry representative claimed that an open flow of ideas meets
U.S. self-interest. It would not be possible for a free soci#ty to cut
off this flow at the border. He saw a role for collective bargaining
with respect to provisions on technological displacement of workers.
However, he differed with some trade union discussants on the feasibility
of international collective bargaining with MNCs in light of differing
national situations and practices.

In describing the plight of much of the developing world, a develop-
ment economist cited pervasive unemployment and underemployment that
represent as much as 40 percent of the labor force. Joblessness was
characterized as the worst indignity that people could suffer. Having
work, therefore, could be considered as a key human right. This theme

was echoed by a trade union spokesman who also applied it to unemployed



workers in the U.S,

In summarizing 1ssues that bear on the Noxth-South dialogue on
science and technology, a development economist suggested ways of
réconciling short-term labor concerns with longer-term development
requiremente., Costs of alleviating the social impact in the U,S. may
mean some slowing of the rate of technology transfers to the ‘DCs. U.S;
production-sharing arrangements with developing countries might reduce
domestic job 1§sses by enabling certain industries to remain viable.
Economic cooperation of developing countries should be encouraged so
that more trade would be carried on among them.

Chairman Guyford Stever concluded the meeting by urging American
labor to join in the important task of educating the developing coun-
tries. He reminded the workshop of the important distinctions made
between NICs and the bulk of the developing countries where labor's

potential contribution could be significant.



WOrkéhop Highlights

(Topics identified by correspondingly numbered aggndé items,)

Status of UNCSTD Preparations

According to Ambassador Jeen Wilkowski,“Prebétgtory'Committee'
meetings for the Conference-on Science ahd Teéﬁﬁbiog;vfor Devélopment
have up to now been at the technicién léevel. With just a few months
until the Viénna Conference in August, it is hoped that p&licy officials
will become involved. The U.S. is intérested in having the UNCSTD focus
on development. So far, more emphasis has been placed on access to
foreign technology than on building indigenous capabilities. There'is"
need for more attention to social implications of technological develop-
ment. In response to question;, labor representatives were assure& phéﬁ
the development of U.S, positions in the period ahead could still take

into account their views.

I. Technology in the Growing Role of the LDCs in the World Economy.

Professor Gustav Ranis of Yale University's Economic Growth Center:
observed that trade and technology were hand-maidens to economic growth.
He briefly reviewed historical background that confirmed this pattern -
which increasingly developing countries are also pursuing. Like
returning the genie to the bottle, this process cannot be stopped.
Stemming the flow of technology to developing countries would bé self-
defeaﬁing. The U.5. would disadvantage its technology intensive indus-

tries, if it protected low technology labor intensive industries. Our



exports to the LDCs depend on U s. acceptance of their products. We.
need an open international economy to stimulate innovation in the U S.

" Ranis noted that, since l973 ‘the newly industrializing countriesv
(NICs) have been a buffer in the general decline of economic activity.
They remained good customers for exports from the developed-countries.

He claimed that the U.S, government role with respect. to activities of' :
multinational corporations (MNCs) in the developing countries is 1imited.y
Benefits from open trade with the LDCs are slow and diffused widely in
the economy while restrictive policiesihave_an'immediate impact. Safe- g
guard action and trade adjustment assistance were advocated as a better
alternative.

Martin Lees of the U.S. Development Program explained‘that‘inter-
national resource flows to the developing countries are relatively small
compared with the latter's indigenous development efforts. He sav the
need for more precision in distinguishing among differing situations in:
various developing countries. There is more than one way to develop;
LDCs do not have "to plug into the North." Lees saw the need for
leadership in view of world demographic levels which by the year 2026‘
will result in only 9 percent of the world population in developed
nations and 4 to 5 billion people in the less-developed countries.

A question was raised regarding the benefit of technology transfers
to the lessedeveloped by Mark Anderson of the International Affairs |
Department of the AFL-CIO. He claimed that the situation for the lower |
20 percent in income distribution in Brazil has worsened despite such

transfers, Moves by lessédeveloped countries to attract'MNCs,by use of



subsidies was criticized. Anderson objected to such practices as the
relocation of an asbestos factory to the Mexican bnrder in o}def_tdkavoid
U.S. occupational safety and health regulations. |

Nat Weinberg, formerly of the United Automobile Workers (VAR),
urged "international fair labor standards" to meet situations such as‘
the Mexican asbestos factory.

Referring to the question of proteétion versus free trade as a_
non-issue, Elizabeth Jager of the AFL-CIO Research Department urged g’
more realistic view of trade promotion and protection policies of other
countries. She pointed to Mexico as a eclosed economy.

In replying to comments, Ranis indicated the poorest economic
performers among developed countries are those with closed-economiea.

The NICs have relatively open economic systems. Foreign aid policies
are oriented toward improving income distribution in recipient countries.
Proposals for international fair labor standards and possible paternalis-
tic intervention in the LDCs were questioned. According to Ranis, the
worst offense to human dignity is unemployment, which has plagued mbst

of the developing countries.

II. U.S. Domestic Employment Impact of Growing Imports from and Trade

with the LDCs.

Professor Anne Krueger of the University of Minnesota cautioned
the workshop that there is no simple, straightforward way of clearly
identifying the employment impact of LDC imports. She cited a number

of interrelatedvdynamic factofs‘which influence changing employment
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patterns., The question to determine is who bears the employment impace o
of imports from LDCs before adjustment to new jobs can be made. It was
pointed out that those industries in which the NICB have been particular-
ly successful in their exports are preciaely the same _ndustries which,
in the U.S. and other developed countries, are most adversely affected
‘by the domestic growth process.

A tabular presentation (1929 to 1977) showed that iongftefm,Chenges
in the U.S. economy were moving employment and output awey‘frem loﬁ;'
technology and labor intensive industries long before imports beeéﬁe'a
problem. Krueger claimed that these long-term strectural changee‘in
the U.S. economy will only be marginally affected by trade. Her data
showed that the bulk of world trade is still among industrialized
countries although rates of growth in LDC exports are rising more
rapidly than those of the developed countries.

Changes in demand in the marketplace and improvements in produc-
tivity were much more important in influencing U.S. employment trende
than were imports (from all sources) between 1970 and 1976, acCordiﬁg to
another tabular presentation. (This referred to 19 2-digit SIC |
industrual classifications for U.S. manufacturing industries.) Onlx'
in the U.S. apparel, leather and electrical and electronics industrieg{¥
did trade have a significant influence on employment declines dﬁfiﬁé |
this period. Krueger concluded that tradeyadjustment'ptoblems for
workers are mostly regional in nature; that a general approach to
meet employment problems would be better than an industry approach end‘

that trade restraints could only slew down deelining employment in
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manufacturing in the short “Tun, -

Stanley Ruttenberg, a consultant with considerable labor background
observed that the problem of worker displacement due . to imports was more
significant than implied by comparative advantage. He questioned implicit
assumptions that job losers would be absorbed into export industries.
(Shill and geographic mobility factors did_not assure a good,match.)
Ruttenberg found that MNCs were reducing U.S. export'opnortunities’
through their overseas operations. He claimed that the U.S;“steel
industry would have been stronger without import competition. Ruttenberg“
argued that greater employment effects of imports than those provided by
Krueger's tables would show up in more detailed industry examinations ofA
trends (at 4-digit rather than 2-digit SIC industrial classifications)
Labor-intensive industries in the LDCs.are becoming more capital inten:
sive according to Ruttenberg. ‘ |

In replying, Krueger pointed to the need for adeguate leuels of
economic growth to help overcome structural unemployment pfob1¢hé...she
noted that the competitive position of an industry such as apnarel-was
affected by U.S. trade restrictions in textiles which added-to-thehcost?’
of American-made clothing. . | 8 |

Ruttenberg favored a micro'(industry) rather«than:atmacro~(broad
economic) approach in view of the characteristics of workers, affected
by imports. Trade adjustment assistauce in the U.S. was criticized
as being inadequate; this should be supplemented‘by trade action such
as orderly marketing agreements (OMAs). LDCs have legitimate goals and

we cannot dictate to them regarding their labor standards, but might
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influence the situation 1nd1g§¢t1yiqfﬁe,dih;ﬁbtjségﬁinté;ﬁaéiahai«f&ié,’””‘

labor standards’as afpraéﬁié51ﬁahswer.

Elizabeth’ Jager claimed that the U S is taking a greater relative;
share of LDC imports than other OECD countries. She noted that the N
NICs are not only exporting the traditional producta auch‘aS'textiles;
but also telecommunicatiens, .drydocks, and aireraft;

Weinberg pointed out that the International Monetary Fund (IMF)
already sets conditions for help to LDCs (food riots in Egypt of a o
couple of years ago were attributed to such IMF action) He saw no
reason why conditions bearing on positive social objectives ahould‘not;,
be tried. | | |

Martin Lees (UNDP) emphasized the importance of differences among
the LDCs. He deplored the zero sum type of debate on trade. There is
need to stimulate world demand which is nutually beneficial’to the
LDCs and developed countries., He would be optimistic about UNCSTD
prospects, if the U.S. would provide leaderahip~instead of‘merelyﬁ

enduring it.

III. Role of Multinational Corporations in Technologicai Development

of LDCs.

0

IV. Domestic Impact of Foreign Direct,investment in the LDCs.

(NOTE: ‘Presentationsiof bothvtopics were made coneecutively with
combined discussions which followed.)
Victor Radcliffe (of Resources for the Future) reviewed the rapid

growth patterns of U.S.-based MNCs since World War II mostly in Europe,
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and a number of accompanying: controversial issues which, to scme dqgree,
glso‘felate to their activities in ﬁDCs.iiRecipiént countries of ﬁ.éf
foreign direct investment have welcomed the resulting‘technology trans-
fers, broadening tax base, employment creation and balance-of-payments
improvements -~ but have become concerned about the growing dominance
of the U.S.-based MNCs in some of the most important industrial sectors.
He cautioned against broad generalizations when dealing with the'divérsify‘
of background and experience among the LDCs with their widely différing y.
levels of income and degrees of development. | |
In the absence of a better indicator of technology flévs,"Radc1i£fe:-
drew on balance-of-payments data on receipts froﬁ rbyaltiés.éﬁd pateﬁt«.
licensing and related types of fees. Accor&ing to chéée'déta,wthé Uu.S.
is by far the principal exporter of technology (predominaﬁtly via MNCs),
although other developed countrieé are becoming important suppliers.
The LDCs account for less than 10 percent of the total flows reflected
by these statistics with the bulk going to the NICs among the developing
countries. U.S; remains the principal sourcé of foreign direct invest~ -
ment in the LDCs, representing over half of the total, followed b& r
Germany and Japan. Radcliffe noted that there was no c1ea¥ agreement
on the development impact of foreign direct investment contrasted with
general recognition of the importance of MNCs in exports from these
countries. He traced some history of tensions between U.S.-based
MNCs and host developed and developing countries and concluded that
experience has muted these conflicts. Reguirements for technology

have obliged LDCs to rely on MNCs. Tensions remain, but appear to be
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more manageable,

With respect to domestic employment effects‘df U.S. foreign ditecttt
investment in both LDCs and developed countries,_Duane Kujawa of the
Florida International University reviewed a wide range of available
estimates which reflect varying assumptions and Qrientaticns.lj  Regard-
less of whethet aggregate estimates of job effects are positive or not,
there is some adjustment problem for displaced workers in the U.S. |
Kujawa quoted studies which show tﬁat resultant domestic shifts in
income due to overseas activities of MNCs were more significant between .
classes of workers (from less to more skilled) than between labor:and; .
capital. He pointed to U.S. organized labor's consistent criticisﬁ_ofz
foreign direct investment in nearly all its varied aspects. 'This‘oppo-
sition was explained by labor's perceptions of its class interests and its
inability to influence key decisions made by MNCs that affect workers.

In opening the discussions of these topics, Nat Weinberg, fotmerly .
with the UAW, said he would not oppose technology transfers, provided
labor in the supplying and receiving country was .not hurt and benefits
went to the people and not the elites of‘the LDCs. He questioned foreign
direct investment as the best vehicle for.techriology transfers to the
LDCs; other arrangements which do not involve equity relationships were

favored, since this would reduce oligopolistic trends. Weinberg claimed

that, if MNCs refuse such transfers, governments couldtake over patent

L/ Available studies do not provide separate estimates for effects of
U.S. foreign direct investment in LDCs. ' R
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rights under eminent domain and make them available to prs.v In citing:
the weakening of labor's leverage with MNCs, which obtain subétantial
profits from their international operationg,.hehadvqcated Joint éqlléc-“
tive bargaining between affected national}dnignsvandjfhe particulhr'MNCB‘
He favored international fair labor’égandards.

Weinberg vieied internationél reghlation of thé_MNCs:as ineﬁitable;
However, he was critical of U.S. government policigsitﬁat wégéred dqﬁﬁ‘_
OECD voluntary codes on foreign direct investmént. The:wdrk‘;f the
U.N. Commission on Transnational Enterpriégs was aléq}critiéiZed chausé
of the lack of concern about labor by the Group qf,77.(cauqusu6f LDCQ);V
whose governments mostly represent the élitgs of theée_countrieé. |
Alluding to his work on the U.N. Group of Eminent Persons ﬁhat examihed
social and other issues involved in foreign direct investment, ngnberg
supported an interim proposal for regulating MNCs until a formal code
is adopted. Home countries (i.e. the U.S. and other developed éohntxies)
would set conditions for locally based MNCs with respect to prégtiqgﬁ
of their subsidiaries in LDCs. The developing goyntries,nindthn, |
would have the choice of accepting these‘condi;ions“of&forgoing the
investment.

Weinberg saw a rocky road ahead fdr,LDC,exports to the dévelpped
countries, unless full employment is achieved and adeﬁuate adjusfﬁengs
assistance is provided. When the MNCs are responsible for worker dis-
placement, he would have themvand not the government finance adjustment
help. Weinberg suggested pooled international funding of trade adjust;

ment assistance through‘export taxes. (U.S. constitutional restrictions



on export taxes would be made up by equivalent import levies abroad on -
U. S.texported products ) His standard{on adequate assistance to dis-
lplaced workers would be modelled on arrangements made for workers 'f
affected by the expansion of the Redwood National ParL in California
and displaced railway workers in the Amtrak and Conrail systems.
Weinberg favored an industrial‘policy and'indicative planning in theiqesh
that could enable the U.S.veconomy to absorb LDC exports without highf‘
social costs. f |

Thomas R. Atkinson of General Motor's International Economics
Research Office limited his comments to the automobile industry, He
pointed out that LDCs imported 4 million vehicles; about 2 million :
vehicles include an important content of locally produced parts. Ahout
40 developing countries have production facilities, but are high‘cost
auto producers because they lack an economic base for large scale
production. Import-substitution policies, including legal requirements
on local content in foreign-owned subsidiaries, account for some of
the cost disadvantages in LDCs. For U.S. automobile firms that wish.
to participate in LDC markets, pressures to meet local content and
export requirements force investment and technology transfers. He
claimed that these moves are usually not self-initiated by the U.S.
companies, but are part of conditions imposed by the developing countriest“
Atkinson noted that the U.S. ‘auto industry has an $8 billion trade a
deficit with other devéloped countries and»ar$2'billion surplus with
LDCs.»

Kujawa expressed doubt about the likelihood of changing v, S labor
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law to cover economic issues relating to foreign direct 1nvestment.

According to Radcliffe, economic growth'of the LDCs 1s generally
accepted as inevitable and that technology from the débeloped:countries,
lafgely in the hands of the MNCs, will be keyed to it. Hé Btréssed'the
importance of the growth ofvmarkets in deveigping countries and thatr
we should be bétter equipped to respond to‘oéportqnitieg.

Jager claimed that Kujawa's presentation faiied'to.péint out the
full costs of technology transfers on the U.S. ecoﬁomy - not only of |
displacements, but also of creating alternative activities. She also
mentioned the erosion of U.S. technological advantages‘by such transfersi

Jack Baranson (consultant, formerly with the World Bank) observed:‘
that foreign direct investment in the LDCs is changing. Up front (or
more advanced) technology is involved in the more competitive‘iqgustries.
Co-production agreements of the Eastern European typearebecoﬁi;g '
more important. At the same time, the domestic activities oﬁ{ﬁﬁg ﬁ.S.-
based companies are moving into the easier service industfieé@» |

According to Lees, the developing countries neea a Billion ﬁew
jobs by the end of the century. This imposes enormous fequirements on
both the LDCs and the developed countries. He cited a positive approach
by Germany's textile industry which successfully shifted to new pppdﬁc;é

when imports from LDCs displaced older lines.

v. Labor Force Implications of Trade and Investment Patternq

of LDCs.
‘Michael Aho of the Labor Department's Bureau of Intérnatidﬁal

Labor Affairs (ILAB)QBased'hig‘présentatibh'of-this topic,an ILAB
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analyses which eXamined occupational ‘and other characteristica of
workers affected by foreign trade. Information on the identifiable
effects of U .S, foreign direct investment was not obtainable. ‘His focns
was on micro (industry) effects in a comparison of the 20 main employ;
ment losers among U.S. import-competing industries with the 20 ‘main
employment gainers among the export industries with respect to trade
with the LDCs. Aho observed that the adversely affected industries
employed relatively more minority workers and relatively older workers
than the positively affected industries. The number of workers mith
incomes below‘the poverty line was three times as great in industries
among the "losers" as contrasted with those among the trade "gainers."
Higher average education and skills were found among the latter gronp'
of industries. Little difference was found between the domestic employ; 
ment impact of trade with LDCs and trade with the developed conntries.
Aho concluded that micro-economic policy such as trade adjustment‘
assistance 1s necessary to offset the adverse effects of LDC trade,

even though its impact on aggregate employment may not appear to be
serious.

Everett Kassalow, the senior labor specialist of the Congressional
Research Service, pointed out tbat special adjustment assistance is also
needed for workers affected by.foreign direct investment and technology
transfers. According to Kassalow, the U S. needs a foreign labor policy,
not just international ‘economic policies. Examples of problems of
excessive dualism in the economies of Iran-and Mexico were cited. Some

control over activities of MNCs in the LDCs was recommended by Kassaloy;



19

On the last point, Radcliffe pointed to LDC aspirations of having
ready access to technology. He also claimed that the new modes of tech-
nology transfers, mentjoned earlier by Baranson, are still relatively
unimportant and that LDCs also need capital which can be provided by
MNCs. Radcliffe also urged thaf worker displacement due to all factors, -
not just trade, should be handled by‘the governﬁenthin the context of
broader socio~economic policy concerns.

In respdnse to comments, Aho noted that MNC sales in the U.S.
from their foreign subsidiaries repfeéented abo&f 30 ﬁércent of to;g%$‘.
U.S. imports. It is difficult to provide‘a'fegiongl éﬁalysi; of ;ﬁ;i;§.
ment effects; and ILAB is attempting to idenfiffbtheudégree to whié;A
imports from LDCs are displacing those from Japan and other devéf&?edl;
countries. |

High level technology is involved in some transferé-tb Eﬁcg;b
according to Jager, who mentioned an example of oi;-dtilliﬁgnfeéhnolbgy
to Malaysia. She also questioned concern only overﬂbasié;;tgel 1mpgrtéf Lo
which ignores important embodied steel imports in bfidges; drydocks,
etc.

Ranis questioned the static analysis employed in examining domesti;
employment effects of trade. He claimed that trade is helpful in'
stimulating innovation., A defensive posture by labor will lead to
sharing a small instead of a growing pie. In reference to the inter--
national labor standards idea, Ranis saw a conflict with desirable

income distribution objectives in the LDCs since urban industrial

workers in these countries are already relativelyfhigh income recipien;s.
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- Replying to'the latter observation.on’ i’:{f‘éﬁéuoﬁal i&b&f stan
tion was toward their elites. Citing the example of wages of iron ore
and oil workers in Venezuela that are geared to productivity in their
particular industries, others also benefited as spending by the higher
paid workers filtered through the economy. Alternatively, the difference
between local wage 1eve1s -and the appropriate productivity level could o
be captured by a social fund that would be used by government to benefitd:
low income workers. Weinberg also pointed to foreign exchangegsavings;:i:
for LDCs by this approach and observed that higher paidgworkers‘tendi
to be’a bastion for stability in developing countries.

On the issue of possible intervention in the LDCs, Weinberg claimedff
that the U.S. does intervene, citing the example of Iran in the early .
19508, He suggested that it could be done on the "right side" against

unrepresentative, authoritarian regimes.

VI. Adjustment Experience of Trade~Displaced Workers.:

Louis Jacobson, an economist with the Center for Naval Analyses,
explained that for the most part other countries do‘not_have special
trade adjustment assistance (TAA) programs such as the U.S. program.
The latter's TAA provides higher levels of assistance beyond normalhsi
unemployment compensation and for relatively longer periods to workers
certified for such help. In answering the question whether trade
impacted workers are adequately compensated, he reviewed criteria for
determining lost earningsfdue to inports, He”drew on labor turnoyerf_;;

levels, seniority and'earning7rates_in_various industries as the basis
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for determining fair compensation to workers for such losses. Jaéobson
concluded that workers in the textiles and shoe ipdusfries,‘where
turnover rates are high and earnings are low, prébably receive adequate
compensation' vhile those in steel and autos do not recelve adequate
compensation -=- based on relatively low voluntary quit rates (turnover),
strong union seniority and relatively high incomes.. Imports from the
LDCs are mostly in the first group of industries.

Helen Kramer, an economist with the Machinists' Union, expféssedv
sharp disagreement with Jacobson's approach. It neglected such costs
to import-displaced workers as their possible‘loss of medical insurance
coverage, pension rights, housiné equity and social disorganization
(family impact, etc.). Situations differed between workefs facing
permanent loss of jobs compared with those experienciné temporary lay-.
offs. Community or regional labor factors have a bearing on availability
of alternative jobs. She advocated a broad manpower program on the
order of European practice that is concerned with all secular unemploy-
ment not just that affected by imports (as in the case of TAA). |

The United Steelworkers' (USW) legislative representative, Jack
Sheehan, found much that was positive in Jacobson's presentation which
accepted the idea of compensation to workers fortrade-inducedlosses;
In reviewing the history of TAA, he complained that Congress would not'lr
accept a good adjustment program. He also favored the bronder European
approach to all secular unemployment. TAA hag been helpful in‘the& |
tyclical temporary lay-offs which are common in the‘steel industry.

Sheehan pointed to some non-cash aspects of TAA which have been useful



inLrecent experience in the Youngstown, Ohio, area -~ such as job .
search,activitiea, etc. He recommended that TAA should take into
account fringe benefits and should provide more rapid servicing which -
could be\baaed on an automatic certification of workers on an induatryf‘,
wide baeis.

In criticizing the inadequacy of benefita of TAA' Weinberg notedlf
that while this compensation was higher than u. S.vunemployment compensa—
'tion, it was atill substantially lower than the relative level of normalz
unemployment compensation in most European countrieaa‘

In replying, Jacobson agreed that the TAA program ahould be more
generous. Perhaps the European aystem is not appropriate in view of
relatively higher industry and job mobility rates of U S. workers.w“
Disincentive effects on job-aeeking should be avoided in any adjuatment
assistance program. ; |

Ranis advocated a variable aystem of adjuatment aasistance?that

would be oriented to local problems. International diacusaiona about‘
adjustment assistance could be helpful;

Various comments wete made on the applicability of European
experience and the rzlated induscrial policy approach toward declining
industriea that may entail a higher,degree of“economic-planning than .

U.S. practice could accept.

VII. American Labor and the North¥South Dialogue~on Science and ‘Technology.

Gus Tyler of the International Ladies'Garmentfworkers Union favored
changing the North-South dialogue away‘from‘industrialization toward

achieving food self-sufficiency in the developing countries. Per capita .



income growth figures for the LDCs ggg'miglgading according to Tyler who-
alluded to inequitablg income distriﬁﬁﬁiﬁﬁ;‘ Féod dependency of develop-

ing countries was attributed to neglect'bf agriculture and to a policy of
artificially maintaining low food prices to help keep wages.down. Science énd
technology, under his proposed épétdach,‘would be oriented to the |
agricultural sector. Tylér claiméd that this was analagous to the
historical development of North America during the colpnial period, He
foresaw the development of LDC internal marke;s'uﬁdér'thiéEaﬁbeagyygﬁg;

the gradual expansion of exports.

Joseph Grunwald of Brookings Institq;iop_wa?néd:agginstmgenetallzing.
about LDCs, While he agreed that some un@uewéﬁbﬁasis on industriali;a-
tion occurred in Latin American counfrieé wﬁeré import~-substitution
policies were adopted, the majority of developing countries have neglec-
ted all sectors -- not just agriculture. Most LDCs have grown faster
than the developed countries in comparable periods of time. While
income distribution has been poof in many LDCs, he noted that wages
have gone up to such an extent in the important exporting countries
of Taiwan, Korea and Singaporeithat some labor intensive processes have
been shifted to lower'wage LDCs. The poorest LDCs of Africa and parts
of Asia have not even started the process of industrialization. Grunwald
saw the need in the North-South dialogue to reconcile short-term labor
concerns with longer-term development requirements within a dynamic
framework. Inllight of the longer-term benefits, costs of alleviatiné
the social iﬁpact should be met. This may mean some élowing of the rate

~of technology transfers.
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On the domestic front Grunwal fadvocated’improvements in‘adjust-
;ment assistance .and saw some need for a greater governmental role in
industrial policy. He recommended production—sharing arrangements to
vminimize domestic job losses by enabling certain industries to survive.
On the international side, possible international labor standards should:
not be used to ‘restrict trade with LDCs. Renewed attention should be
:given to agriculture ‘and economic cooperation among LDCs shou1d be ;d
encouraged, particularly 80 more trade could be carried on among them. S
- In responding, Tyler claimed that foreign direct investment was,"
disrupting the normal development process in the LDCs. ~Harkingback
to David Ricardo, he argued that comparative advantage in trade~assumed§.
international immobility of all factors of production. This’is:not,d%{
true of capital and technology. Tyler warned against the U.S. findingi
itself in the same plight as the U.K. -- a rentier economy which}lived}
off”foreign investments, with manufacturing being neglected

Lees observed that problems are more difficult and- profound thanlh

Tyler suggests. Over 120 less-developed countries have pitiful ev”ysfi

of industrialization - factory versus agriculture is a non-issue._ Hef
noted that some industrialization is directly related ‘to the '.
agricultural sector —- forzexample, fertilizer and farm implement
production and agribusiness:activities. The "take off"'theme-of”Rostov‘
is‘mOre philosophy than practice. He reminded the workshop that 90
percent of development comes from internal resources of the LDCs comparedV
with 10 percent from international flows. The scale of problems for

developing countries is'enormous.
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According to Ranis}~K§t§35aud\Taiﬁgﬁ;ﬁﬁﬁﬁfbf@the;NICsiééfé@LDcS
whichvdidfnot neglect-agriculturel He hoped that the advice being
offered to LDCs by the unions is not one of "keeping them off our
backs."

‘Kujawa suggested that politiCal modernization of the LDCs is i

another factor which should be examined

‘Other Topics

In a luncheon discussion, Frank* Rr Doyle from General Electric s ’
Employee Relations Office contrasted the acceptance of new: technology
by American workers with suspicion and resistance encountered in
Europe and elsewhere. He attributed the U.S. response to traditionai,”
positive approaches in American society to technological change asbwelli
as to reliance on pragmatic resolution of issues in this sphere in'ﬁ S
collective bargaining. Recognition by American labor leadership that
technology is a producer of jobs and higher wages was cited as a factor.
This has played a key role in the U.S. competitive situation. Doyle U
expressed concern that labor views were moving toward constraints of |
the European type. A free flow of ideas meets U.S. se1f-interest
according to Doyle who said it was not,possible for an,open society;toi
cut off this flow at the border. He saw economic ekpansion as an | M
2ssential lubricant of the American system that should overcome}the
rossible negative effects of rising energy costs, environmental protection
ind other problems that could otherwise reduce productivity and techno-;

ogical growth.. There is a lesson for others from labor 8 contribution



to this American consensus of recognizing the' relationship of techno—
‘logical advances to economic growth and social improvement.

. In answer to questions Doyle favored resort to- collective bargain—i
ing on technological displacement of workers, referring to such pro—'
visions as separation pay, retirement, work—sharing, etc.’ He went |
along with TAA for trade-displaced workers, but preferred attaCking
'unemployment problems generally by stimulating the economy through -
macro policies. He differed with some labor discussants who saw a role,?ﬂ
for international collective bargaining. Differing Bituationgqgndw
practices along national lines were cited as:practical’limiting
factors. o | |

Jacob Clayman of the Industrial Union Department of thevarL-CIO
reviewed‘labor's deep concern about persistent unemployment in the U.S.‘
over the past decade at another luncheon presentation. He pointed to g
the high individual and social cost of unemployment; each one percent
of unemployment represented a cost of $9.5 billion. Technology trans-L
fers were cited as an important factor in the worsening of the U.S.
trade position. Clayman called for at least a slowing up of the outflow‘
of U.S. technology, pointing to the MNCs as its principal exporters‘ |
(responsible for about 90 percent of the flow) Clayman cited examples
of movement of production to LDCs to escape u. S health and safety
standards. Labor favors foreign aid, but does not want to carry the
burden of~job losses.r He made a plea for u.s. concentration on making.vé
the domestic economy viable. The developing countries should be helped ;
on basic infrastructure with technologies relating to food health, and;é

education and not on ambitious projects such as steel mills.



Concluding:Remarks

Cﬁairman Guyfdr&kStever closed the wdfkqﬁppfby refléq;ing;Qn ﬁﬁéA
value of the discuésibns’ﬁhith were.diféétéé é£ the 1ég¢t£h§éé'éonéérns‘
of labor. From his long experience with science and deyélﬁpmeﬁt»mattéfs
he saw a potentially significant role for Amerigaﬁ induséry and labor
in helping in the important task of educating thefiDCs;ﬁiSignificant
distinctibﬁs between the NICs and the,réét bf the &éyéléping‘cbhntries;
that baméiup in_ﬁhe.diséussions, should be kept injmind. He emphasized
the need to look at longer~term considerations aﬁd éxpressed optimism.
with respect to opportunities at the coming U.N. Conference.

Si Bourgin of the State Dapartment reminded thé wbrkshop tﬁéﬁ théi;
task of writing government position papers is Just béginning énd}will S

adequately represent labor's concerns.
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) Understanding how imports affect the U S. economy is}not possible

unless two prior issues are. cleared up first. determinants of the level

of employment, and the effect- of economic growth upon industrial

structure,

AI

Determinants of aggregate employment
1. This is mostly a macroeconomic phenomenon;
2. World trade balances and fewer imports would mean fewer

exports.

‘3. There areysignificant indirect‘(impact)jemployment;effects"

ofdattempts to restrict imports.
Growth and.lndustrial Structure ‘
1. Economic growth, by its very nature, entails significant
‘changes in economic structure.
a. chonomic growth is accompanied by a shift infthe'com-f'
position of economic activity, first from agriculture
_to industry, and then from industry to services.v |
%b, At a later stage in the growth process, productivity :
- -increases in industry are more rapid than those in
:seryices, and there is thus a tendency for a shift-in
;;employment and the share of output from industry
f.';)tow}.;‘.ard the seryice sectors.
2 These shifts encompass a variety of phenomena which
dislocate individuals and regions.f there is generally a

.', shift away from small-scale, final consumer goods
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Tmanufacturing production toward greater emphasis on. large-w
“scale consumer durables and other manufacturing processes.‘
;Somezof the causes of thesewshiftsnduring the course of-ufx

Jeconomic growth are obvious. as real incomes rise, indi-*'

viduals are enabled to spend larger fractions of their

income on goods other than basic food, clothing, and

.shelter;-

';,But there are some more fundamental processes at work in

the course of economic growth. In particular, the processk
of increasing output per man (which is, by definition, fﬂ"a
increasing per capita income) is accomplished byfproyidingr
more resources for individuals to work wrrhiéndvénabiiﬁé'Qf
them to make better use of those resources;
B. These processes generally entail increasing investmentiw
| in man and in machines and other instruments of
production.

The skill level of the labor force systematicallyfﬁi”“

increases with economic growth ‘as doesi'h -amount ff

, capital stock available for the individual:worker‘to '
enhance his productivity.
:Q The economic growth of the OECD countries has been
| accomplished by (as well as caused by, at 1east in'a
simplistic sense) a drastic shift in the educational
and occupational composition of the labor force.g ﬁf:

unskilled illiterate workers are really a thing
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ﬁofltﬁeprSt. As the 1abor force s training and ekills
.become more productive, the real wage increases, since
men are becoming scarcer relative to machines and to

’other»resources.

"Industries and sectors relying heavily upon manual labor

%fand unskilled workers have been disadvantaged during the a

: process of economic'growth;

The. phenomenon is well illustrated:with‘historical‘data

from the United States. See Table l.5

International Trade and Structural Change

1.

The main benefits of tradelto developed countriesiarehf
generally fairly independent of tﬁe issues discussed‘{
above, | |
ar Most trade in manufactures is among countries with
similar levels of per capita income: two~thirds
of’all U.S. exports go to other developed countries;
and more than one-half of all imports criginate from;
I’other'developed countries.
b. Except for raw material availability, evaluation of ,lf
»future growth prospects for developed countries is
#undertaken almost independently of considerations T

pertaining to ‘international trade.

: The.succeSB the super-exportersﬂhave,met-in selling their’
uérported'manufactured goods to the developed‘countries

‘has raised questions as to the‘iﬁpact those countries'
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jexports have on the structure of industry within the
vdeveloped countries.
}‘The LDCs have been successful in exporting a range of‘

.products, finished and partially processed which use

relatively more unskilled labor and fewer design and

engineering skills than do the products they import.v

- Thoseare precisely the same industries which in the

developed countries are most likely to be adversely

affected by the domestic growth processt

a. On a priori grounds, one would expect‘that~iDCh
competition would intensy y difficulties that the K
affected industries would in any event encounter.{

b. To the extent that LDC competition keeps the price ofb

labor-intensive commodities lower than they would
otherWise be, consumption in developed countries:ie;
greater than would be possible in the absence of =

imports.

Because structural adjustment in the developed countries

is in any event necessary for economic growth, it can 'be

cogently argued that competition from LDC imports would

~in fact speed up the growth process.

' ‘fThere is no simple, straightforward way of estimating the

impact of.LDC imports. The presence of LDC imports does

not - imply that domestic consumption and prices;(not;to_:i,
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'“mention real income) would ‘have been ‘the same in the

absence of those imports.»

We are thus left with the conclusion that successful

’ development of manufactured exports from LDCs may inten-

sify the difficulties that the labor-intensive industries
in developed countries will encounter, but will not cause
them, and may accelerate the growth rates of the developed
countries.',It also follows that those industries would,
infany event, be facing problems of structural'adjustment.
A major question, therefore, is the relative importance

of the domestic adjustments confronting the labor-inten-
sive industries contrasted with the pressures put

upon them by imports. That question cannot be answered,"
by theory alone, but requires examination of the |

empirical evidence, a topic to which we now turn.’

1I. Growth.ovaDC Manufactured Export5~

A, ' The bulk of world trade is between industrialized countriesf

See Table 2.

1,

The same is«true'for manufactures, LDC. exports of
manufactures grew more slowly than world exports of
manufactures,until the late 19605. Since that time,.
LDCs have increased their share continuously, with
manufactured exports rising from $6 billion in l967 to-

$32 billion in 1974 and’ $56 billion in 1977.
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';foi the period 1960 to 1975 as a whole, world'exports‘

of manufactures at constant prices are estimated to
have grown at an average annual rate of 8.9 percent.

For industrialiéed countries, the corresponding rate

was 8.8 percent ﬁhile, for LDCs, it was 12.3 percent.

Because‘that*growth was from a small base, the shafevcf*

‘}LDCs An world exports was still only 7 percent in 1974

‘compared to about 4 percent in the mid-1960s.

Of the total increase in manufactured imports by indus-"

trialized countries, only 9 percent originated in LDCB. :

‘Even if the manufactured exports of LDCs should continue

to grow at the rapid 12.3 percent rate of the 1960-75
period while those of the industrialized countries were
to continue to expand at 8.8 percent, the LDC share i1n
world exports of manufactures would be only 9 percent in_
1985 and would reach 20 percent only in 2013. .
Without North-South trade, the aggregate size of the’

manufacturing sector in OECD countries would certainly

be smaller than it in fact is.

B, The Affected Sectors

The issue of structural adjustment resulting from :

k‘"manufactured exports from LDCs arises in individual
- dndustries within manufacturing, not in the overall

i-volume of LDC exports.
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lggiﬂ»Table 3 shows that, only in three groupings - Leathcr,l
Footwear and Travel Goods"Wood and Cork Manufactures, f
‘*;jand.élothing - did the LDC share of imports to OECD
‘Gountries exceed 25 percent.
3. fThe‘iDCfshare of‘OECD markets was less than 10 percent ‘
. for chemicals, paper, metal manufactures, rubber
products, nonelectric and electric machinery, and
transport equipment.
4, A 10 percent share of imports is probably the lowest:
at which structural changes can conceivably have been
effected. By that criterion, Leather and Footwear,
Wood and Cork Manufactures, Electrical Machineryyand,v
Clothing are the sectors in which there can have heen
significant effects from LDC imports. Those sectors
are, by and large, usually labor-intensive,
5. The question arises as to the degree to which itiwas
the process of domestic economic growth whichyled tol

structural difficulties, and the extent to which imports

affected °“tP“t and employment for the OECD countries.':"'

III. .Quantitative Importance of Productivity Growth Demand Growth

“and Imports'
Focus is usually upon employment changes and their origins.f
The rate of growth of output is a function of the rate of

growth of domestic demand and the rate of price change
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within individual industries.

1.

Focus here is upon the orders of magnitude of the
total effects of all imports and all merchandise

trade for the United-States.

One can decompose the observed increase in domestic
‘consumption into the component satisfied by domestic

‘output increases and that met by imports. The growth

of output is then a function of those two variables
plus the growth of exports. The rate of growth of
employment is then equal to the rate of growth of

output less the rate of growth of labor productivity.

‘8, One can then partition, in a definitional

accounting sense, the changes in employment in
particular industries into components -- exports,i

‘ imports, domestic demand, and labor productivity.

b. These estimates of the ‘contribution of,each;f

component are not estimates of causality.

Table 4 provides data on U.S. output, employment, ekports;

and imports for two-digit SIC manufacturing industries in .

1970 -and 1976.

1.

2.

fThere were only five two-digit industries for which
,;imports exceeded 10 percent of domestic output in
.1975-

Even'inethose'sectors;jegportsywereﬁoften a signifi-:

cant offset 'to imports. ... .
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“ Table 5 provides,the decomposition of employment changes

'vhinto 1ts various components.

;The 1nf1uence of imports, even in this extreme form

where exports are not taken into account,vwas

generally fairly small relative to either labor pro-

rductivity growth or domestic demand growth.
Variations in rates of demand growth and labor~

prqductivitybgrowth exerted a far larger inflpence.

on rates of growth of output and employment than did

‘the behavior of imports.

When the same calculations are repeated, using the
net trade balance rather than simply imports to
estimate the effect on sectoral emgloyment, the
impact of the trade variable appears even smaller.

If these numbers are used to estimate absolute
numhers of jobs, the numbers are once again‘relative-
ly small. Only in Apparel (6.1 percent), Leatherh
(10 5 percent), and Electrical and Electronic '
Products (5.8 percent) is the number greater than 5 r

percent of 1976 employment and in most other. sectqrs

the percentage implied is less than 1 percent.

When it is recalled that some of the domestic con- k

sumption increase would not have occurred had pricee

“been higher and that there were exports, too, the

=conc1usion ‘once- again is reinforced' 1mpqrt'r,:‘:
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competition may haye intensified adjustment diffi-

culties and the pace bf'strneturai chgnge,'Butithose

difficulties would'have been present even in the

absence of competition.

.This conclusion would be even further strengthened

“4f the calculations were performed separately for

imports from LDCs. "
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‘Table 1
Changing Composition of Output and Employment in the UsS.

1(péféeﬁtégés),

Composition Expenditures . 119297'“ai940' 1950 1960 1970 1977

Durable goods L9 h 1o 9 6“oj$?*13;3 137 14.8

Nondurables 488 52,10 SLL 465 2.7 397
(Food) (25.2) (28:4) (28.1) (24.9) (22.0) (20.4)
(Clothing and footwear) (12 2) -(10.6) - (10. 2) - (8.2) - (7.5): (6 8)

Services 39,2 36.9  32.8 40.2  43.5  45.5
(Housing) : (15.1) (13.7) (11.3) (14.8) (15.2) (15.2)
(Transportation) (3.4)  (2.9)  (3.2) (3.2) (3.4) (3ﬂ4)

Emp loyment EE. ‘
Agricultural 21.9 20.1 12,2 8.
Nonagricultural - ;781 79.9 . 87.8 91.

Wage and salary workers : S L

manufacturing 34.1 33.9 © 33.7 31.0 = 27.3 23.8
(Durable goods) n.a.: (16.6) (17.9) (17.4)  (15.8) (13.9)
(Nondurable goods) ' n.a. (17.4) (15.8) (13.5) (11.5) - (9.8)
Mining 340 .29 2,0 13 .9 1,0

Construction q4;8 4.0 '.5.2_j . k

Transportation and. R P U RE NI
utilities 12.5 9.4 f8,9'

Wholesale and o IR N
retail trade 19.5 - 20.8 _,2°°7}” ‘ 0

Finance, insurance R S L
and real estate 4.8 4.6 w;&4,2.,3;

Services '11;0%$"11{4 ; ;}l;?&“

Government ‘ 9.8 13.07‘ 5

Source: Council of Economic Advisors, 1978 Economic Report of the
President, pp. 272 288 and 296. : . e
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Industrial countries

01l exporting cduntrieaiA."

Other developing countfie3 ¥‘

Tbtal

Percentf'
Industrial countriea

Oil exporting countries vf

"nme 2.

1955
"_61g6§
5.9

17.2

19 27

e WY dE Yl

’vyi‘j§4;

Other developing countries'f‘”20.3..

ke

B (R N
CL6e Teir 153 142
©16.8 139 127 131

Source: International Monetary Trénd, International Financial Sta-

tistics, May 1978.

Note: "Industrial countries" includes the IMF category of that name
plus "Other Europe" and Australia, New' Zealand and South Africa.. LI



“Table 3

OECD Impoxts, by Commodity Groups and Origin, 1963 and 1977

(percentages)

Seven Other Industrial

Commodity Group  Exporting  non-OECD

and SITC Number LDCs LDCs Countries

OECD

Total
- OECD

of OECD’
Imports

Chemicals (5)

1963 T 3.5
1

1977 A 4,1

Leather, Footwear and Travel Goods (61, 83 and |

1963 4.9 7.6
1977 23.4 7.8

Rubber Manufactures (62)

1963 .3 .7
1977 3.4 .7

Wood and-Cork Manufactures (63)

1977 19.1 7.

Pagerrg64) »

1963 .
1977 1,

Textiles'(65) _
1963 3.3 11,4
1977 7.9 8.6

Nonmetallic Mineral Manﬁfactufesr(66)v

1963 19 3.3
1977 3.4 7.0

Iron'énd.Stegl (67)

* 1963 .8 8
1977 2.4 1.7

N e~
oL s o

oA
B s A
W



Table .3, continued

38

Other Industrial

1977 34.0

, : Seven _ Share
Commodity Group Exporting © non-0ECD OECD Total of OECD
and -SITC Number LDCs LDCs Countries OECD Imports
Metal Manufactures (69)

1963 1.0 A 97.3 97.8 3.7

1977 5.4 .9 89.9 91.9 3.4
Nonelectrical Machinery (71)

1963 .1 .3 98.5 98.7 20,1

1977 1.8 o4 95.3 96.3 16.6
Electrical Machinery (72)

1963 .6 .5 98.0 98.2 8.3

1977 11.0 2.0 84.8 85.8 10.3
Transport Equipment (73)

1963 .5 .8 97.5 98.0 12,2

1977 1.1 A 95.8 97.5 18.2
Miscellaneous Finished Manufactures (8;,'82, 86, 89)' o

1963 3.5 .8 ‘ 92.8 93.5 . 9.0

1977 9.9 1.4 84.3 85.6 10,2
Clothing (84) -

1963 16.1 3.0 77.3 78.5 .. 3.3

8.2 46.8 51.9 4,9

Source: OECD.



Table &

Production, Trade, and Employment, U.S. SIC 2-Digit Industries 1970 and 1976

Primary metals

PRI, Output Exports Imports Employment Output Exports Imports Employment

2§ge‘ Namé-’ (millions of 1970 dollars) (thousands) (millions of 1970 dollars) (théusands]
20 Food pr’odﬁéts : 103,631 2,520 3,562 1,574 111,892 3,826 4,019 1,536
21 Tobacco products 5,528 191 17 67 5,965 364 36 65
22 Textile mill products 24,030 461 1,059 907 35,887 1,433 1,388 876
23 ‘Apparel ,2,5,025 251 1,287 1,319 28,328 642 3,228 1,271
24 Lumber prodqcts 14,931 687 - 989 530 - 13,774 953 1,076 629
25 j.':rur'niturej & fixtures ’9,754' 48 217 436 10,465 152 388 426
26 Paper & pag_e;; ptqdpcts 25,458 . 1,106 1,548 632 28,753 1,508 1,985 615

28 Chemicels: 51,873 3,997 1,256 849 157,094 5,389 2,075 . 851 b
25 Petroléeum & coal : | : .
. products 26,935 575 1,560 141 30,830 478 2,639 145
30 Rubber & plastic. S . : S
~ products ff T T 17,044 = f; “ N 544 = 21,106 901 1,222 627

31 Leather products 5,218 g CoRT 4,597 145 1,114 247

32 Stone, ciaj7& ‘ 1?5 ';?;{ " ”;:giij,?;; 7 - o o

glass products 18,535 o ?f- 542 Aﬁ’?§83 18,612 638 673 ;59?"”*

33 53,067 2,323 3,915° . - 1,169 52,633  1,748. 4,683 1,106

65



‘Table 4, continued

: »Iﬁduéttj  , Qutput Exports Imports Employment Output Exports Imports Empio&meﬁt
-81IC e o '
Code Name (millions of 1970 dollars) (thousands) (millions of 1970 dollars) (thousands)
34 Fabricated‘metal" : S : :
products ' 42,026 1,361 799 1,279 47,844 2,522 1,364 1,471
35 Nonelectrical ' : ,
machinery 55,560 7,880 1,999 1,744 64,502 12,855 3,620 1,960
36 Electrical & elec- o o ‘ o l; . .
tronic equipment 49,168 2,971 2,716 1,659 53,142 5,876 = 6,056 1,579"
~ 37 Transportation : B S | ‘7 :
' equipment 89,920 6,486 6,362 1,621 97,799 12,497 11,027 1,668
38 Instruments 12,276 1,294 . 659 382 18,905 = 3,008. 1,692 518
39 Miscellaneous o o ,'?"ﬂ s . o : RS L
’ manufacturing \ 10,122 - 485 . 1,196 411 11,469 . 993 1,810 410
Total Manufacturing 644,083 33,486 31,046 16,119 681,083 55;927 50,098 16,599.

Source: Department of Commerce Bureau of the U.S. Census,
to Output 1970 and 1969 and 1976 and 1975.

U.S. Commodity Exports and Imports as Related

Annual Survey of Manufactures, 1970 and 1976.

Gata for 1976 were deflated by the Department of Commerce 2-
and Price Indices Data for January 1977.

Output and trade
digit SIC deflators contained in Wholesale Prices

Data for January 1971, and December 1976 figures were used.

09
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Table 5
Contribution of Demand Imports, and Labor Productivity
to Rate of Employment Change 1970 to 1976

(continuous percentage rates)

Industry :
SIC Demand Labor: P
Code Name Growth Productivity Imports Employment
20 Food products 1.30 -1.68 -.02 -.41
21 Tobacco products 1.32 -1.78 -.05 -.51
22 Textile mill products 6.70 -7.26 .09 -.58
23 Apparel 3.03 -2.68 -.96 -.62
24 Lumber products -1.16 4,20 -.18 2.85
25 Furniture & fixtures 1,41 -1.56 - -.24 -.39
26 Paper & paper products 2,16 -2.48 ~,13 -.45
28 Chemicals 1.80 -1.56 ' -.20 .04
29 Petroleum & coal h s .
products 2.68 -1.78 -.43 47
30 Rubber & plastic ’ o '
products 3.87 - -1.20 . <,30 2.37 .
31 Leather products ~-.60 .38 v -1, 51;) =1.73 -
32 Stone, clay & glass B A T L
products .18 138 45
33 Primary metals .01 =79 .92
34 Fabricated metal o £ o
products 2.32 W17 2,33
35 Nonelectric machinery 2.81 =54 1.95
36 Electrical & electronic o e D MR e o
equipment 2,200 =2012 0. TY=(90. - -,82
37 Transportation e e L
equipment 2.04 - =920 L -64
38 Instruments 7475 0 T =2,120 7 L5600 500
39 Miscellanous o o e
manufacturing Lo 20660 0 =2,12 0 T —58

Source: Same as Tablcﬁ4;
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I. Introduction

In essence, the span of this workshop covers the following questions:

e Where are the developing countries headed in the world economy?

e How are their trends affecting jobs in the United States?

e What part are international technology flows and multinational
corporations playing in these ¢hanges in developing countries?

o‘ What are the impacts on industry and jobs in the United States
of the corresponding foreign direct investments in developing
countries? |

e Compared with other factors that are changing both industry and
‘job structures in the United States, how important are effects
from the growing export capabilities of developing countries?

e What is the most effective form of adjustment assistance for N
u.s. industries and-workerS‘affected by imports from developing f
countries?

e What is the likely position of u.s, labor on the relevant
:issues to ‘be discussed at the forthcoming U N. Conference
on Science and Technology for Development? (R N

' .The present paper, in focusing on the role of-multinational‘corpora¥ij
tions as sources of technologies that have expanded developing country shares
in world economic activity and trade seeks to address the third question.-

Proper treatment of the latter clearly also requires consideration of the
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six other questions, because they are so closely %ptérreléted. Nevértheléss,
this-short~ﬁaper can.take formal account only.offthé7ﬁoét're1évant aspecté
of some of them, and ﬁust make certain assumptidns'iniadvance as to the
likely coverage of the other parts of the ﬁorksﬁop: ‘Tﬁé discussions»willhl
reveal the reasonableness or otherwise of‘thesevéésumptioné;? “ |
Within these constraints, the papef has se%ef#i;giﬁé. :First'tdfiden-;
tify the principal issues that have accompanied‘the‘expan;idﬁ ofﬁfﬁé-gctiv.
ities of multinational corporations in both industrialized éhd dé;éioping
countries. Secondly, to sketch what appears.to be known as to the scale and
nature of participation by multinational corporations in the flow of tech~
nologies to developing countries, and the effects on development and
changing patterns of world trade. Thirdly, to consider the ways in which
developing countries are seeking to ensure that appropriate benefits accrue
to them to further their development priorities, and what this implies for

multinational corporation activities in developing countries,

What is Technology?

Perhaps surprisingly, there is an absence of a genefally accepted
definition for either "technology" or "multinational corpofations." Some
of the confusion and dissonance apparent in discussions of their roles in
development arise from this simple fact. Consequently, it is useful at
this point to identify what these terms will be used to signify here. In
the simplest sense, technology is defined as the purposeful combination Qf_;.
science, engineeriﬁg_and art to provide a useful product or seryice, ,Ihé,;
elementary agricultural tools, such as.the hoe, and simp1e~animai;pﬁw€fédz
irrigation systems, are obvious hisﬁorical examples. Thgy'stillm¢péiéate~'

agricultural production in many developing countries today. fAt;the‘pthef;



6

end of the spectrum of definitions, technology is usually vieééd b&'itsi
industrial practitioners as an integrated, complex "know-how." It is ghis
know-how that can apply scientific knowledge to generate and produce a“ '
particular product -- such as an automobile or a computer --'of provide a
particular service -- such ‘as long distaﬁce televisioq‘Cpmmunicq;ioﬁ via
earth satellites, | 2 | “
Multinational corporations in particular see technology.in this latter way,
as "the knowledge necessary for productive functioning of an enterprise." |
Thus, the term is used to embrace not only the physical factors of~machin¢s ‘
and equipment, but also the know-how of skilled and experienced people in
research, product and process development, manufacturing, marketing, dis-"
tribution, servicing, finance, industrial relations, and management.* The
transfer of know-how among these elements is an essential and continuing
activity which usually occurs more effectively within the enterprise than.
from it., This broader view of technology, with its associated higher eco-
nomic efficiencies and returns, is one of the factors behind the préferénceV
of multinational corporations for the direct investment “package" or
"bundle" as the mechanism for transferring technology into other countries,
The package includes the full range of elements necessary for the fdfmaﬁibﬁ
of a wholly or majority-owned subsidiary that can draw readiiy on the‘knowl—
edge of the larger enterprise. Nevertheless, in some of the later discussions
here, it will be necessary to also use a more restricted view of technology

in examining its movement in trade, hbecause of the current conventions of

*This broad view is also taken in some parts of the United Nations
system. For example, 'technology embraces the skills and resources needed
to create and sustain an efficient, competitive business" (in Secretariat
report to Commission on Transnational Corporations, 1978).
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international trade statistics.

What is a Multinational Corporation?

Various criteria and definitions of muitipﬁéibnal éo:porgfiﬁnsfﬁeref
surveyed in the studies of such ente:priseslbegupfﬁyv;ﬁthnited ﬁé§i¢ps;inv'
the early 1970's. Consensus was reached on a,definition as ﬁenﬁerprisésfl
which own or control production or service facili;ieé-outsiAe'the cbqnfryg’A':'
in which fhey are baséd. Such enterprises are not always incorporated orv
private; they can also be co-operatives or state-owned entities."” However,
there were subsequent objections from Latin American countries,where the
term multinétional corporations was already in'use‘to denote a company |
owned by several nationalities, whether or not it had affiliates in other
countries., Consequently, the term "transnational corporations" has come
into use in the United Nations on the grounds that it more clearly indicates
the key feature of operations across national boundaries. Also, to some,
it identifies the idea of subsidiaries' domination and control by the par-
ent firm, which is a strong issue with developing countries,

There is still disagreement on the question of whether or not the term
should be restricted to private enterprises., Several socialist countries
maintain that it should be. However, outside the United Nations, "multi-
national" and "transnational" tend to be used synonymously, and the Organ-
ization for Economic Cooperation and Development considers that "multina-
tional enterprises . . . usually comprise companies or other entities whose
ownership is pfivate, state or mixed." Given the increasing importance of
the latter two types of multinationals in the advanced market ecbﬁomies and
the onset ofvsdme based in developing countries, the broader coverage seems

the more. pragmatic, and will be adopted here.
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II. Relevant Major Issues

The period of more than two decades that followed the initial recOVery fﬁ
of the world economy from World War II and extended up to the first part of,*
the 1970's was one of rates of overall economic development ‘that were un-ff’
precedented. World average annual rates of growth of 5.5 perCent in indUstri—
al production and more than 7 percent in trade were substantially higher and
more stable than those over any other similar perlod'of time in history.
Furthermore, the strong growth ocourred not‘only in‘the'industrialized'marl
ket and planned economies, but also in the developing countries.

Over this period, the activities of multinational corporations expanded
rapidly and became generally recognized as a significant contributing factor
to the world economic growth., Their effectiveness rested critically on the
generation and application of technology as a centra. element of their busf»i

iness activities in home and host countries.

Developing Country Experiences

In the early stages of the period, direct investments bv'the.corpora-
tions in developing countries, in particular, were encouraged by;the indus-
trialized country governments as an important contribution to development.
At that time, bilateral and multinational assistance was helping to create
a social infrastructure on which further development might be based but
adequate capital flows for the latter appeared unlikely to come from the
private banks. The multinationals offered the additional advantage of comf’m

bining the necessary capital investment with their know-how in relevant
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technologies, marketing, and management.

Despite the major advances over this period in economic growth, life-
expectancy, health, and education in the developing countries, the gap be-
tween their average levels of well-being and that in the induatrialized
countries widened. Over the same period, the majority of developingiéoun-
tries became politically independent. By the aecond half of the 196b'a3
these countries had begun to develop more coordinated political presanre '
for change -- not only for increased aid and other forms of transfer’ of
resources, but also for a "new international economic o;der" that would
reverse the widening of the economic gap. Increased self-reliance for the
developing countries and more controllable interdependence with the indus-
trialized market and planned economies were seen as esSentlial elements of
such a new order.

The successes of the oil exporting group of developing countries (OPEC)
in 1973-74 initiated a new period of improved cohesion and bargaining
strength for the developing countries as a whole. Actual pfogreaa in.bring-
ing about change in areas other than petroleum has been slow. Nevertheless,
the political cohesion of the developing countries has persisted through
the mechanism of the "Group of 77" in the succession of intérnationalfneet-
ings that began with the North-South confrontations of the Sixth Special
Session of the United Nations General Assembly in 1974.

These meetings have centered around the four principal iaaues of Noi:‘t:h-ii"
South economic relations ~- the availability of the financial resourceav
neceaaary for the development process through d1rect aid the multilateral

financing agencies and private investment"trade in commodities' trade in
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manufactures; and trade in technology. Complicating the developing countries'
approachk has been the recognition, following thevpostwar experience, of the !
complexity of the development process, In particular, the evidence is clear
that flows of capital or financing are of limited value unless accompanied'
by steps to ensure fundamental economic and social changes., Yet the ability
of a politically independent country to take theee steps that would,enhancer
its self-reliance can be strongly constrained by events.outside its control‘
in the larger world economy. Its economic sovereignty is limited,

Multinational corporations' dominance over their affiliates —— for
example in location, production and trade -- in pureuit of short-term or
‘ global business strategies has long been viewed by host developing countries,
because of the importance of such affiliates in their domestic economies and
in trade, to be such an externally controlled factor that can result in con-
flicts with specific development objectives, In addition, there has been
increasing concern for the influence of foreign companies on the character
and style of long-term, national development stratcgies. In particuler,
there are contentions of sustaining inappropriate income distribution, and
of deleterious effects on growth of jobs, balance of payments and coneumer
tastes. Even where near-term benefits from multinational corporation ec-?_
tivities are readily evident, there is unease about building in a long-term
dependence on technology, services and capitel goods from abroad.

Finally, growth in the conviction that technology has a central impor;
tance in the development process has raised questions as to whether mnltii
nationals offer the best r0ute for selection 'adaption and abeorption of

foreign technology, and especially for the development of an improved
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domestic technologicaI.capability. ‘That;questioning4hae'raieed-suchivaried‘
issues as the importing by affiliates ot'advanced'country technologies'thet.
do not meet the local development needs (or, conversely, failure to

keep the imported technology up to date); affiliates' failure to es-
tablish research and development facilities that would contribute to country
capability for technology adoption and innovation, access to technology,

the price of patent licenses; and the’ existence of clauses in technology
agreements that limit exports or impoSe other restrictions,

It is true that there are areas of major interest to developing country
economies -- such as in agriculture and health care -- where there‘a're’ob-,’,n.
vious alternatives to the multinational corporations, since mnch of the
relevant technology was developed through government institntions'o} support,
and is not commercialized. However, in the field of industry -- across.the
tull range of extractive, manufacturing and service sectors -- the dominant
portion of modern technnlogy has been developed by private businesses,
Consequently, whether or not these businesses a;e multinational corporations,
the decision is theirs in making technology available outside their own
enterprise. If that decision is positive, then the issue becomes one of
whether a balance of compromise can be reached among the objectives and
concerns of the host country partner and goﬁernment and those of private

firms as to terms of agreement on price and other conditionms.

Induetrialized'country‘ExperienCes

The preceding discussion has dealt with the issues that haVe“ariSenj
with respect to the interplay between developing countries and multination-
al corporations. Comparison with the experience of the analogous,interplay

between industrialiied coont:ies and -such corporations shows that many»of
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these issues are by no méané uniqué to.déveloping country~situati§ns,',Ac-
cordingly, although some of the options for”fesOlving the issues undoubtedly
differ in the case of the industtialized«cbdntries, it is instructive to
briefly review that experienCe;

The rapid growth of multinational corporation activity in the world
economy in the immediate postwar period consisted'principally of the expan-."
sion into the Western European countries by multinationals based in the
United States. Although there were also efforts to expand into Japan, the = °
Japanese government early established strict controls to inhibit.economi¢ i
penetration in the form of foreign investment. No such controls were‘éﬁé |
plied by the European countries. By the mid-1960's, the magnitude andvfécﬁs
of the activities of these multinationals in a number of theaEu;opean'counff
tries, in particular the United Kingdom, France, and West Getmany, had
raised serious concerns in those countries, These concerns focused on the
issues of a growing technological dependence on the United3$£ates, of a
danger of American domination of significant individuél national firms,
and of the prospect of losing country control over the “coufse of national
economic development.

The first issue arose from the much smaller research and deveiopment
expenditures in the European countries, and the increase in the emigra;ion
of their scientists and technologists to the inited States —-- the "brain
drain." These features pointed to the likelihood of a steady weakening of
their national technological capabilities relative to that of the United
States ahd‘to a widening "technology gap."

The 'issue of industrial dgminancg;byiforeigp-owned{coﬁpanies,gréyqip
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importance with the increasing rate of American acquisitions or attempts at
acquisitions during the early 1960's. A.prominent example of the-latter was
General Electric's attémpt to buy the.Frenchicqmpqter firm, Machinés Bull.
In addition, the American multinationals werelséEn as focusing theirxéqtiv-]
ities in the most rapidly growing andvimportant industrial sectors, "In the
light of balance of payment deficits with the United States and the persist-
ent overvaluation of the U.S. dollar, the European countries saw this trend
as continuing, with the likelihood of long-~term economic and political ef-
fects from possible preemption of the development of independent national
corporations in important industrial sectors of future growth, The third
issue, of potential loss of control over macroeconomic policy, was exemplified
by the corporate decisions of some U.S. multinationals to close plants at
several French subsidiaries, and by tﬁe fact that IBM-France was refused
permission by the United States government to sell computers to the French
government. Analogous examples of such external decisions with consi&erable_
impact on their economies occurred in the other countries also.

The fact that many obvious benefits for the European countries were
associated with their expanding role as host countries for théﬁAmef}déﬁ}
based multinationals was not sufficient to reduce thé incréasing Beriopg-
ness with which these issues came to be regarded by the mid-1960's, ;Thé‘”
benefits were similar to many of those now seen in the new and expanding |
arena of developing countries -~ for example, broadening the -
tax base, strengthening the balance of payments, creating employment, rais-
ing local wages, and providing the local economy with improved or new Eech-

nologies. It is apparent that the fundamental issues in thig new arena are
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also similar. L )

The next section ‘sets some of the above issues ‘in the- context of . the
principal characteristics of multinational corporations, in particular those
involved in their role in international technology flows. However, beforenll
moving on to that section, as one of these characteristics is diversity,‘it is
useful to identify here the analogous diversity that ekists among the developin,
countries themselves. It is the existence of such diversities among countries‘
and among companies that severely limits the numbers of meaningful generaliza—y
tions that can be made about desirable and undesirable aspects of relations :
between developing countries and multinational corporations as sources ofh'Q'
technology for development. o

The Diversity of Developing Countries

In the earlier part of this section, the basic problem.of disparitynin
average per capita income between the industrialized and developing countries
was cited. These averages in fact mask wide ranges in population and growth
rates. Fitzgerald (1979) has prepared a world set of relevant country sta-
tistics that is especially revealing in that it is up to date -- for the
year 1978 -~ and minimizes the distortions of comparisons in living standards
that result from the use of conventional exchange rates for conversion to a
common currency. These distortions frequently result in understatement of
living standards in the poorer countries. The resulting three major groupings
of per capita income shown in Table 1 demonstrate the wide span of living stan-
Jards that still persists, despite the major world economic growth of‘the past
several decades. | |

Out of the total of 167, countries, 48 are. in the high income range
($3,200 to $lS 000) with 28 percent of world population' 45 are middle

income ($1, 375 to $3 200) with 13. 5 percent"and 74 are low income (below
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$1,375) with 60 pércent of the ﬁofldyﬁépuiation. Half of the latter group
have'inéomes below $875 per ;apita. ‘Table 2 shows the dbﬁinance of low in-
'comg.in the African and Asian countries, whereas the majority of the Latin
American countries are in the middle income range. Such statistics help to
provide a sharper focus on where the greatest 1éverage oﬁ the advance of
developing countries is likely to be exercised through technology flows
involved in the activities of multinational corporations., In this way,
they help to pinpoint the industrializing regions in the middle and

low income groups from which expansion into competitive world grade can'

be expected over the decades ahead. Conversely, they'mark_the dfe;§:$6st‘
likely to offer markets for capital equipment and speciélized‘pro&UCts

from the already industrialized countries.



1II. Multinational Corporations and Technology Flows to Developingggountriee

The acceleration of international flows of technology over’ the past 30
years has been striking. No country, including the moet advanced
relies solely on . its domestic capability for tectinological innova-
tion. To varying degrees, all draw on this international flow, but with '
wide ranges in the extent to which they use the different channels; Tne v
principal categories of such channels are:

1. The oben technical iiterature: the professional
and trade journals, together with patent documentation.

2. Educated and trained people: the.sending abroad of nationals
for university and other forme of technical educatiom, includ-‘
ing experience in foreign industries, and the temporary or
permanent importation of teachers, consultants, and other’
skilled individuals. |

3. The imitation of existing technologies: the process of
"reverse engineering" to determine the content and mode
of manufacture of specific foreign consumer and capital

goods.

4. Non-commercial technical assistance: through international =
agencies and bilateral agreements with countries and non-
commercial institutions.

5. The importing of'capital goods: fron'individnal inetrumén;s4r
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'}_,or machines to turnkey factories or service systems.f
76; ;Patent ‘and trademark licensing and other forms of technology
e agreements and industrial cooperation with foreign firms
:;from straightforward 1icensing of basic data, process'and“
:-}product designs, management and other know-how to more ?
fcomplex arrangements for supply and leasing of plants,qw
:contract manufacturing, production sharing, etc.
7. ‘Foreign,direct investment: from wholly owned subsidiariesf
to joint yentures and other forms of investment relations‘
with foreign firms, | | |
As was noted earlier, the multinational corporations correspond by
formal definition only to the last of these categories. However, because of the
predominant position of such firms in generating and applying modern tech-
nology, the bulk of technology flows to developing countries, in the form of
capital goods and the various‘formsfof technology.agreements,also originate
witﬁ.multinational corporations.:

Given the above diversity of channels for the; nternational flow of -

technology to the developing countries, it is clear that there is no satis-—
factory common measure to indicate the quantity of the total flow, let alone;h
to compare the relative effects of all the individual;elements. This lack

is a serious obstacle to assessing the full contribution from transfers of
technology to the economic development of the importing developing countries
and to changes in their competitive position in world trade. .A somewhat ‘
analogous state of affairs has long bedeviled efforts to quantify the con-

tributious of technology to the economic advancement of the United States
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and the other induatrialized,countries;'

Royalties and other Fees

The most widely used quantitative indicator for international trade in
" technology is the commercial payment of royaltiea and fees for patent;lieggv
censes and other forms of technology agreements.‘ The data correspond int‘
principle to item number 6 in the above list but in practice the coverage X
varies somewhat from country to country, and there are significant lags andi
other timing problems.* Table 3 indicates the relative magnitude of the‘
receipts and payments involved for four illustrative induatrialized'connf
tries, and their changes from 1961+1975;’ The growth in this component»off
international flows of technology ia.seen to be substantial. The world to-
tal has been estimated‘as aome‘$é.5‘billion in the early 1960's, growing to
some $11 billion in:1975. The United Statea is by far the largest single
contributor to this trade ~- somewhat more than half of the total in 1961,
declining to somewhat less than half by 1975 -~ and has maintained a ratio
of technology exports to imports of roughly ten to one. Only two or. three
other countries have even a slightly positive balance in this trade, and
most are in substantial deficit, B |

Such technology imports by developing countriea even by the mid-1970'8,
accounted for less than 10 percent of the total international paymenta in-
volved. The largest share of theae payments (roughly three-quartera) was.
to United States firms. More than half of the technology imports were by
Latin American countries -- in particular by Brazil and Mexico, which are |
among the larger and more rapidly industrializing. For a number of indi- '
vidual developing countriea, such payments for foreign technology are large

enough to be significant in their national balance-of-payments; for the

*For example, the payment flows do not necessarily reject current flows
of technology per se since the latter may have been completed at an earlier
time.
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heaviest'importérs, they apﬁéér to amount'from_3 to 114§éféent'bf$earﬁinés
on all exports.v

Most of the total internéfidﬁgl paymenté;bf.fb§;itieé and fees
are intra-company, i;e., ffbﬁ'éffiliates to the parént firms of mﬁltinatioﬁal
corporations. This proporfion is‘iafgely the result of the dominancé dfwghe '
United States in the total trade. While more than three-quarters ofAEhe |
receipts for the United States are from éffiliate firms, that proportion
appeérs to be only one~third or lesé for other industrialized countfies.;'In
consequence, these statistics for royalties and fees might seem to provide
a useful approximation to the total international flows of technology
through the various non-equity and equity arrangements involved in the lést
two 'channels" in the list given above. However, the usefulness in that
sense is questionable because of the uncertainties in coverage for the
"royalties and fees" statistics mentioned earlier, and the fact that not all
multinationals require formal payments for technology, or identify them as
such in the total returns that they derive from their affiliates. The lat-
ter is more likely to occur when the affiliate is wholly owned. Moreerr;
the statistics lack details on the structure of the flows -- such as
countries of origin and destination, and the types of technology involved.
-- that are sufficiently comprehensive across the countries to assess their

implications, especially for developing countries.

Foreign Direct Investment

Because of the predominance shown above of multinational
corporations and intra-firm transactions in the international commercial

flows of technology, the more comprehensive statistics* available on the

*Although more comprehensive, these data are also not without problems
-~ such as time lags and country variations in definition. Furthermore,
foreign direct investment as an indicator of multinational corporation ac-
tivity necessarily ignores the increacing proportion of such activities during
the 1970's that seems to be taking non-equity forms, especially in the

developing countries,
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structure and industry emphasis of the foreign dirgct investment activities

of such firms caﬁ provide useful information onitechnolqubﬁeyOnd’that
available from "royalties and fees" statistics. Not only are some insights
into the technology flows associated with multinationals possible, but, by

the same token, into the bulk of all the commerciai flows of technology.

The validity of this indirect approach is enhanced when 'technology" is de-
fined in the broader sense generally used by such corporations, as was.describéd
in the Introduction. The approach has the advantage of permi;ting the st#tis-
tical association of technology exports to developing countries with corres-
ponding increases in those countries' industrial and world trade act;vities.
The latter occur because of such changes in the developing countries as sub-
stituting domestic production for manufactured goods previously imported,
generating competitive exports, and expanding domestic markets for capitai

goods and other specialized products from industrialized countries.

From the early 1960's to the second half of the 1970's, multinational
corporations have increased considerably with respect to the numbers of
firms, the range and scale of industries, the numbers of home coun=-
tries in which they are based and of host countries in which their affili-~
ates operate. Nevertheless, over this entire period, the bulk of their
operations has remained concentrated in the industrialized countries, and
the proportion in developing countries has actually declined. Table 4 il-
lustrates some of these changes from 1967 to 1976 in terms of the amount
and distribution of the stock of private foreign direct investment (i.e.,
the flows of equity and loan capital from parent corporations to their
foreign affiliates) by home and host country. The total stock increased

almost threefold in size over the period -- from $105 billion to $287
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billion. The total annual investment flows* grew from some $13 bi11ion

per year in the mid-1960's to the vicinity of $30 billion per year in the
mid—l970's.~ The principal country of origin remained the United States, but
the U, S. share in the total stock declined over the period from 54 percent

to 47 percent, The share of the next ranking home country, the United'King-
dom, also declined, while those of Germany and Japan increased, overtaking"
France, Switzerland, and Canada,“to reach third and fourth place respectively.
These four ranking countries are the origin of more than 75 percent of the
foreign direct investment stock.

Over the period, industrialized economies remained the principal host
countries for this investment, with their share of‘the'total close to three~-
quarters in 1975. The United States is not only the principal home coontry
for multinational corporations, it is second only to Canada in the ranks of
the host countries. The United Kingdom and Germany are the next ranking.

The developing countries' share of the total stock actually declined over

the period, to some 26 percent, because of a lowered rate in the increase of
annual direct investment compared with that in industrialized host coontries.
That the overall decline in developing country share was not due sinply to the
investment changes in the OPEC countries associated with the l973-74 crisis

is shown by the fact that such a lowered rate occurred as well‘for the total
of the non-OPEC countries. |

pespite the decrease in developing country share, the stOck of foreign
direct investment in such countries approximately doubled, from close to $32 bil-
1lion in 1967 to more than $67 billion in 1975. Over half of that is United
States in origin, but several other countries, especially Germany and Japan,are

increasing their shares rapidly. The majority of this stock is concentrated

*In terms of net annual increments in total stock,
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in only a few developing countries. Almost a quarter of it is inﬂthe‘oil-
producing countries, and another 40 percent is in only ten countries. In
descending order of importance in 1975, these were: Brazil, Mexico, India,
Malaysia, Argentina, Singapore, Peru, Hong Kong, Philippines, and Trinidad.
The nature of these particular countries reflects foreign invest-.

ment interest in them as sources: of natural resources for world marketé,
large markets, or '"export platforms" for certain classes of
manufacture.

How is the foreign direct investment of the United States in developiﬁg‘
countries distributed across the principal economic sectors -- extractive,
manufacturing, and service industries? Table 5 shows the distribution of
total United States stock in all countries, compared with that in developing
countries,in 1973 and 1976, i.e., before and after the oil crisis. It is
apparent that the investments in developing countries are more skewed to-
wards service industries and away from manufacturing compared with those in
the industrialized countries. It is noteworthy that, while by 1976 both
the manufacturing and service sectors in developing countries increased
their shares of the total foreign investment in these sectors, it was the
service sector that increased the more rapidly. Manufacturing sector in-
vestments in developing host countries grew only from 34 percent of all
foreign direct investments in developing countries to 39.1 percent, wheréﬁs
sexrvices grew from 29.5 percent to 43.0 percent. These distributions of
investment activity across the major economic sectors also provide a useful
indication of the corresponding emphases in the character of the technology

flows going to the developing countries from the multirational corporations
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in the home countries.

The manufacturing-éeétof'is‘the area of industry where the growth of
éombétitive production éapabilities in developing countries would be expect-
ed to have the greatest botential for effect on international trade patterns
and on specific industrial activities and jobs in the advanced market ecoﬁ-
omies. Have the distribution of investments and implied technology flowé
to developing countries from multinational corporations based in the United
States contributed disproportionately to the manufacturing sector compared
with investments by other industrialized countries? Table 6 shows that this
does not appear to have been the case, The share of United States invest-
ment in manufacturing in developing countries is close to its roughly haif-
share of all foreign direct investment. Likewise are its shares in ﬁrans-
port equipment and in machinery. It does have higher concentrations in food
products and chemicals, which are offset by a lower share in primary metal
production than the other countries.

Unfortunately, extensive data are sparse on the share of foreign direct
investment enterprises in total manufacturing in developing coﬁntries, al-
though indications suggest they are important. For example, in the two .
countries with largest foreign investment -- Brazil and Mexico -- the shares
of "foreign owned" enterprises in manufacturing sales appear to be CIOSé:tQ' 
50 percent and 25 percent respectively. However, the criteria for defiﬁiﬁg
"foreign owned" are not always consistent in these and other developing
countries. Blond (1978) has estimated that the share of multinational
affiliates in manufacturing activities in Latin America is as high as 47

percent.
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Impact on Development

The evidence discussed above ip@icbtes}théﬁsiénifiééht fdlé'fﬁét'muitihg-‘
tional corporations play in the economié§ %f;tﬁé dével&pihg couﬁtfieé.
Surprisingly, there appears to be no real agreemént from theoretical eco-
nomic analyses and empirical studies as to whether or how much the impact
of foreign direct investment* on development in these countries has
been positive overall. The effects on increasing direct income, jobs gﬁd
government tax revenues are us;ally seen as positive, However, the évi&éﬁée :
is equivocal on the question of whether in the overall balance of payments, éubQ
stitution of domestic production for imports and the expansion‘of goods
exports are not more than offset by repatriation of earnings and increased
requirements for imports of capital gopds and specialized equipment. |

In contrast to the lack of real agreement on the hetfimpaét'of foreign
direct investment on development, the significant role of multinatioﬂ;l
corporations in increasing exports of manufactures from developing countries
appears uncontroversial. Blond (1978) estimates the 1972 share of mulfi—
national's sgbsidiaries in all such exports from all developing countries
as 37 percent. The shares for particular industries and regions can be
considerably higher -- for example, 86 percent for transport equipment in -
Latin America, where foreign investment has been especially intense. How-
ever, much of the increased export trade has been intra-developing‘cbuntff;
Furthermore, the main thrust of exports to the industrialized countriésihési
come from a handful of developing countries’ —- ang Kong, South Koreé, fai-

wan, Singapore, Brazil aﬁd Mexico ~-- where there is by no means a one-to-one

*As distinguished from the technology that might have flowed from
multinationals via non-equity channels. as occurred for example in Japan.



correspondence between exports and the activities of affiliates\of multina-d‘

tionals; It is- appropriate to note that while the developing coumtry share A
in overall trade has been growing, it is still only some lO percent of all g
manufactures imported into the industrialized countries. Up to the. present‘
such trade has caused serious adjustment problems for,onlywa'few sectors --
especilally textiles, clothing, consumer electronics ~— where competitive ’
technology and lower labor costs give a strong comparative‘edvantagerthat
raises the level of imports well above average.’

At the same time, the advance of a number of developing country econo-
mies has provided important increased markets there for exports frou the \
industrialized countries. For example, in the case of the.United States,
shipments of merchandise to developing nations in 1977 already amounted.to
36 percent of total United States exports. More than 25 percent of U.S.
manufactures went to the non-OPEC developing countries alone. ‘Thus,'de-
veloping country markets are already more significant in United States -
export trade than in all of Western Europe combined. Clearly to sustain
and expand further such new markets depends not only on continued develop-
ment in these countries, but on their ability to generate foreign earnings
by exports to pay for their imports from the advanced countries. The prob-
lems in this convergence of mutual self-interest lie mainly in the weakness
of the existing mechanisms for continued economic development in the West-
ern‘countries to adjust their industrbetructureszand‘job opportunities.

~Attention was drawn earlier to the shortcomings of the data on multi-
-national corporations, on which the. discussion in this section, because of

the lack of alternatives, has had to be based Nevertheless, a number of -
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key features of their involvement in technology flows to developing‘countries
now appears reasonably well defined in the context of their worldwide activ-
ities. We can turnnex* to the questions of the changing efforts by hosfv
developing countries to ensure that greater benefits for their development

objectives accrue from the activities of multinational corporations, and

of the implications of such efforts for the future.
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IV. The Changing Scene and the Futuré

The point was made earlier that the basic issues of enhancement of
self-reliance and the management of interdependence pressed by developing
countries over the past decade have paraliels in the issues seen as cen-
tral by the Westerm European countries aﬁd Japan during their postwar re-
covery and growth, In the latter countries, their role as hosts to the :
foreign direct investment activities of multinational corporations raiseajl
concerns about foreign domination of significant national
firms, of further growth in dependence on foreign technologies, and of fhe :
inadequacies in the national governments' control over the strategies of
national economic development.

The "foreign" threat of that period was, of course, American. In tﬁe:;
current situation, the foreign threat perceived by the developing'countrie;
embraces not only the industrialized market economies that make up -the |
Organization for Economic Cooperation and Development, but also the inQus;
trialized countries of the centrally planned economies. Most Western Euro-
pean countries and Japan succeeded in coming to terms with the role of
multinationals in their technological development., Are there lessons from
their experiences that could be useful to the situation perceived today by .
the developing third world countries? Like that earlier period, the‘mu1tie;
national role iékbging vigwed by ghése countries not simply in the ébﬁtekt “

of the tééhnicaltqdegtidﬁ“pfuthe'ﬁo§t7éffi¢;ent way -of a;lngging;réééﬁfces;;'
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Rather it is perceived in the political context of the extent to which the
countries see themselves in control of their own destiny.

What Were the European and Japanese Strategies?

In the European case, the response was partly to place some restric-
tions,nationally and through the European Communitiesyon the entrance or
expansion of the U.S.-based multinationals in certain sectors judged to be
critical to the future of their industrial economies. However, the main
strategy was not to cut off the direct investment activities of the Ameri-
can firms. Rather, it was to seek to maximize the benefits from their partici.
pation while reducing dependence through better use of the considerable
European resources of scientific and technological skills to improve domes-
tic industries. Speéffic tactics included the encouragement of industrial
research and development, tax subsidies for investments that used major
industrial innovations, preference to national firms in government purchases,
and, especially, encouragement of mergers to form larger companies capable
of better competing with the American-based multinationals. Thus, the
centerpiece was the development of national, cr pan-European, "champions"
to improve their capability of dealing on equal terms with the United States
in the Atlantic "partnership.”

The Japanese strategy was initially quite different. Lacking the in-
dustrial base, scilentific experience and strengths in techaological innova-
tion of the Western European countries, Japan chose in -the
immediate postwar period to obtain the modern technology needed from abroad
go meet its national goals for economic development largely through licens-
ing and other technology agreements. By strict controls on foréign‘difect

‘ investment, it deliberately avoided the potential fbr_dominance of the
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domestic economy by the U S, -basedrmultiﬁetionals seeking eetrenee.

‘e It is now widely agreed that no single factor can explain the remarkably
ﬁsuccessful growth and trarsformation of the Japanese economy., Within the
span of a decade or so, it changed from a country on the margin between the
developing and the industrialized world to being probably the leading chal- .
lenger of United States' economic and competitive strength. In just,25 years,
it moved from the extensive destruction in World War II of its existing in-
dustrial fabric to being the third largest industrial power. In one five-
year period alone (1965-70), it doubled its industrial capital stockg‘some-
thing which no other country has achieved before. Its pattern of trade
shifted from the prewar interest in labor intensive textiles, ceramics, toys and
"Christmas tree ornaments' to being one of the world's leading producers |
and competitive exporters of steel, ships, optical equipment, consumer elec~
tronics; and business machines. A variety of factors were at work in deter-
mining this success over thevperiod up to the early 1970's, Some of these
were internal and some external, some were planned and some were fortuitous;
but all were integrated through a remarkebl; perceptive public policy process
that could, and did most of the time, harness these factors to the national
purpose. The domestic factors included capital formation and investment,
private entrepreneurship, technical progress and education. Here is not the
place to review the full variety, but the organization and adoption of -
modern imported technology was also one of the key factors. |

In the period to 1960, extensive government ccatrols direceed technol-
ogy imports (usually of vintage technology) to the jmmediate goal of making

Japan more self-sufficient in basic industrial chemicals and metals. The



93

process technologies sought were large scale and capital iﬁtensive, and
given few foreign sources, the royalty rates were largely set by the sellers.
In the early 1960's, more currént technologies were imported for consumer
goods and to enhance the potential for exports. Nevertheless, technology
prices declined. Competition among sellers increased as sellers saw a po-
tential for substantial royalty incomes, and Japanese firms deliberately
sought to widen the range of alternative sources for technology -~ as from
Europe and the smaller American firms. In the lattér half of the 1960's

and the early 1970's, the consumer export emphasis continued, but with in-
creasing emphasis also on improvements of technology previously imported,
and also on "duplicate imports." The latter appears to have been an impor-
tant contributing factor to the efficiency of the Japanese industrial econ-
omy. They occurred in part because of restrictive terms on sublicensing in
the initial agreements, but also because of the competition among domestic
firms that favored getting the technology from abroad.

Only in the latter stages of this sequence of shifts in imported tech-
nologies (from basic industrial goods to consumer goods, from basic technology
to improved technology, and from new to duplicate technology) did Japanese
firms and the government shift from their initial position of avoiding foreign
direct investment. Only as part of the bargaining necessary to gain access to
some of the most advanced technology -- for example, in computers -- and then
only when the country's economic development and internal technological
capabilities were well advanced -- did this earlier policy'Bgcbme relaxed,

Lessons for Developing Countries?

The above out%iies some of the main features of the European.qu:JapF‘
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anese efforts to apply technology to achieve national economic growth. It

is clear that neither the European or Japanese strategies are feasible per

se for the present'circumstances of most developing countries.. However, the
experiences do suggest some congtructive directions which such conntries

might explore in seeking mutually satisfactory arrangements for the involve-
ment of multinational corporations in their technological development. In
particular, the experiences emphasize the fundamental requirement of the exis-
tence of adequate numbers of nationals sufficiently skilled and experienced in
modern technology in its broadest sense; Without priority to creating such a
domestic manpower capability, a country's ability to select, adapt, and organ-
ize imported technology to its development purposes or to deal with the issues
arising from its role as host to foreign multinational corporations is severely
constrained. Furthermore, in the early stages of industrial development, as the

Japanese experience clearly shows, the most fruitful focus of limited technical

manpower is on harnessing, adopting, and improving existing technologies to the

national circumstances and purposes. Research and development efforts to-
wards unique innovation, however seemingly attractive in terms of profession-
al prestige or political appeal, are much less likely to provide the main
driving force towards an efficient modern economy that is in keeping with
the patterns of economic and social objectives sought by most developing
countries.
The Outlook

Many developing countries have introduced m~asurcs over the past decade
intended to increase their control over aspects cof the activities of multi-

national corporations. There have alsoc been strong pressures through the
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international agencies for agreement on an international code of conduct

for the transfer of technology, and efforts to revisg the existing Inter-
national Convention for the Protection of Industrial Property (commonly known
as the Paris Convention on patents).

Despite this evidence of national and international efforts by develop-
ing countries to increase control over the multinationals so as to minimize
perceived disbenefits, there are also signs that working experience has given
some countries a better insight into a potentially more constructive use of
the intrinsic driving forces and conastraints that condition the strategies
and business decisions of the corporations with respect to technology flowg
and foreign investment. At the very least, some developing countries ﬁo
longer automatically stereotype any multinational corporation activities in
their economies in the same terms as only a few years ago.* There is like-
wise greater awareness that movement towards the increase in self-reliance and
control of interdependence sought in the context of a new international
economic order will require more inflows of capital and technological "know-how"
in the future, not less. In this respect, multinational corporations are in-
creasingly perceived as a key potential source of such inflows for certain
major areas important to development.

On the part of the many multinational corporations themselves, more now
see value in increased flexibility in their initial negotiations on specific
projects in individual developing countries, and in willingness to considef
renegotiation should circumstances change. This approach contrasts to the

earlier insistence on pressing the concept of freedom of activity as essential

*The creation of domestically based multinationals in some of the most ad-
vanced developing countries has not been unimportant in bringing about such
modifications in point of view.
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to business effectiveness, againgtvdeveloping country cbﬂféﬁtiéna thé;ﬁ;
specific controls on eqnity'or non;eqdiﬁy agreements must beaéé;~fdaehéure in-
creased benefits to them as host countries. Indeed, the fact that such
ideological differences are not the main cause of friction has been shown by
the successful growth of durable and mutually rewarding technology agreements

between multinational corporations and several of the centrally planned economies

among the COMECON countries, and the possibility of analogous ones with the
People's Republic of China. |
Despite these indications of some modest improvements in the mutuél
perceptions of multinational corporations‘and developing countries, the
fundamental differences remaining suggest that future relationships will,
at best, be ones of manageable tension. These differences will lie in per-
ceptions as to the appropriate cost and effectiveness of items in tech-
nology trade, or in how well or badly specific foreign direct investments
affect the host country's development, or in conflicts between country ef-
forts to maximize social benefits from the investment versus the intrinsic
constraints to which the multinational is subject by its nature as a busi-
ness enterprise. They will also arise from the existence of limits, whether
from willingness or the constraints qf business criteria, to the flexibility
of multinational corporations to adjust to seemingly arbitrary alterations
in country requirements after investment is in place. In fact, some sdch
alterations in policy are inescapable as developing country governments
become forced,by changing circumstances or earlier misjudgments, to alter
&évelopment priorities (as exemplified by current changes in China). Others

will arise from the very success of economic growth itself with concomitant
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changes occurring in the country's bargaining powers, or from ineﬁitable
inconsistencies in trying to match multinational activities tg mulﬁipurpose
national goals, or from a change in government, or simply from a need for

a momentary political advantage by the government in power.

The above view is not intended to be pessimistic., It simply identi-
fies some operating uncertainties that appear especially prominent in
developing countries, but are by no means absent elsewhere. It is true
that the market for international technology flows is undergoing changes
in form, structure, and participants. Nevertheless, the multinational
corporations appear likely to expand rather than shrink their role in trans-
mitting certain key types of modern industrial technologies to developing
countries through both technology agreements and direct investment activities.
It is true that new exporters of technology from market economies, and some
from the socialist countries, are inducing competition on the supply side.
However, at the same time, the demand side i1s expanding as more developing
countries seek to move into activities requiring modern technology. Con-
sequently, direct investment activities in developing countries that comprise
business opportunities for multinational corporations competitive with in-
vestment alternatives elsewhere appear likely to remain prominent. Along-
slde such activities, continuing expansion of non-equity technology agreements

and other forms of international flows of technology to developing countries

can be expected.
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* Table 1
Worid-Disﬁriourioh of Real Gross Domesric Product: 1978%
Country,Inéome : GDP per cap. Numbers of Population . Annual
Group (dollars)+ ”Countries (millions) Population Increase

‘(%)‘ (millions)

I. High o : |
1. 5,000-15,000 32 645 0.7 4.5
2. 3,200-5,000 16 480 0.95 4.5
II. Middle e . s =
1. 2,500-3,200 16, 3307 2.4 1.5
2. 1,375-2,500 29 © 23 2.5 5.0
III. Low _ - I ‘ Lt
1. 275-1,375 © 31 L19% 7 197 ¢ 21,0
2, 500-875 23 r,0is¢ 2;2.n7""éifov E
3. 275-500 20 260 257 6.0

*Adapted from data in G. Fitzgerald, Unequal Partners, United Nations, New

York.

+Based on purchasing power parity currency conversions derived from Kravis
et al. "Real GDP Per Capita for More than 100 Countries," Economic Journal,
June 1978; extended by Fitzgerald.




-Country Income

Table 2

World Regional Distributioz of Country Income Groups*

North Middle Latin - Africa &
Group America  Europe East America Caribbean Oceania Asia. Indian -Ocean
1. 2 14 8 2 4 2
2. 10 2 2 1 1
II. . Middl
- 1. 4 2 6 2 1 1
2. 2 2 7 8 2 3 5
IIT. ‘Low s
v 1. 5 2 4 5w A3
2. 1 9 13
3. 7.

*Adapted from data in G. Fiézgerald; Unequal Partners; United}Nations, New Ygrk; ‘
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Paymentsg* and,Rééeip;s for Teéhﬁﬁibgy;»Indué:riaiized Countries

1961-1971 (billions of dollars)

Country 1961 1967 1971 1975

United States ‘
Payments 0.008 0.171 0.218 0.480
Receipts 0.711 1.567 - 2.465 4.302

United Kingdom
Payments n.a, 0.165 0.265 0.530
Receipts n.a. 0.176 0.283 0.612

West Germany

Payments n.a. 0.192 0.405 0.834 .
Receipts n.a. 0.090 0,149 0.324 -
Japan T
Payments 0.112 0.239 0.488 . 0.712
Receipts 0.003 0.027 0.060 ‘05161 -

*Imports of technology -- sum of payments by indicated country
companies to foreign companies for patents, licenses, know-how, and
associated expenses ~-- in the balance-of-payments statistics. Data
from Annual Report of the Import of Foreign Technology, Japanese
Science and Technology Agency, 1972 and Commission on Transnational
Corporations, United Nations, 1978,
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Table 4
Stdck;of Foreign Direct Investment of Developedfnéﬁket Ebd;bmies*

A. Total and Share of Stock by Home Country

Biiifdns of Dollars (year's end)  Percent Distribution

1967 1975 1976 . 1967 1975 1976
United States 56,6 124.2 .137.2. . 53.8 47.8 _47;6 .
United Kingdom 17.5  30.8 52.1 - 16,6 11,9 "ii;é
West Germany 3.0 16.0 19.9 2.8 6.2 ¢ ’5,9»
Japan s 159 19.4 L4 61 6.7
Others . 26,7 72,0 78.6 25.4 28,0  27.6

*Total . 105.3 258.9 287.2 100.0 100.0  100.0

B. Percentage Distribution of Stock by Host Country

1967 1975
Developed Market Economies 69 74
0f Which: :
Canada 18 ‘ 15
United States 9 | 11
United Kingdom 8 9
Germany 3 6
Other 30 33
Developing Countries 31 26
Of Which: 4 :
OPEC countries et 9 - ) a6f‘
Others - i22 j 4' 20
Total : ' | _ .163 ; 4 IEE‘

*Derived from data in Transnational Corporations in World Deveibg-

ment: A Re-examination, United Nations, New York, 1978,
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Table 5
Stock of United States Private Foreign Direct
Investment by Major Industrial Sectors.,

Total and In Developing Countries in 1973 and 1976.%*

A, Total
1973 1976
Sector $ Billion Distribution $ Billion Distribution
Extractive 31.0 30.6% 36.8 26,82
Manufacturing 44,4 43.8 61.1 44,5
Services . 25.9 25.6 39.4 .28.7

Total 101.3 100.0% 137.2 100.0%

B. In Developing Countries Only

1973 ) 1976
Share of Share of
Total Stock Total Stock
Sector in Sector Distribution in Sector Distribution

Extractive 26.9% 36.4% 14,1% 17.9%
Manufacturing 17.6 3.1 18.6 39.1
Services 26.0 29.5 31.7 43.0_?

Total ' 22.6% 100.0% 21.2% 100.0%

*Based on data in Transnational Corporations in World Development:
A Re-examination, Commission on Transnational Corporations, United Nations, -
New York, 1978.
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Table 6
Distribution of Foreign Direct Investment Stock in Manufacturing

in Developing Countries in 1972, by Manufacturing Branch*

Total United States U.S. Share of

Branch Branch Total
($ Billions) ($ Billions) %)
Food products 1.0 0.71 71
Chemicals 2,50 1.60 64
Primary metals 1.08 0.36 33
Machinery 3.85 2,05 53
Transport equipment 4,24 2.15 R 51
Others 2.5 0.96 38
Total Manufacturing ;.;—2— tl_.-B-; -5‘?:'

*Derived from data in Transnational Corporations in World Development :
A Re-examination, United Nations, New York, 1978.
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The assigned topics to be addressed in this paper are (1) the
degree of job destruction when U.S. multinational corporations' (MNCs')
investments in the less developed countries (LDCs) displace U.S. éxporté
or result in imports; (2) the job creation when the MNCs' LDC invest-i
ments induce U.S. exports of capital goods, component parts, manageriéi,
technical and professional services, etc.; and (3) the effects of these
investments on domestic income, income distribution and industrial
structure. These topics are each to be reviewed with due consideration
of organized lébor's concerns and interests, and with a special focus
on critical changes which the next decade is likely to produce.

This is an ambitious assignment for a paper limited to twenty or
so pages. But, there are certain commodities related t¢ the employment
and income issues which allow for reasonable expedience in dealing
with them. These will be discussed first. Subsequently, the distinc-
tive, conceptual foundation underlying organized labor's response to the
MNC will be characterized, and the future environment substantially
influencing key investment and technology decisions by the multinational
enterprise will be discussed. Following this, an attempt will be made
to identify critical incidents in which enterprise, labor and social
interests need to be merged.

As a preliminary note, however, some perspective on the economic

magnitude and character of U.S. direct foreign investment in the LDCs

appears useful,
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U.S. Multinationals' Inyestments in the LDCs

U.S. direct investment in LDCs was approximately $29 billion at
the end of 1976, and $11.4 billion (nearly 40 percent of the total)
was invested in manufacturing. This latter figure represents about 8.3
percent of all U.,S. MNC foreign investment in manufacturing worldwide.l
The Multinational Enterprise Project at the Harvard Business School
reports approximately 41 percent. of the subsidiaries of its famed 187
multinational enterprises2 which were established prior to 1975 were |
located in developing countries.3 Comparisons of the aﬁove data,»where
8.3 percent of total dollar investment provides for 41 percent of total
subsidiaries, indicates U.S. MNCs' operations in the LDCs are about one~
fifth the world average in terms of plant (investment) size.

They appear to be quite sales intensive, howeyer. To 111ustrate,

1975 sales by size of LDC subsidiary, as reported by the Harvard project,

are:

Sales Volume Percent of Worldwide Subsidiaries
Reported by Subsidiary Located in LDCs

under $1 million 48

$1-9510 million 47

810 - § 25 million 38

$25 - $100 million 34

over $100 million 29

These data show that subsidiaries in LDCe are evidenced more in
the lower sales categories of all such subsidiaries, and that on average
(for the five sales increments) they are positioned at the 39 percent
level. With estimates of about one-fifth of total investment (in 1976)

and nearly two fifths of total sales (in 1975), subsidiaries in LDCs
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appear to be nearly twice as sales intensive per dollar inyested
as the average.

One final set of data appears especially interesting at tﬂis point,
The Harvard project reports a distinctive bi-modal pattern in the
distribution of manufacturing subsidiaries in LDCs by level of exports
and intra—systems sales. Regarding exports, 51 percent of the sub-
sidiaries exporting O to 9 percent of sales are in LDCs, 30 percent
exporting 10 to 50 percent of sales are in LDCs, and 36 percent exporting
51 to 100 percent are in LDCs. For intra-system sales, 48 percent of
those involved with such sales totalling between 0 to 9 percent ofrall
sales are in LDCs, 28 percent with such sales from 10 to 50 percent of
all sales are in LDCs, and 47 percent from 51 to 100 percent of all
sales are in LDCs.6

Apparently, manufacturing subsidiaries in LDCs export (within
or outside of their "MNC systems") either very little or very much.
This in turn implies U.S. enterprises design foreign plant location
strategies to serve local markets almost exclusively, or export markets
(from the foreign production base) almost exclusively. The latter
situation, which likely relates to U.S. direct foreign investments in
offshoremanufacturing industries in LDCs where subsidiary sales
include substantial amounts of purchased (i.e., imported by the suhb-
sidiary) components, may help explain the aforementioned high "sales
intensity" of LDC subsidiaries in general.,

This bimodal pattern, implying differences in foreign investment
strategies, in competitive responses to competitive pressures, and in

the alternatives likely available to the firm, also implies studies
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on the domestic economic effects. of MNCs' inyestments in LDCs ghould
disaggregate conceptually and empirically between foreign Inyestments
to serve local markets and those to serve other markets within the

"MNC system."

Research on Employment Effects

Studies on the employment effects of U.S. direct foreign inyestment
(including that in LDCs) offer a range of conclusions.depending on

assumptions and orientations.

Some researchers, such as Dewald, imply that the MNC-job issue is

really a "non-issue." Using aggregated data for the U.S. economy as a

whole, Dewald reports7

...a strong positive association between imports,
employment and income and a lack of association
between the employment rate and imports, contrary
to the neo-mercantilist hypothesis that exports
gain jobs and imports cost jobs. )

Magee acknowledges the job issue exists but contends workers who
lose jobs from MNCs are no different from those losing jobs. from non-
MNCs and deserve no special trcatment. Morever, he notes

...the magnitudes involved must be kept in perspective.
The most favorable estimates of the job effects

of MNCs (+600,000) is only 0.7 percent of the U.S. labor
force (86.0 million) and 12 percent of those unemployed

(4.99 million) in 1971; the most unfavorable estimate
doubles these numbers.

Hawkins acknowledges the job issue conceptually, but then proceeds to
demonstrate (and with very careful assumptions) that the positive and
Negative job effects of MNCs total zero, or are a "washout-"9 Similarly,

Bergsten, Horst and Moran conclude



115

.. .one should look at factors like macroeconomic policy
rather than foreign investment to explain the high rates
of domestic unemployment experienced in the 1970s.

Aside from those who consider the MNC job question as a "ncn-issues'
some feel it is nearly an "impossible igsue." Mitchell concludes, for
instance, considerable caution must be exercised in interpreting "job
counting" studies "...applied to multinationals since multinational
trade and trade conducted through other institutional arrangements can
be substitutes for each other."11 N
Other studies, however, did reéﬁlt in numerical estimates on
MNC-job effectsand offered other valuable insights into the problem.
These ranged from Ruttenberg Associates' estimate of half-million net
job losses between 1966 and 1969,12 to the Tariff Commission's alterna-
tive scenarios that employment effects ranged from a negative 1.3
million. to a positive 0.5 million jobs depending on one's assumptions,1
Stobaugh's conclusions that 600,000 U.S. jobs resulted f:om Uu.S.
foreign direct investment in manufacturing and that jobs thus creatéd
were at higher skill and income levels than those lost:,14 and Frank
and Freeman's estimates that foreign direct investment‘by,U.S. MNCs
resulted in 150,000 job opportunities lost in 1970, and that workers
who lost their jobs because of such investment coﬁldlbe ekpgcted to
find new jobs within a few mont:hs.15
To this author's knowledge, no studies have been reported which.
specifically relate U.S. direct investment in LDCs and U.S. employmeﬁt

effects. Depending on one's perspective, however, on the assumptions

and methodologies of the aforementioned studies, inferences on the
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'MNC/LDC situation may certainly be‘made. Aiso,’Grinols and Thorbecke
have researched U.S. job losses and LDC imports inﬁo the ﬁ.S. Their
conclusion was that‘126, 000 jobs were ldst dufiﬁg‘196341975;;6
Countering this, however, Jager notes that 83,000 Mexicans were fi
working in U.S.-Mexico border plants by mid-1974 alone--an eStimate“'
which makes the Grinols and Thorbecke estimate questionable.l7'

There appears to be considerable evidence on both sides of the '
jobs lost/jobs gained issue, with the balance in any one case refleétingx
substantial assumptions. There does seem to be agreement, however, that
some jobs are created and others destroyed as MNCs invest abroad,
including in LDCs. This acknowledges that there exists, as a minimum,
an adjustment problem for U.S. workers. A healthy, expanding economy
is the best "adjustment assistance" known. Apparently, the '"non-issue"
researchers leave the job question at this point--with implicit
assumptions denying the appropriateness of social issues attendant to
the social costs of adjustment. But even new job opportunities do not
deny “the often painful burden borne by U.S. workers as they seek (and
find) new employment. The (alleged) benefits to society of decreased
product prices and subsequent favorable income effects resulting
from MNC investment in and trade with LDCs must be measured against
the cost to (a smaller portion of) society as workers surrender job
security and (possibly) fringe benefits and endure periods of reduced
income, noh—productive activity and possible retraining and relocation.
Thig is a broad, political question'whiCh-canﬁotfbe answered by

economic considerations alone.
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Researclh on Income Effectsg

Studies on MNCs' domestic income effects are cohcerned with
questions such as income growth and income discfibution. In its 1973 -
report to the U.S. Senate Committee on Finance, the U.S. Tariff
Commission compared the economic performance of U.S. "high multinationald'
(firms that were leading investors in manufacturing) to the performance
of other U.S. manufacturers. The "high multinationals" were found to
account for 88 percent of total research and development (R + D)
expenditures in U.S. industry (1970) and 35 percent of total employment
(1969), whila the other firms accounted for 12 percent of R‘+ D and
65 percent of employment. The multinationals had a value of shipment
per worker 14 percent higher than other firms, and increased employment
during 1961-1969 at an 88 percent higher annual rate.18

Countering this rather favorable view of the income growth effects
of the U.S. (manufacturing) MNCs, Bergsten, Horst and Moran report that while
the foreign share of total earnings in manufacturing by U.S. corporations
increased nearly fourfold from 4.6 percent to 17.4 percent from
1966 to 1974, total earnings (i.e. both ;he domestic and foreign
components) actually declined during thisxperiod.19 Declining -
profitability implies declining growth. Thié raises the question
whether growth abroad erodes growth at home. Jager examined this
question in 1975 and observed U.S. multinationals, which are dominant
employers in the United States, were partly responsible for the decline

in manufacturing employment between 1969 and 1973 of 1.7 percent.20
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Sharman, in a more recent obseryation, provides a rationale for Jager's
conclusion. The American labor movement, he notes, benefits from the
ability of U.S. technical innovatorus (the MNds)‘to secure a competitive
advantage and the extra profits (and eventually higher wages) that
result. Since U.S, firms have become multinational in terms of pro-
duction potential, they may license foreign subsidigries to produce
technically advanced products in LDCs for export to the U.S. market,
and thus shorten the time period (or eliminate it all together) during
which U.S. labor benefits. He concludes this practice results in Iabér
unemployment and undermines the U.S. industrial base -~ the effects
of which are hardly conducive to domestic economic growth.21

Clearly, the data and other information on the income growth effects
of U.S. MNCs are inconclusive at best. The subject is perhaps‘best

left with the admonition by Bergsten, Horst and Moran that,‘regarding

MNCs' growth and job-creation effects at both home and abroad:22

If account is taken of the greater technical
sophistication of the multinationals compared
to the nonmultinationals, the multinationals
performance might appear worse than that of
the nonmultinationals,

Domestic income distribution effects of U.S. direct investment
abroad are of special concern to labor. Traditional economic theory
views foreign investment of capital as a substitute for internétional
trade, with the capital transfer responding to market imperfections
(i.e., the immobility of labor resulting in the inability for wage

rates to be harmonized internmationally) and seeking lower labor cost

locations. Foreign investment thus motivated definitionally results
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vin a shift in U.5. income shares away from U.S. workers. Musgrave's
1975 research supporté this perspective with the conclusion that if
the $80 billion of U.S., direct investment abroad at the end of 1966
had all been iﬁvested in the United States, labor's share of national
income would have been increased by $25 million.23 | |
An alternative view is offered by Bergsten. Horst and Moran who
use longitudinal data on the distributive shares of labor and capital
in total U.S. national income duringtghe 1946-1976 period. They con~

clude:24

The statistics lend little support to the notion
that the surge in foreign direct investment over
the last decades significantiy affected income
shares. These aggregate statistics..could be
masking important shifts at a lower level of
aggregation. The better-compensated employees
of multinational firms--managers, scientists,
and other professionals -- may have galned as
ordinary laborers lost.

The case studies by de 1la Torre, Stobaugh and Telesio, which
conclude MNC's investment ultimately ereatesexpanded job opportunities
for more highly skilled workers at the parent, further support the
view expressed above on the income distribution effects within labor
as a general class —- i.e., away from laborers towards more highly
skilled employees.25 Thus, MNCs shift income not so much between
labor and capital, but within labor according to the level of human
capital.,

As before, these statistics and studies provide mixed results.

Perhaps one explanation is that the traditional theory leaves

significant gaps in explaining the income distribution effects of MNCs., -
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Maybe trade and 1nve§§mént are not ‘ubiquitously "either/or"
propositions. The:p:oaugt;life-cycle theoryof foreign trade and
investment explains U.S."foreign direct inventment in other advanced
industrial societies as a defensive response to competitive pressures
generated early in the cycle. The alternative is lost exports regard-
less of the U.S. MNC's response. In this model, direét investment

is not a substitute for international trade, but is a‘mandated Vehicle
for maintaining & foreign market presence. As products mature in ;heir i
life-cycle, comparative costs of production and distribution become
more decisive in the production location decision -- a situation

more consistent with the aforementioned traditional theory. Thus
studies which focus on "U.S. direct foreign investment" are immediately
too aggregated. Defensive investment and "market imperfection" invest-
ment are differently motivated and result in different situations
regarding location, subsidiary exports and imports, etc. As the earlier
Harvard dataindicate, the bimodal character of U.S. MNCs' investments
in LDCs regarding exports and intra-system transfers suggests the
different types of investment are significantly in evidence and

should be researched separately.

Resedarch on Industrial Structure

Numerous studies attest to the R + D intensiveness of MNCs and
their presence in oligopolistic markets. Multinationals believe in
product innovation and/or market control via large-scale distribution
or advertising as the necessary ingredients in the competitive

‘environment. ;f market power is measured by abilities to secure
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higher-than-average returns on investment, then multinationals,
especially those in manufacturing, are definitionally administering
higher prices in product markets than are non-MNCs. Coupling these
observations with the empirical evidence gathered by Polk, Meister
and Viet26 that direct foreign investment is "organic" (i.e., has diverse
and favorable intra-firm system effects), it is not suprising then to
see a conclusion such as that presented by Bergsten, Horst and Moran
that27
_..foreign investment by U.S. manufacturers
has significantly increased their isolation
. from effective competition in the United States.

Acknowledging, however, that product price~reducing competitive
effects are not necessarily characteristic of the MNCs does not answer
the question as to the suitability or social desirability of such
effects. This is a broader, and perhaps more important issue.
Economic growth requires innovations in both products and processes.
Our society values these innovations and reyards the innovators via
patents which grant in law a monopoly status for a fixed period of
time. Innovations invariably lead to imitation and the presence of
competition. The growth process thus requires innovation and imitation,
or concentration and competition. Concentration then, for an advanced
industrial society, becomes a pre-requisite for competition, if growth
is desired. This leads back to the question of the U.S. domestic

income growth effects of U.S. MNCs -- a question already examined

with mixed conclusions.
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To this observer, the most interesting feature of .the continuing
and controversial dialogue between organized labor and the advocates
of the multinationals, and many of the economists who research the
MNCs, has been that a complex phenomenon like U.S. direct foreign
investment can be so consistently criticized by labor in nearly'al}
of its varied effects. The above review of the research and obséfva—
tions on the jobs and incomes issues certainly support this viewpoin;.“

With the objective of better understanding the positions of the
parties on these issues, it seems important to characterize
organized labor's interests within some logical and consistent concep-
tualization explaining why labor behaves as it does. This, thén, will
provide a basis for evaluating the anticipated future environment
affecting the MNCs, and how MNCs' reactions will in>turh interact with
organized labor's concerns.

The Rationale of Labor's Response

Conflict between organized labor and the MNC reflects (1) unioms'
identification with labor, or workers, as a social movement reflecting
more than just the institutional interests of trade unions, and (2) class
interests within society implemented over the concern over who 1s to
make key decisions on, inter-alice, enterprise investment locations
and patterns. Corporate management, making decisions for the capitalist
class (the shareholders and themselves) or, in a broadened view, all
the social elements dependent on the enterprise (including workers),

is of necessity profit-oriented, and in seeking to sustain and
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enhance the viability of the enterprise, responds to economic forces
and objectives, such as competition, long-run stayilng power, profit
levels consistenf with risks, or cash inflows required to service
needed resource inputs (including labor).

Organized labor, with its social movement viewpoint, sees soclety's
interest as superceding, or hierarchically superior to thoée of the
enterprise, and therefore favors socifal controls over onerous social'
effects generated by MNCs and over the practices which cause these
effects. |

Studies which quantify jobs destroyed and jobs lost by MNCs
reacting to market forces do not reflect labor's interests. . But why .
then does labor itself look at (allegedly) market-generated statistics -
to "prove”" job lossed and thus support its position favoring more
control? Losses must be shown to existaso that the issue becomes one
of the balance question (between losses and gains) that soclety must
address within a broader decision - making context (hierarchy) “than
Just allowing the actor (i.e., the firm) causing the problem to
continue unconstrained.

Similarly, social decisions favoring adjustment assistance
are viewed by labor as leaving the major complaint unanswered -- that
is, firms should not be making key decisions on social issues and should
not be deciding on the key variables on which these decisions turn
(the classic impersonal market considerations versus human considera-
tions dichotomy). Labor is not enthused about adjustment assistance,

but accepts it as beneficial to workers' interest in the short-~term.
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It will deny adjustmenf assistance, however, if such assistance is
promoted as an ultimate or fina}'}esponée.

Exchange rate changes which restore the competitiveness of U.S.
products in U.S. and foreign marke£5‘are also viewed by labor as tran-
sitory, and not responsive to the broader issue of social control.
Exchange rate changes act to offset recent internal price variation
differentials among different national currency markets. They leave
the MNCs unaffected in their interests to respond to thg.mquet;

Because it identifies with a hierarchy of social interests and
actors superior to the MNCs, labor feels justified in pointing to
broader issues to support its contention that other interests than
MNC success in the market place need to be accommodated. Hence,
equity in taxation becomes an issue, as does tax subsidization of R + D
which does not directly benefit U.S. workers. The need for the United
States to maintain a diversified industrial base for defense and
balanced growth purposes also becomes a relevant issue, as does the
need to sustain the viability of other policy decisions on, for example,
minimum wages and occupational safety and health against the cost
disincentives these present to MNCs in maintaining U.S. production
locations.

Government, which labor identifies as‘one of the most important
vehicles through which society shares decision-making, is viewed with
disdain when it makes policies which favor or subsidize the international
ac;ivities of MNCé. This is based on two considerations: (L) govern-

ment policy should integrate market-oriented questions into broader
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areas of social concern, not subjugate social values to underwrite
success for the firms; and (2) success by MNCs in securing government
support (for example, tax exemptions) pre-empts organized labor,
representing a social movement and "people" needs, from the primary
influential role and puts the capitalist class in control of social
policy, which it then defines to support its market needs.

Workers are a socal class and also employees of a firm. The firm's
success often equates with workers' success. To the extent labor
succeeds in constraining the market power of the firm, it may cause
injury to its constituents as employees. The social class identity
of workers is seen by labor though as superior to employment identity.
Thus, studies which show public policy options -- such as tariffs,
quotas and control over technology transfers -- as detrimental to
jobs and employment growth are not accepted as decisive by organized
labor. Likewise, studies which show job losses by trade or other
MNC-related activities as being inconsequential to total jobq,genérated
in the U.S. economy over the longer run are not seen as decisive.
Indeed, these studies can be seen as supportive of organized léﬁor's
more fundamental contention that proposals over control of MNCs be
balanced or positive as to their effects on economic activity; including
employment.

Organized labor looks too at other governments and how they
subsidize trade and their international commercial competitiveness,
including the attractiveness of domestic sites for plant locations.

These practices favor capitalist classes in other societies, or
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worker-repressive totalitarian governments, at the cost of market
competitiveness (domestically and abroad) of U.S. £irms and Amerlcan
labor. Foreign governments' tax holidays, tariff protection, exbort‘
subsidies, etc. are various ways of undermining U.S. workers interest.
and past success. The U.S. government is failing in meeting its
obligations when it does not act to offset or eliminate these “beggar~t
my-neighbor" foreign social interests which in turn are destabiliziﬁg
U.S. social interest. Labor sees U.S. MNCs as just being greedy and .
irresponsible in these cases by internalizing gains and externalizing
costs. Viewed in this perspective, the foreign retaliation ergument
used so often against proposals for U.S. government intervention in
these cases makes little sense.

Given these perspectives, the rationale of the AFL-CIO on'varioué
public policy issues before the Congress in 1978 is mqrenuqdé;stapdéble;.'
For example, the AFL-CIO:28

- supports the proposed "Buy American" act to prevent
states using federal money from buying foreign~-
made products, when the savings are only a small
part of the lost wages and taxes (since U.S. made
products are not bought).

- supports legislation to prohibit lowering of import
duties on textiles and textile products during
international trade negotiations.

- supports legislation to prevent the U.S. Government
from providing waivers on countervailing duties

imposed to offset foreign subsidies.

- opposes extension of the Overseas Private Investment
Corporation (which insures U.S. private investment
in LDCs).
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= opposes increasing the Export-Import Bank's loan
authority from $25 billion to $40 billion and
supports prohibitions on the bank's lending to
the USSR, Communist China and South Africa.

= Supports legislation to regulate imports made under
unfair conditions where fair labor standards do not’
exist.

Changes in the Enterprise Environment over the Next Decade'and'Ogganized 
Labor's Concerns N — I

A prospective view such as this is always risky. Many powerful
forces are at work affecting MNCs in the future. There are, however,
two distinctive trends which the author feels are especially relevant
and noteworthy. TheSe are increasing resource scarcity and declining -
innovat:ion.29

During the past several decades worldwide demands for capita1
and physical resources have accelerated and resulted in increased
prices in world financial, commodity and energy markets. Coupled
with the continued effectiveness of (some) producers’ cartels, this
trend implies tremendous shifts of purchasing power away from U.S.,
workers, and results in severe employment dislocation effécfb;. To
mitigate these, U.S. government économic policy will continue td-bé¢
fiscally and monetarily expansive, but at the cost of contributing
to comparatively high inflation. Additionally, firms will be.
increasingly motivated to use previously marginal resources in terms
of extraction and production costs, or adverse environmental effects.
For U.S. workers, these trends mean higher (real) resources costs

which force up product prices, and further deterioration in real
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incomes as inflation spreads the real burden of adjustment to the
external transfer of purchasing power throughout U S. society. -

In periods of considerable public concern over income'maintenance,,"
labor's influence over public policy formulation (which is more concerned
with income distribution) can be expected to decline. Thetsituation |
is analogous to that facing the individual worker whose firmlis:laying
off employees. Concern over a job.overshadows (within 11m§té)’éanléf§"
over compensation and employment conditions. Also; as real costs of?
production increase in the United States, u.Ss. producersiwill becone:
less competitive in both domestic and foreign marketsv-- implying less
expansive or maybe even declining job opportunities in certain'sectorsi
and reduced political and collective bargaining power for U.S. labor.

Resource scarcity also changes international industrial competitive
structures in more fundamental ways. In the United States, product
and production technologies were historically related to factor cost
proportions reflecting comparatively inexpensive energy resources.

As oll costs have increased some six or eight times their 1973-74
prices and oil imports into the United States have accelerated, energy -
costs per unit of production have increased sharply. Physical

capital in the United States, which reflected earlier cost patterns

and was energy intensive, is becoming less competitive internationally.
This puts U.S. exports at a competitive disadvantage, and favors
expanded direct foreign investment in the United States since foreign
firms with technologies designed around comparatively.higher energy’

S

and'material costs now become more cost competitive.
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The labor inference here is again one of declining union influence
wichdecl%ping or less rapidly expanding employmEntvin export and
domestic import-competing sectors. ‘Also, Uu.Ss. 1aBor must learn to
deal more frequently with foreign direct investors in the United States.

Increasing resource scarcity implies enhanced bargaining power
(and purchasing power) for some developing countries in their relations
with MNCs, especially the oil-producing countries. ThevMNCs can be
expected to sell as much technical sophistication as these host
countries can absorb within the framework of extfemély ambitious
development programs.

In these instances, labor's interests in controlling technology
transfers to support U.S. employment and incomes will be readily‘over-
ridden by compelling social concerns more sensitiﬁe to the need for
securing continuity in resource supplies,

A second, equally important anticipated change is declining
innovation or the maturing of products and industries previouéiy
identified as the domain of the MNCs. The rapid international growth
of U.S. MNCs in the 1960s and early 1970s was largely based on the
transfer and adaptation of existing product and production
technologies to foreign markets. Today, new technological innovations
are needed to sustain the competitiveness of overseas subsidiaries.
However, innovation has never been easy or routinely realized.
Concurrently, the U.S. domestic environment, especially regarding
taxation, is becoming increasingly characterized as stifling innovation,

while foreign firms are increasingly imitating technologies which
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were once' exclusively implemented by U S MNCs.’~0ne resultant

phenomenon of this situation has beenauxincreaaing sensitivity to
comparative costs of production locations by MNCB and a growing
tendency towards disinvestment from foreign markets.31

Declining innovation thus implies a global environment more con-
sistent with the traditional economic theory that foreign trade and
foreign investment are substitutes, and that comparative costs among
alternative production locations will become increasingly relevant
in locating production facilities. This implies a market pressure
or cap on the gains which workers in any one country can expect -
without creating the  incentive for capital export.

As with resource scarcity, declining innovation affecte‘the'pomefvf
relationship among foreign societies, the MNCs and U.S. society. |
Regarding LDCs, where political control over market access is predominant
the maturing of MNCs combined with increasing competition from non-U.S.
multinationals clearly shift the power balance towards the host country.
As firms hold fewer and fewer unique proprietary advantages, the host's
ability to define MNCs' market access and staying power is obviously ‘
enchanced. A more ominous trend in this direction is the increasing
tendency for foreign governments to expropriate MNCs' subsidiaries.32
Bidding by MNCs from different countties for access to foreign markets
invariably results in expanded host-countryvbenefits and less generous’
benefits (including control ovet_the‘releasefof technology) for‘U;Si'
-MNCs;‘~

a‘These;pteasuteé;impiy,ptoﬁlemafforfwofkers‘and:uniona,iiﬁe’

PR S
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technology -edge 6f U.S. MNCs, which traditionally benefitg U;Ss:wofkers,
is narrowing and becoming increasingly difficult to keep at:home. Also,
as access to the U.S. market for foreign produced produété can be:
considered a final line of defense fér the MNCs in their bargaining
with host governments, can labor not expect an increasing tendency
by MNCs to trade off the promise of exports from the foreign market
to the United St;tes for concessions regarding the firms' access to
the foreign market itself? This too sqe{{g trouble for U.S. labor.

To summarize, increased resource costs and declining innova-
tion mean future problems for U.S. labor. They also mean a less”
responsive (U.S.) government attitude towards labor's goals, and
reticence in supporting policy options favoring workers' interests.
Labor's success in the future in dealing with MNCs must therefore
be more related to collective bargaining than to governmén} action;‘
Given the nature of MNCs and their negative effects on unions'
bargaining power, this approach will also entail considerable

difficulties.33 But it is going to be the only approach available,
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Introduction

Trade with less developed countries (LDCs)1 has been growing rapidly
in recent years. Of particular concern has been the growth of manufactur-
ing imports from LDCs. For example, over the period from 1972 to 1976
these imports grew more than twice as fast as domestic GNP. Several stud-
ies have estimated the effects of this trade on domestic employment in the
United States. (See, for example, Krueger [1979], Grinols and Thorbecke
[1978] and Frank [1977].) These studies have generally concluded that
trade with LDCs has a small positive effect on aggregate domestic employ-
ment.

Although the aggregate employment consequences of LDC trade are an
important consideration, aggregate employment goals should p}operly'bé
managed by domestic monetary and fiscal policies rather than trade poli-
cies., More importantly, LDC trade may have systematic effects on the
structure of domestic employment and income distribution, and these ef-
fects usually cannot be erased by aggregate demand policies. In particu-
lar, reduced employment opportunities among import-competing industries
may cause adjustment burdens for workers in these industries, who may be
subjected to long periods of unemployment (with high job search, reloca-
tion or retraining costs), or who may even drop out of the labor force.

Furthermore, workers in these industries are likely to share certain
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demographic and occupational characteristics which differ from the average
characteristics for overall manufacturing. To the extent this is true,
LDC trade may have important distributional consequences for different
classes of workers which are not disclosed by examination of aggregate
employment effects.

The purpose of this paper is to provide a detailed description of
the demographic and occupational characteristics of workers in those man-
ufacturing industries which experience the largest changes in employment
opportunities2 as a result of trade with LDCs. Characteristics of workers
in these industries are compared with those of workers in industries most
affected by total trade and the average worker characteristics for overall
manufacturing.

The paper is organized as follows. The next section presents the
methodology used to identify the manufacturing industries most affected
by LDC trade and to determine the demographic and occupational character-
istics of workers in those industries. The second section describes the
characteristics of workers in manufacturing industries most strongly
affected by LDC trade and compares them with the average characteristics
for all manufacturing workers. A comparison is also provided between
characteristics of manufacturing workers most strongly affected by LDC
trade and those most strongly affected by total trade. The third section

presents a summary and conclusions.
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I, Methodologz

Manufacturing industries most negatively affected‘bi LﬁC trade agef
defined as those industriés‘which would gain the most employment opportu-
nities on net if all trade with LDCs were stopped aﬂd imbsrts from LDCs
were produced domestically. Manufacturing industries most positively
affected by LDC trade are defined as those industries which would lose the
most employment opportunities on net if this trade were stopped.

Table 1 lists the twenty industries most positively affected by LDC .
trade in 1976. Column (1) lists the value of net exports (total exports
minus total imports) to LDCs in each industry, column (2) gives the ratio
of net exports to LDCs as a percent of domestic production in each indus-
try and colum (3) gives total exports to LDCs as a percent of total ex-
ports of the industry. Column (4) gives employment leveis for each |
industry in 1976. Table 2 lists the twenty industries most peéatively_
affected by LDC trade in 1976. Columns (1) through (4) give fhe value of
net imports from LDCs in each industry, the net imports from LDCs as a
percent of domestic production in each industry, total imports from LDCs
as a percent of total imports of the industry, and employment levels for
each industry, respectively.

The data in these tables indicate that exports to LDCs are 50 pefcent
or more of total exports for 14 of the 20 industries favorably affected by

trade with LDCs, while imports from LDCs are less than 50 pércent sztbfal_w
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imports for 16 of the 20 industries adversely affected by trade with LDCs.
This suggests that the composition of ouf exports to LDCs is more concen-
trated than our imports from these countries.

The 20 most negatively affected industries had a total émployment'of
2.4 million in 1976, or about 13 percent of the total for manufahturing;
For 14 of these industries, net imports from LDCs were one tenth or more
as great as domestic production, and for seven of these industries net.
imports from LDCs were one fifth or more as great as domestic production.
Many of these industries, such as apparel, furniture and fixtures, non-
rubber footwear and radio and TV réceiving sets frequently appear in stud-
ies of trade~impacted industries.

The 20 most positively affected industries had a total employment of
3.3 million, or about 19 percent of the total for manufacturing. For ten
of these industries, net exports to LDCs were one tenth or more of domes-
tic production, and for five of these industries, net exports to LDCs were
one fifth or more of domestic production. Alqpst 111 of the positively

affected industries are capital goods and machinery producing industries.



Twenty Industries Most Positively Affected by Trade with LDCs

‘I/0 ' Net Exports2
Sector Industry ($ millions)

2701 Ind. inorg. & org. chem. 832
4006 Fabricated plate work

(boiler shops) 179
4301 Steam eng. & turbines 315
4302 Int. comb. engines, n.e.c. 296
4400 Farm machinery .259
4501 Construction machinery 1206
4503 0il field machinery 485
4704 Metal working mach., n.e.c. 215
4806 Special ind. mach., n.e.c. 378
4901 Pumps & compressors 331
5101 Completing & related mach. 508
5203 Refrigeration machinery 396
5304 Motors & generators 195
5604 Radio & TV commun. equip. 215
5703 Electronic comp., n.e.c. 207
5903 Motor vehicles & parts 1635
6001 Aircraft 1704
6002 Aircraft engines & parts 206
6004 Aircraft equipment, n.e.c. 834
6202 Mech. measuring devices 176

Total 10,572

Table 11

Ratio:

Net Exports to LDCs2

Domestic Production
(Percent)
4

5
19
9
4
22
25
17
24
12

QW WL W

w

- 38
10

"Ratio:
Total Exports to LDCs2 Industry
Total Exports Employmentl
(Percent) (thousands)
42 329
65 141
74 44
50 77
30 156
59 148
66 66
64 53
55 49
56 ‘88
22 237
59 103.
64 20-.
~ 60 308
* 50 196
29 .;815:?? :
17 281
42 128 .
67 15°
34 73"

3,327

*These sectors account for 19 percent of total employment in manufacturing. . -

lThese data were generated as part of an ongoing project at the Bureau of Intern

See U.S. Department of Labor (1978).

2A11 data are for 1976.

ationaltLabor Affairs.
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- I/0

Sector
1409
1420
1709
1710
1804

2006
2009
2307
3101

3202
3402
3403
3801
3805

5601
6207
6401

6403
6424

6412

Table 21

Twenty Industries Most Negatively Affected by Trade with LDCs

Industry

Canned fruits & veg.

Confect. & related prods.

Cordage & twine

Textile goods, n.e.c.

Apparel made from
purchased materials

Veneer & plywood

Wood products, n.e.c.

Furniture & fixtures

Petroleum refining &
related products

Rubber footwear

Footwear except rubber

Other leather products

Primary copper

Primary nonferrous
metals, n.e.c.

Radio & TV receiving sets

Watches, clocks & parts . -

Jewelry, including
costume & silverware

Games, toys, ete.

Sporting & athletic
goods, n.e.c.

Misc. manufactures, n.e.c.

Total

Net Import32

from LDCs
($ millions)
189
716
44
112

2214
179
112
119

1973
311
469
238
230

265

745
1y

218"
© 185

108

8,600

Ratio:

Net Imports from LDCSZ.

Domestic Production
(Percent)
5
29
36
42

10
10
6
45

6
7
19
23
46
12
14

1|a\a\ ‘giﬁ

» Ratio:
Total Imports from LDCs
Total Imports
(Percent)

27
29
44
-17

.8
39

43
46
" 39

69 ..

fi@z
51
56
39,
;38
25

2

'Industry

Employment2

(thousands) -

105
74
8
13

1165
-68
89
14

172
23"
164
65
»ﬁ18

¢75

173

ese sectors account for 13 percent of total. employment in manufacturing.,._“ v
See footnotes on the bottom of Table 1. : :

S
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II. Demographic and Occupational Characteristics offIndustries.MoSt

Affected by Trade with LDCs

The demographic characteristics used ié thi;istudytareé vsex, minori-
ty status, age, income (both worker earnings and faﬁii; income), and édd;
cation. The occupational characteristics used Ate: skill (meaéufea‘és'a
percentage of the average wage in manufacturiné), éiilled WOrEeré as a
percentage of the labor forée, and wﬂite collar workers as é percentage of
the labor force.3

Table 3 presents the demographic and 6ccupationa1 characteristics df
the 40 industries most affectéd by trade with LDCs.4 Coluﬁn (i) givés’the
averuge for each characteristic for the 20 industries moéf favorably‘éf-
fected by this trade. Column (2) gives the average for each characteris-
tic for overall manufacturing and column (3) gives the average for the

20 industries most adversely affected by trade with LDCs.

Demographic Characceristics

Sex. Females comprised an average of 57;2-perCént of the work force
in the adversely affected industries compared with an<avérage ofyﬁoipef-
cent for the favorably affected industries and 28.6 percent for overall
manufacturing. The percentage of females was highest in "apparel made
from purchased materials" (79.2 percent), "footwear except fubber"‘(61.2
,percqn;?é Pwatchés clbéks and parts" (56.9 percent5 And‘"cohfecﬁionary

énd’reiéfédfpfdQucté" (50.9 prercent). These industries are all among
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those most negatively affected by LDC trade. The percentage of female
workers was lowest in "construction machinery" (10.2 percent), "oil field
machinery" (10.6 percent) and "internal combustion engines, n.e.c."v(10.4‘
percent). These last three industries =are all among those mosﬁ'positively
affected by LDC trade. Only 25 percent of the positively affected indus-
tries had a greater percentage of female workerq than”the oyerall évgrqge
for manufacturing, whereas 65 percent of the negétively affécted'industries
exceeded this average.

Minority Workers. Minority workers were defined as all non-white

M

workers, The indus;ries negatively affected by LDC trade eﬁplo&éd a higher
percentage of minority workers (10.9 percent). than the overall mgnﬁfactur—
ing average (9.9 percent). Further, 15 of the mostvpositively affeétéd
industries employed less than 7 percent minority workers while only two of
the negatively affected industries had less than 7 percent minority workers,
On the other hand, only one of the positively affgc;ed industries employed
more than 10 percént minority workers, while nine of the negatively af-
fected industries had 10 percent or more minority workers. The highest
percentages of minority workers were in "wood products, n.e.c." (18.6 per-
cent) and "veneer and plywood" (16.3 percent). The lowest percentégéé of
minority workers were in "farm machinery" (3.2 perceht) and "mechanicall
measuring devices" (3.5 percent).

Age. The percentage of workers below age 25 was’slightly higher in
the negatively affected industries than in the positively affected indus;
tries (16:3 percent compared to 14.8 percent). More detailed data show

that the negatively affected industries had an average of 4.6 percent of



Table 3

Demographic and Occupational Characteristics of Industries
Most Affected by Trade With LDCs

Average of the Twenty Average of the Twenty
, : 1 Industries in Which LDC Trade Overall Industries in Which LDC Trade

Demographic Characteristic Had the Most Favorable Impact Manufacturing Had..-the Least Favorable. Impaci
(Percentage)_ ' ) on Employment Opportunities Average on Employment Opportunities
Female 20.0 28.6 57.2
Minority ’ 8.2 9.9 10.9
Under 25 years old 14.8 16.4 16.3
Over 50 years old 23.7 19.8 30.4
Family income below

the poverty level 2.4 4,2 7.6
Annual earnings ) » ' .

over $10,000 ‘ 30.7 22,1 12.3
Annual earnings T

over $12,000 17.9. 12.4 7.3
High School education N

(4 years) - 41.0 36.6 31.5
College education - , ‘ ‘ :

(4 years) - 6.8 © 5.1 3.1
Skill or

Occupational Characteristic
Skill measured as a -

Fercentage of the average L .

wage in manufacturing? = 117 100.0" 78
Skilled workers as a percentage - o

of the labor force, 19;0 (on

an occupational basis) 50.2 33.5
White collar workers as a L R
percentage gf the labor D S Ca
force, 1970 35,5 -30.4 21.4

lSource: Census of Population, 1970, Subject Reports: Industrial CharacteristicsiiU.SévDep;. oﬁ .
Commeyce, 1972 (Washington, D.C.: U.S. GPO). A fglijf_"f T
Source: Employment and Earnings, U.S. Dept. of Labor. Index is the average wage in -the industry-
divided by the average wage in manufacturing. ST s ’
3Source: Census of Population 1970, Subject Reports: Occupations by Industry, U.S.. Dept: of .. - .
Commerce, 1973 (Washington, D.C.: GPO). Skilled workers are defined to include professionals, managers,
sales, clerical and craftsmen. I I
4Same as 3. White collar workers include all defined as skilled except craftsmen.

YT
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its workers below age 19, while the positively affected industries;had
only 3.2 percent of its work force below this age.

The two industry groups differ more significantly with respect to the
percentage of workers over 50 years old, with the negatively affected in-:
dustries having an average of 30.4 percent as Opposed to 23. 7 percent'for
the positively affected industries. Again, a look at more detailed data )
show that the negatively affected industries had 9 1 percent of their work
force above 60 years of age, while the positively‘affected‘industries hadvf
only 5.8 percent of their work: force above this ager These«data:indicate.

that industries impacted by LDC trade have a lower percentage of prime-age

workers than industries-positively affected by LDC trade.

Income and Earnings. Three different measures were used to compare.
the income and earnings experience of workers in the two groups of indus-
tries. They were: 1) The percentage of the work force which had a total
family income below the poverty level in l969 2) the percentage of those‘
working in the industry making more than $10, 000 in: 1969 “and 3) the per-~'
centage of those in the industry making over $12,0005in,1969,;nThe.median»‘
income in manufacturing was $8,813 in 1969. o | ”

The percentage of families with incomes below thefpoverty level was
about three times as great for the negatively affected industries as for
the positively affected industries (7.6 percent as opposed to 2.4 percent).
None of the positively affected industries and half of the negatively
affected industries had poverty rates aboye'the national average. The
highest poverty rates were in 'veneer and plywood" (12 6 percent) and

wood products . e.c." (15 7 percent) The.lowest poverty rates;were;in R
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"aircraft engines and parts," "aircraft equipment, n. e.c.," and "mechanical,
measuring devices," each of these industries having only 1.4 percent pov-‘
erty levels.-

An examination of worker earnings above $10 000 and $12 000 ‘reveals-a -
similar pattern, In 1969, only 12.3 percent of the work force in the neg— .
atively affected industries earned more than $10 000 and only 7. 3 percent.:
earned more than $12,000. On the other hand, 30.7 percent;of the work
force in the positiyely affected industries earned more than $10,000 and .
17.9 percent earned more than $12,000 in 1969. Forwoverall manufactnrdng;
22.1 percent of the work force earned over $10,000 and 12.4 percent earned
over $12,000 in 1969,

Our data thus indicate that workers in industries which are negative-
ly affected by LDC trade have a larger percentage of workers living below
the poverty level than the manufacturing average. These industries also
have a larger percentage of workers with incomes below the median for all
manufacturing. On the other hand, industries which are positively affected
by LDC trade were characterized by a smaller percent:ge of workers living
below the poverty level than the manufacturing average, and a larger per-
centage of workers with earnings above $10,000 and $12,000 per year in 1969,

Education. Two variables were used to characterize the level of for-
mal education embodied in the labor force: the percentage of the labor
force that had completed four years of high school and the percentage that
had completed four years of college. Inv1970, 36.6 percent of the work
force in manufacturing had completed four years of high school. This com~

pares with 41.0 percent in the positively affected industries and 31.5
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percent in the negatively affected 1nd¢s£}ies,“,!he“resultsfwgre similar
for those completing four or more“years‘af'COliéééf Oﬁiy‘ﬁ.lkpéfééhfiof
workers in the adversely affected industries had completed coliégé; ééi
opposed to 6.8 percent in the positively affected‘indﬁstfiés:

Summaty of the Results for Demographic Characteristics

A systematic pattern appears in all the demographicvchar§¢£e££qﬁics
between the two sets of industries. Those industries positivéi&f;f}ééféd
by LDC trade had relatively fewer female, minority, and non-prime;age
workers and éheir workers were relatively more educated and had higher
earnings. Although many of these éharaéteristics are jointly determined,
for example, education and earnings, the systematic differences in all
characteristics help provide a ﬁore comprehensive pictﬁre’of the type of
workers being positively and adversely affected by LDC trade. |

The differences in worker characteristics between the positively and
negatively affected industries suggest that those workers who have to bear
the burden of both the short-run adjustment costs caused By changes in
trade, and of potential declines in their long-run'earnings'c;pacity, are
those least able to afford it. ’ D

Skill or Occupational Characteristics

The skill and occupational characteristics of the labor force were
measured in three different ways. In the first, an index was const;ucﬁed
using the wage in.an industry as a percentage éf the average wage in man-
ufacturing as an indication of the skill or human capital embodied in Ehe
labor force.5 Our second measure updétés a similar'measure used by

Waehrer (1968). Waehrer constructed an occupational index for 1960. by
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classifying professional, managers, sales, ¢1erical,fcraftsmen and service
workefsAAB skilled and operatives and othér‘lzborers as unskilled. Waehrer's
index was the percentage of the total labor force classified as skilled.

Our measure uses a similar index for 1970;éexcept that we have decided to
classify service workers as unskilled after reviewing the detailed list of
service occupations. |

Our third measure is the percentage of white collar workers.in the
labor force. Our definition of white collar workeré includés éll ﬁorkers '
classified as skilled except craftsmen.

Both the indexes for skill were below the manufacturing average for
the negativelyvaffected industries. On a wage basis, the index for the
negatively affected industries was 78 as opposed to 100 for the manufac-
turing average. This compares with skill indexes on wage and occupational
bases of 117 and 55.9 respectively for the positively affected industries.

The results were fairly consistent among industries within each group.
For example, only two of the negatively affected industries had more than
50 percent of their labor force classified as skilled according to the
occupational index, whereas 18 of the positively affected industries had
more than 50 percent skilled according to this same measure.

An examination of the percentage of the work force classified as
white collar reveals similar results. Only 21.4 percent of the work fofce
was classified as white collar among the negatively affected industries,
compared to 30.4 percent for the manufacturing average and 35.5 percent
for the positively affected industries.

Our results show that the negatively affected industries have larger
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percentages of unskilled workers than the manufacturing averagg*Whiié4;ﬁe
positively affectedfindustfies-have smaller percentageslof unskilie& work~
ers than this average. Hence, as a result of LDC trade, the demand for

skilled labor will be increased while the demand fbr unskilled labor will

fall.

Comparison of Industries Most Affected by LDC Trade With Industries Most

Affected by Recent Changes in Total Trade

Table 4 presents the demographic and occupational characteristics of
the 40 industries most affected by changes in totai trade from 1964 to
1975 taken from the recent study by Aho and‘Orr (1979). The results for
changes in total trade are similar to the results for LDC trade. in both
cases the workers in trade-impacted industries were more often femaie,
members of minorities, less educated, unskilled and economically disadvan-
taged. On the other hand, workers in trade-enhanced industries had higher
skills, more education and earned morelincome.

A comparison of the results in Tables 3 and 4 re&eals no systematic
differences between the impact of LDC trade and the impact of recénﬁ
changes in total trade on demographic or occupationalagroups of}WOrkérs;
For example, the industries most negatively affected by LDC trade had
larger percentages of female workers and non-prime-age workers than the
industries most impacted by changes in total trade, but a slightly smaller
percentage of minority workers. For the income and earnings characteris-
tics, the industries negatively affected by LDC trade had a lower percent-
age of workers living below the poverty level but also had lower percent-

ages of workers earning above $10,000 and $12,000 in 1969 than was the
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case for the industries most negatively affected by changes in total trade.
The results are also ambiguous for education and skill or occupational
characteristics, although the one significant difference was for skill
measured as a percentage of the average wage in manufacturing. For LDC
trade, the difference between the positively and negatively impacted in-
dustries was 39 percentage points (117 vs. 78). For total trade the dif-
ference was much smaller, 105 vs. 98. This can be due, in part, to the
inclusion of steel and motor vehicles among the negatively impacted indus-
tries for the total trade comparison. In addition, the positively impact-
ed industries for LDC trade are a more homogeneous group, consisting mostly
of the capital-intensive machinery industries.

In part, the lack of systematic differences in results between changes
in total trade and LDC trade may be due to the fact that LDC trade is a
component of total trade, and LDC trade has been growing more rapidly than
total trade in recent years. LDC trade may thus have played an important
role in determining those industries most affected by changes in total
trade. Therefore it is difficult to speculate on the differences between
the effects of LDC trade and trade with developed countries on th~ various
classes of workers by comparing the results in Tables 3 and 4. Industries
most affected by LDC trade and those most affected by trade with developed
countries might indeed have different demographic and occupational charac-
teristics. For example, we might expect workers adversely affected by
LDC trade to have lower skills and lower earnings than those negatively
affected by trade with developed countries, This question needs to be

researched more fully,



Table 4

Characteristics of the Industries in Which Trade Had the Largest
Positive and Negative Impact Upon Job Opportunities, 1964-75

Average of the Twenty Average of the Twenty
1 Industries in Which Trade Overall Industries in Which Trade

Demographic Characteristic lad the Most Favorable Impact Manufacturing Had the Least Favorable Impact
(Percentage) RS on Employment Opportunities Average on Employment Opportunities
Female : . 21.5 28.6 41.1
Minority : 7.4 9.9 11.5
Under 25 years old 15.4 16.4 15.8
Over 50 years old 24,4 19.8 28.0
Family income below

the poverty level . 5.8 4.2 9.8
Annual earnings R

over $10,000 27.9 22.1 - 18.3
Annual earnings -

over $12,000 16.5 12.4 10.3
High School education , -

(4 years) : 39.1 36.6 34.0
College education e ‘

(4 years) ’ 6.9 5.17 3.1
Skill or

Occupational Characteristic
Skill measured as a

percentage of the average W .

wage in manufacturing2 104:0 100 - - 97.8
Skilled workers as a percentage b

of the iabor force, 1930 (on

an occupational basis) :55.8 50.2 38.8
White collar workers as a i : =

percentage of the labor , DR -

force, 1970% o 36.3- 30.4 21.1

yeT

1/2/3/4See footnotes at the bottemfof Tabied3.'*"
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III, Summary and Conclusions

This analysis identified lthd'se U.s. maﬁufactgting“‘1;;di;'aér'1g§f’&t{fa{ -
gained or lost the most job opportunities becéuse,éf*fraQe'ﬁith’Lﬁcs 15’71
1976, Both'the direct and the mqirect effects of this trade were taken
into account through use of input-output analysis. The purpose of this
paper was to compare the demographic afid occupational characteristics of
workers in industries most negatively affected by LDC trade with the
average characteristics for overall manufacturing and with the worker -
characteristics of those industries most favorably affected by LDC trade.

Compared to the manufacturing average, the manufacturing industrigs
which experienced the largest negative impact on job oéportunities bécause
of LDC trade employed relatively more females, members of minori;ies, and |
non—ﬁrime-age workers. They also had lower percentages of'edugaféd énd
skilled workers. Workers in these industries had loﬁer,ga%hiﬁéégéﬁqy§efe )
more likely to have a family income below the poverty.leﬁg;: ::‘ | 1

On the other hand, those industries which were moéﬁiEAGOfably aﬁfépted'
by LDC trade employed higher percentages of skilled and‘édq¢ated workgrg,
more prime-age workers, but lower percentages of feﬁéie workeré.and minéf?
ities than the manufacturing average. Workers in these industries alfog
had higher earnings and a lower percentage of family incomes below the
poverty level.

Our-analysis indicates that workers displaced by LDC trade are likely
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to be less educated and skilled than the manufacturing average. .By reducéu
ing demand for workers with these characteristlcs, LDC trade will have the"
effect of reducing their earnings as well as increasing their adjustment
costs'should they beceme unemployed. Since these workers are already more
likely to have earnings below the manufacturing ‘average than workers in
the positively affected industries, LDC_trade is likely to have‘hegative7
codeequences for income distribution aﬁdﬁg manufacturiag workers.,

Our results thus indicate that micro-economic policy'measures,'suchd
as import relief or trade adjustment .assistance, may;begnecessary-ih.drderdd‘
to combat the adverse effects of LDC trade on certain classes of workers,
regardless of the calculated effects of - ‘this trade on aggregate job

opportunities.
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Notes

*The authors are economists in the Office of Foreign Economic Research
of the Bureau of International Labor Affairs at the Department of Labor.
This analysis grew out of a larger project investigating the impact of
trade on employment opportunities which has been an ongoing project in the
Bureau. David Kreda, also in the Office of Foreign Economic Research, pro-
vided diligent and able assistance in performing the calculations used in
this study.

1LDCs, for the purpose of this study, are defined as all countries
except the United States, Canada, Japan, members of the EEC, New Zealand,
Austria, Finland, Norway, Swedea, Australia and Switzerland.

2The impact of LDC trade on employment opportunities is calculated by
multiplying the average labor/output ratio for the industry by the value
of output gained or lost because of LDC trade. The effects of LDC trade
on the value of output in each industry include both the direct and in-
direct effects. The indirect effects arise because exports and imports
of goods produced in one industry require intermediate inputs from other
industries. For example, the indirect effect of automobile imports on the
domestic production of steel is included in the estimates of the impact of
trade on employment in the steel industry. Direct and indirect effects
were estimated using the 367 sector U.S. input-output table constructed by
the Bureau of Economic Analysis of the Department of Commerce for 1967,
updated for price and productivity changes. The estimates were obtained
by allocating imports, on a tariff line (TSUSA) basis, and exports, clas-
sified according to Schedule B, to the appropriate input-output sectors
and then deflating by sector to express them in 1967 dollars. Imports
were adjusted by cost-insurance-and-freight (CIF) margins to obtain the
dollar values actually spent on imports by U.S. residents. Data on trade,
domestic output and domestic employment are for 1976. The value of domes-
tic output lost to imports was assumed to correspond dollar-for-~dollar to
the value of imports.

Changes in cmployment opportunities should not be equated with changes
in employment. For example, among other factors, actual job losses (lay-
offs) depend upon general economic conditions. It must be stressed that
the estimation technique is not a general equilibrium analysis but rather
a set of demand or impact estimates made under the restrictive set of
assumptions central to all input-output analyses.
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3Data on demographilc characteristics are from the 1970 Census of
Population. Data for occupational characteristics are from this same
source and from Employment and Earnings.

4Weighted by actual employment in each industry in 1976. Since the
input-output table was more disaggregated than the corresponding Census
data, roughly to the three and four digit level of the Standard Industrial
Ciassification, the demographic characteristics of the industries are usu-
ally the characteristics of a broader industrial grouping. For this rea-
son, the demographic data are not a completely accurate representation of
the sectors affected positively or negatively. Another limitation of the
data is that they are data covering the labor force as a whole for the
year 1969. For policy purposes it would be preferable to have data on the
changes in the work force, those hired or laid off. Nonetheless, these
data provide a snapshot of the characteristics of the labor force in those
industries in 1969, isolate the impact of changes in trade and provide a
useful basis for policy analysis,

This measure of skills, after discounting to obtain a stock measure,
has been used in several empirical investigations of the structure of
trade. See, for example, W. Baranson and N. Monoyias (1977).
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Under most conditions relaxation of trade barriers is financially
beneficial to a nation. That is, the dollar gains stemming from reduced
prices of imported items exceed the losses due to reduced domestic pro-

duction of the same item.‘ But those who lose from lowered trade barriers o

are usually not the same ones who gain, and, in principle, one cannot say ,f

that a society has been made "better pff" if some individuals have been
made worse off. What is called the "compensation principle" can be used
to evaluate proposed changes in trading rules: If a change would permit
the gainers to compensate the losers withvsomething left over, then soci-‘
ety can be better off if the change is implemented. This method of eyal-
uation does not depend on whether the losers are compensated; the issue
is simply whether or not compensation would be possible. N

Actual provision of compensation is important, however., rThose who
are hurt by reducing trade barriers often lose a great deal, and; in the
absence of an actual compensation system, each individual who fears‘that
he may be hurt feels compelled to reduce the risk that harm may come to.
him by attempting to block change. In fact, the perceived risk may‘
greatly exceed the actual harm and even exceed the potential gains, 'Thu:_
providing compensation by reducing the riskiness of reducing trade bar-
riers is likely to facilitate change and be highly beneficial to society
at large.

‘Plans to reduce the adverse effects of freer trade have been.an
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integral part of U.S. tra&e legislation since the early sixties. Aléhough
the Trade Expansion Act of 1962 mandated trade adjustment assistance, no
payments to workers were made until the late sixties. As should become
apparent from this talk, the generally prosperous period following enact-
ment of the Trade Expansion Act greatly reduéed the need for compensation.
The adjustment problem and the need for compensatién to reduce opposition
to trade expansion increased during the recession in the early seventies.
As wifh most new programs, the Tradé Adjustment Assistance took some

time to evolve into its present form., It currently includes the following
major provisions: -
1. To be eligible for benefits, the worker's establishment

must be certified as trade impacted.*
2., An eligible worker can receive benefits only if he is

unemployed. Benefits equal 70 percent of prior average

weekly earnings up to a maximum equal to the average

wage in manufacturing. Benefits are paid for any invol-

untary unemployment within a year of initial job loss.
3. Benefits are paid by the Unemployment Insurance System

as a supplement to regular UL,
The key question about the program to which I will devote most}of'

the remainder of this paper is -- does the program provide fair coﬁpeﬁsa—

tion?

‘ *Under the 1962 Act, the program certified establishments where
changes in trade policy were judged responsible for permanent layoffs.
The Act was liberalized in 1974 so that certification is now given to
establishments affected by increases in imports, even if there have been
no tariff reductions and only temporary layoffs occur.
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By fair compensation I mean compensation that makes‘the recipient
indifferent about whether a government action, such as reductiOn-in trade
barriers, occurs. A hypothetical example of compensation which is fair
by the above definition is the following: Suppose that an employer an-
nounces that he wants to reduce his work force by 25 workers. He asks all
of his employees to name a lump sum payment that they would accept to. qnit,
and then selects 25 bids that he isiwiliing.tb accept.. (A scheme of this
type was recently used in order to reduce ‘the number of printers employed"
by the Washington Star newspaper.)

Two characteristics of this scheme are. of particular importance;

1, The amount of compensation paid to any worker is | o

acceptable to both the recipient gggqthe payer.

2, Workers with identical jobs can receive different

amounts of compensation,

One of the most common forms of government compeneationA-npayments-
made to individuals whose property is taken under eminent domain nroceed-
ings ~- does not have either characteristic. Property»ownere nust sell
at the price deemed fair by the government (either an -operating agency or
the courts), no matter how they personally value the property, and indi-
viduals with identical houses receive the same compensation. Two'individ-
uals often attach far different value to identical property. .. For instance,
one individual may have recently received a major job promotion and 1s . .
planning to relocate anyway, while a Becond individual is retired and hnnk
strong neighborhood tiee.

Although it does not insure that cempeneatien wili;beffairg eminen; 2
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domain does exhibit two other characteristics that are critical in provid-
ing compensation:

1. It makes sure that compensation goes to injured

parties and-does not go to those not hurt. CIEarly,
government. must pay for property before it can be
taken and when the government takes property,;the
owner must vacate it, |

2, It sets out a clear-cut, workable process for

establishing the amount of compensation to be
paid. Government pays a fixed premium above
"fair market value" and generally provides other
relocation assistance whichvapprokimately.matches
actual cost,

We will put aside, for the moment, the issue of whether TAA insures
that compensation will go only to those who are.hurt, and consider whether
TAA provides fair compensation, given that a worker is hurt and fecéives
TAA.

Measuring the cost (utility loss) to workers of a change in trade
rules is extremely difficult. For the present purpose, I will assume
that earnings loss is a good'measure of the cost.* (This is similar to
the use of fair market prices in emineﬁt domain procedures.) The‘féii?j*
ness of TAA will be assessed on the*Baéig 6f hdﬁ»weil it‘reﬁlécesilqét’v

earningé. o

*A detailed explanation for why earnings losses, when properly mea-
sured, reflect utility loss is made in "Earnings Loss Due to Displacement,"
Louis Jacobson and Janet Thomason, The Public Research Institute CRC 385,
April 1979, . '
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The key problem is to measure the earnings losses of workers adverse-
ly affected by reduction in trade barriers., Once the size of the loss is
known it is not too difficult to determine the amount of compensation
which would be paid.

The largest per capita loss stems from being forced to change jobs,
This will be called displacement., I have completed a number of studies
measuring losses due to displacepent. The basic conclusioq is that wofk-
ers will experience large losses in industries where the rate of normal
labor turnover is low, in industries where a high proportion of the work
force is male, and in heavily unionized industries. The steel and auto
industries are typical of industries where displacement losses are lafgé.
In these industries workers will likely lose over their entire work life
an amount equal to about twice their average annual earnings -~
$30,000. Considerably more than half of the loss is probably due to
unemployment. Much of the unemployment occurs in the first year while'
the worker searches for a new job. Some of it occurs later when he shifts
from job to job while looking for what will ultimately be his permanent:
position, or when the loss of seniority causes temporary unemployment to
be more frequent and longer than it otherwise would be,

Recall that a major provision of TAA is that it supplements regular
UL benefits for one year. For many displaced workers who suffer high
losses, only about 25 percent of the total loss occurs during this period.
Thus, TAA does not fully compensate displaced workers in high loss indus-
tries.

Although the evidence is.less clear. it mucoaata that Afanlanad
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workers have relatively small losses -~ less than 25 percent of average
.annual earnings over the worker's lifetime -- in industries that have high
rates of normal turnover, predominantly female work forces, and low levels
of unionization. The evidence is less clear because it is mdré~diffiéﬁl§
to aésess earnings losses in these industries, where many wofkeré“whb are
displaced drop out of the work force, Although the earnings ofva labor
force dropout fall to zero, that is not a valid indicator of the amount
of the loss since they probably could earn considerably more than zero if
they continued to look for jobs. In most cases dropping out is an indiéa-
tor that the individual has an alternative activity that he or she consid-
ers preferable to working at available jobs. Most economists therefore
agree that using earnings loss as a measure of loss is appropriate only
if the worker continues to seek work. |

This point is extremely important and can be illustrated with o case
study. In the early seventies a plant producing television sets was
closed by a major U.S. manufacturer, largely because of foreign competi-
tion. It was found that the average earnings of the workers displaced
from the plant fell far below the amount that they had earned during the
plant's operation. Further research, however, showed that prior to the
opening of the plant -- only about five years earlier -- most of the
workers had not been employed, and, after the plant closéd,vmost of the
workers dropped out of the labor force. It is likely thét the particu-
larly attractive opportunity offered by this one ﬁlant drew the predom-
inantly female work force into the labor market. When the plant closéd,

the women preferred to drop out of the labor force rather than take the
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best available jobs. The point here is not that these losses were zero —-
a particularly attractive opportunity to work was lost -- but that the
loss was not equal to 100 percent of the drop in earnings either.

A more appropriate measure is thé difference between actual earnings
before displacement and the earnings opportunity represented by the next
best job., If this measure of éarﬁings loss is used, the losses are small
in high turnover, predominantly female, ununionized industries, such as
textiles. Displaced workers in these industries probably receive adequaté
compensation. Most.of their loss is concentrated in the first year and
the amount of payment -- generaily about 70 percent of average pre-dis-
Placement earnings, tax free -- is about equal to foregone after-tax
earnings. “

Although displaced workers experience the largest losses, displace-
ment is relatively rare and generally a result of a plant shutdown. Most
workers adversely affected by import competition are likely to experience
increased unemployment through temporary layoffs but not permanent job
loss. TAA compensates trade impacted workers for all unemployment in a
given year, not just that portion caused by trade competition. This would
lead to over-compensation except that unemployment is probably not the
only adverse effect of import competition -- wage rates may grow more slowly
than they otherwise would. Thus, on balance, the compensation provided -
is reasonably fair.

The link between TAA and UL is an outstanding feature of the TAA
program.

l. First, use of an already existing benefit system
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greatly reduces the administrative cost of
distributing benefits,

2. Second, since benefits are linked to the duration
of each person's unemployment, benefits are likely
to be in proportion to the worker's loss. That is,
two identical workers with identical jobs will
receive different amounts of compensation if one
has more difficulty locating a suitable job than
the other. "

In summary, most workers hurt by‘import competition are likglyitb'be 4
adequately compensated if they actually receive TAA. One important éﬁcép-‘
tion is that workers displaced in low turnover industries will likély
receive too little because most of their losses do not occur in the first
year, While it seems that workers who are hurt by imports and receive
TAA are fairly compensated, it is far more difficult to insure that bene-
fits are given only to those actually hurt. The reason is that many
workers would lose jobs and experience unemployment even if trade barriers
were not removed. When trade barriers are removed, any worker who is dis-
placed will feel that he is one of those injured by increased import com-
petition, and, in practice, there will be no way to determine whether the
displacement would have occurred anyway. |

For example, a study of displacement in the steel indusfry showed
that every steel plant can absorb an employﬁent reduction of 5 pércenf
or more through attrition -- voluntary quits and retirements. In pros-;

perous times, when employment in the industry is growing, few plants in:
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the steel industry will reduce employment by more than 5 percent. Even if
import competition were to reduce employment growth in the industry as a
whole, say from 5 percent to 4 percent, very few firms would displace any
workers, In recessionary periods, however, many plants will reduce employ-
ment by more than can be accommodated by attrition. If import competition
were to cause aggregate employment reduction, many workers would have to

be displaced. About 2 percent of the work force would be displaced if
employment were reduced by 4 percent because of adverse business conditions,
If trade barriers were eliminated at the same time, leading to a 5 percent
as opposed to a 4 percent employﬁent reduction, the effect would be to
displace an additional one-half of one percent of the work force in the
industry.

Adverse business conditions affect workers' losses in other ways as
well, The rate of voluntary turnover is sensitive to the business cycle,
In a general recession, few workers leave voluntarily, limiting a firm's
ability to reduce employment without resorting to displacement. Moreover,
workers who lose their jobs in a recession have much more trouble locating
a suitable job than do workers displaced when times are good. They thus
experience losses that may be as much as twice as large.

There is no question that the need for compensation is far greéter in
a recession but it should be equally clear that fully compensating every
worker who is financially hurt in a trade impacted industry will lead to
far more compensation being paid than is the magnitude of the harm actu-
ally done by increased trade,

Initially, TAA restricted benefits to displaced workers and to
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instances where the connection between’the change 1§"trade legislation and
the loss of a job was particularly clear. Recent changes have tended to
make the benefits available to workers temporarilyllaid off as well as

those displaced and to workers in industries affected by import competitionm,
not just increased competition due to changes in trading rules.

Expansion of the TAA program in this way is necessary to insure that
workers actually hurt are compensated. One could argue that the TAA pro-
gram does not go far enough. For benefits to be made available, a petition
must be filed and evaluated for each plant claimed to be adversely affected.
Many workers are unaware of the program, Others are in plants where no
petition is filed because, although there are adverse effects, the effects
are small and the probability of receiving benefits is low. An automatic
trigger system would greatly improve the prospécts that injured workers
receive benefits. One way to do this would be for the Department of Labor
to certify a product or industry as impacted. If it did so, workers in
all firms in the industry where employment falls would automatically
qualify. Although such a system would pay "too much" to workers as a
whole, it may not be too high a price to pay to secure the benefits of

trade expansion,





