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Chapter IV
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Transnational corporations and
employment

Introduction

Transnational corporations (TNCs) are major organizers of economic activity and an
important source of capital, technology, managerial and organizational know-how for both
developed and developing economies. They can draw upon large resources and account for a
significant volume of investment and value-added activities worldwide. Asa result, TNCs play
an important role as employers, generating employment opportunities directly as well as
indirectly through backward and forward linkages and by simulating economic growth. Given
their importance, TNCs also have a significant qualitative impact on the labour markets in the
countries in which they operate.

Overall, TNCs are estimated to account directly for a total of over 73 million jobs worldwide,
of which over 60 per cent are in parent companies, primarily based in developed countries, and
40 per cent in their foreign affiliates. About 12 million —more than a half of foreign affiliates' total
— are directly employed in foreign affiliates in developing countries. However, TNC employ-
ment constitutes only a negligible proportion — about 3 per cent — of the world’s labour force.
Given that TNCs are primarily engaged in capital- and technology-intensive activities, their
relatively modest direct contribution to overall employment levels in home and host countries is
not surprising. At the same time, TNCs account for about one-fifth of paid employment in non-
agricultural activities in developed countries and some developing countries, suggesting that
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their direct contribution to employment in manufacturing and services is far from negligible. In
addition to direct employment, considerable employment opportunities are indirectly generated
by TNCs through a variety of linkages with subcontractors, suppliers and other enterprises in
home and host countries. Estimates for anumber of developing countries suggest that at least one-
to-two jobs are generated indirectly for each worker employed by foreign affiliates.

Taking into account both direct and indirect employment, a conservative estimate of the
total number of jobs associated with TNCs amounts to 150 million. Workers in TNCs, moreover,
typically belong to the core workforce in modern, technologically advanced activities in manufac-
turing and services. Furthermore, the quality of employment provided by TNCs is at least as
significant as the number of jobs directly and indirectly generated by them. Not least, the spill-
over and catalytic effects of TNC activities have implications for the quantity and quality of
employment in host and home countries through the development of human resources and the
spread of technological, managerial and organizational advances that stimulate economic growth.

The distribution of jobs across countries and regions is influenced by the locational choices
of TNCs. Although the bulk of their investment, production and employment is within theirhome
countries, through their extended geographical networks they help to organize the international
division of labour and influence national patterns of industrial specialization and, thus, patterns
of employment in home and host countries. A distinctive feature of today’s world economy is the
greater ease with which factors of production can be shifted across national borders (chapter III).
Given their resources, their capability to gather information worldwide and their capacity to
manage geographically dispersed organizational structures, TNCs are at the forefront of the
process of resiting economic activities. Under the growing pressure of global competition, the
speed with which patterns of operations are changing in response to changes in locational
advantages and comparative costs has increased considerably.

The recent rise in unemployment in a number of countries in the context of the growing
globalization of the world’s economic activity has focused the attention of policy makers on issues
related to employment (box IV.1). The causes of unemployment are varied and complex, with
many of them only marginally related to TNCs, and this chapter does not attempt to address them.
Rather, its focus is on one specific aspect of the employment situation — the role played by TNCs
in generating, displacing or relocating jobs, focusing particularly on the implications of the
growing integration of their international production activities. This role assumes particular
importance in the context of regional integration arrangements, such as the European Union, the
North American Free Trade Agreement (NAFTA) and others that facilitate foreign direct
investment (FDI) and international production by TNCs.

Any attempt to assess the employment effects of TNCs encounters various conceptual and
empirical problems that defy a simple resolution. The discussion in this chapter considers the role
of TNCs within a framework that takes into account the wide range of potential quantitative and
qualitative effects of TNCs on employment in home, as well as host countries. In doing so, it not
only attempts to provide a picture of recent trends and developments in employment by TNCs,
but also to relate employment effects to the evolving strategies of TNCs, as reflected in the way
in which international production is pursued and organized. A key observation of the chapter is
that the shift towards integrated international production strategies and the growing complexity
of the links between parent companies and their geographically dispersed affiliates are changing
the ways in which TNCs distribute work in enterprises under their governance, as well as the
nature of the interactions between TNCs and the surrounding economic environments. The
potential labour-market implications of this new trend are still largely unexplored, but are
receiving increasing attention from policy makers.
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The chapter is divided into four sections. Section A outlines the range of potential
employment effects of international production and makes an effort to relate particular employ-
ment patterns to the three major phases of the strategic evolution of TNCs, that is, from stand-
alone to simple integration and, finally, to complex strategies. Section B analyses employment
data in an effort to offer a comprehensive empirical picture of the main trends of the size and
geographic distribution of employment in TNCs. Section C reviews some evidence on the quality
of employment in TNCs and how it affects labour markets, and takes a close look at the specific
effects of the tendencies towards complex corporate strategies and the emergence of an integrated
system of international production. Section D examines some labour market implications of the
cross-border linkages that integrated international production has the potential to construct;
although tentative, the discussion in that section aims at shedding light on some of the challenges
that are likely to confront policy makers in developed and developing countries in the near future.
The conclusions contain some observations with respect to the policy implications of the trends
discussed in the chapter.

A. The employment effects of international production: a conceptual
overview

1. The range of employment effects

The impact of international production on employment depends upon several factors. The
type of the initial investment (or mode of entry) — greenfield or acquisition — by a TNC is one
factor governing labour-market outcomes in a host country in the short-term. Greenfield
investment involves the creation of new plant, equipment and employment. A merger or take-
over, on the other hand, could imply that employment remains constant (or declines), since a firm
has simply changed to foreign ownership. The sector and industry of the investment also matter
in so far as some processes are more labour-intensive than others. Employment creation also
depends on whether international production substitutes for domestic production, i.e., whether,
foragivenlevel of output, foreign firms drivelocal ones out of the market, or whether international
production complements domestic investment and contributes to output growth by releasing
financial, technological and managerial bottlenecks for the expansion of domestic activity.
Employment effects over time may also differ. Employment contraction in an industry may result
in the early stages of FDI in a host country, as domestic firms adjust to the competitive pressures
exerted by foreign affiliates. However, employment prospects may improve at a later date as
domestic firms adapt to the new competition and the activities of foreign affiliates exert a positive
effect on the growth of output, for example, through the introduction of new products, technol-
ogies and approaches to management and work organization.

For many countries, the matter is further complicated at the national level by the need to
distinguish between the separate effects of inward versus outward investment and between their
respective direct and indirect employment consequences. For example, indirect employment
creation through a foreign affiliate’s forging of linkages in a host economy can be at least as
significant as the jobs directly created by that affiliate. In contrast, if an affiliate switches to reliance
on imports, FDI can trigger domestic restructuring with negative indirect employment effects in
industries related to TNCs through backward and forward linkages.

In short, international production by TNCs has direct and indirect consequences for
employment, with positive and negative dimensions often occurring at the same time and, for any
national economy, these need to be evaluated separately for both inward and outward investment.
Table IV.1 sets forth a range of possible outcomes of inward and outward investment for national
labour markets. These potential effects apply not merely to the size of employment, but to the
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Table IV.1. The range of potential effects of foreign direct investment on the quantity, quality and location of employment
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quality and location of jobs as well. Of course, each of the possible impacts shown in table IV.1
is but a static and partial statement of the potential labour-market outcomes of international
production. It says little about the ultimate impact of international production on national labour
markets, since that depends on macroeconomic factors specific to individual countries and
industries, and the dynamic effects due to the reaction of firms in home and host countries to the
changes in competition and industrial specialization engendered by the activities of TNCs. How
domestic firms, national policies or labour markets might respond to particular patterns of inward
and outward investment — and thus alter employment outcomes — cannot be predicted from the
configurations of the various effects illustrated in table IV.1. The findings of some attempts at an
assessment of the overall impact of international production by TNCs on employment in home
and/orhost countries and problems confronting that assessment are summarized inboxIV.2. The
complexity of the factors that determine the employment impact of FDI (drawing upon the
experience of Japanese FDI in the United States automobile industry) is further illustrated in box
Iv.3.

In general, inflows or outflows of FDI are not necessarily associated in most countries with
a net generation or displacement of employment to such an extent as to have a significant
repercussion on the aggregate level of employment or, more precisely, to release or impose
significant constraints on the macroeconomic management of the economy, the ultimate determi-
nant of employment levels. This may apply differently across countries according to the size and
degree of internationalization of an economy, with relatively small, highly internationalized
economies, such as Sweden, Switzerland or Singapore, being more affected by the investment
decisions of domestic or foreign TNCs. Whatever the size of an economy, however, international
production can have important effects on industry structures, the composition of exports and the
specialization of an economy, and it is through these channels that labour markets are mostly
affected in the long term: “The primary impact of both inward and outward direct investment in
employment is likely to be on its industrial composition, its skill mix, its quality and its
productivity, rather than on its amount.” (Dunning, 1993b, p. 368). In other words, it is not so
much the level of FDI accruing to or leaving an economy that has major implications for
employment, but rather, the quality of the interactions generated by the activities of TNCs in a
country. Among other variables, the strategies underlying international production by TNCs and
the organizational structures they establish play a role in explaining these interactions. Itis to this
question that the discussion now turns.

2. Linking corporate strategies to employment effects

The strategies of TNCs and the related organizational structures (chapter Iil) have potential
implications for the direct and indirect employment effects of international production. Corporate
strategies may influence the amount of employment in different ways (table IV.2). The effects
arise, in part, through the consequences of the strategies on the firms’ overall level of output. But
irrespective of how and whether total output and employment are influenced, these strategies are
likely to be associated with different patterns of direct and indirect employment creation or loss.
Under stand-alone strategies, a new foreign affiliate may serve a market formerly serviced from
the home country through exports. Some production and employment loss in the home country
could be one direct result. But if a foreign investment is motivated by high tariffs on the home
country’s exports, not making the investment could result in an erosion of the firm’s competitive-
ness, with negative consequences, ultimately, for home-country employment by the firm. In the
services sector, however, FDI may be the only means of serving foreign markets, since many
services continue to be non-tradable. For instance, establishing foreign affiliates by an insurance
TNC will, most likely, nothave negative consequences as regards its home-country workforce and
may even boost domestic employment by creating jobs that provide services for the affiliates
abroad. For the host country, a stand-alone affiliate may imply relatively stable or secure
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employment, since the motivation for the firm’s presence is the country’s market, rather than the
more fleeting competitive advantage of low labour cost. The indirect consequences of an affiliate’s
presence, however, are not easily predictable. It is conceivable that an affiliate has such a strong
competitive advantage that it causes more sluggish domestic firms to lose market share and jobs.
On the positive side, the foreign affiliate may establish strong relationships with local suppliers
and boost indirect employment.

The direct impact of a simple integration strategy on employment is somewhat different.
Outsourcing labour-intensive activities from affiliates or subcontractors can involve a decline in
home-country employment engaged in low value-added production and an increase in relatively
low-skilled employment in the host country. Indirectly, the same strategy may increase higher
value-added employment in the home country or help to secure jobs that may have been at risk
as rising labour costs reduced a firm’s competitive advantage. The direct loss of jobs from
outsourced production is thereby offset somewhat; the overall employment effect for the home
country depends upon the net balance between jobs lost by the decision to outsource and those
created to service the expansion of international production. For host countries, direct employ-
ment creation is the usual result of simple integration strategies. Meanwhile, the multiplier (or
indirect) effects of establishing a foreign affiliate will vary. The international division of labour that
a simple integration strategy engenders probably does not displace existing local capacity in
export-oriented activities (a negative indirect effect), but the degree to which indirect jobs are
created by the affiliate’s presence could be relatively substantial or quite minimal (as is frequently
the case in export processing zones).

The quality of employment is also determined by corporate strategies. In stand-alone
strategies, the majority of the occupational structure of a parent firm is reproduced in the affiliate.
One exception to this pattern of occupational replication is that the highest value-added activities,
such as research and development, usually remain with the parent company. Here it may be noted
that, while stand-alone strategies tend to occupy an early chronological niche in the overall spread
of international production, it cannot be said that the importance of these strategies has dimin-
ished: restrictions to trade and the resulting motivation for “tariffjumping” investment are one
factor underlying their persistence. More importantly, because of the non-tradability of many
services, much FDI in the services sector follows the stand-alone pattern. Service firms have fewer
opportunities than industrial firms to split up the production process into segments and move
labour-intensive activities to developing countries to take advantage of lower labour costs. That
is because many services still cannot be traded at arm’s length, but rather have to be produced
where and when they are consumed. As a result, foreign affiliates in services tend to reproduce
abroad the factor proportions used in home countries, including the skill, research-and-develop-
ment and capital-intensity levels of their parent firms, with positive implications as regards the
quality of employment and the transfer of technology to services affiliates as compared with those
in manufacturing (UNCTC, 1989b, chapter V).

In contrast, in separating the locations of production and consumption, simple-integration
strategies introduce a complementary hierarchy of occupations across different national locations,
that is, an international division of labour based on specific locational advantages of host countries.
If, as is often the case in manufacturing FDI, those advantages relate to low-cost labour, the more
skilled and highly paid jobs remain with the parent firm, while lower skilled jobs are organized
around the affiliate. However, a suitable combination of higher wages and skills could result in
some higher value-added jobs being located in the host country as well.

The location of employment also depends on firms’ strategies. Foreign direct investment
based on stand-alone strategies is frequently market-seeking and flows largely to the developed
and the larger or higher income developing countries (or regions within countries). With some
exceptions (discussed below), services-sector TNC employment is highly concentrated in devel-
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oped countries, where the largest markets for services are located. Simple-integration strategies,
on the other hand, are mainly linked to resource- and asset-seeking (including labour-seeking)
motives for FDI and often involve developing countries. The proximity of developing countries,
or regions within those countries, to final markets in the developed world remains an important
locational criterion for some simple-integration strategies — as is clear from the growth of the
maquiladora in Mexico — but it is less important for some industries (e.g., textiles and electronics
assembly) or certain business functions (e.g., data processing).

Labour-market outcomes of international production become more complex as the cross-
border integration of production within TNCs increases (table IV.2, proceeding from left to right).
Whether the issue is the quantity, quality or location of labour, the distinction between inward and
outward employment effects becomes less separable and clear. In a simple-integration strategy,
by which firms construct a complementary division of work and jobs across borders, inward
employment effects (i.e., those in the host country) are appreciably more determined by home-
country decisions than in the world of the stand-alone foreign affiliate. The outward employment
effects (i.e., those in the home country) of simple- integration strategies are also more debatable
than those of stand-alone strategies. In particular, the question of whether simple integration
constructs a complementary division of labour across borders or whether, on the contrary, a host-
country labour market substitutes for what had been home-country jobs has long been a point of
controversy (Campbell and McElrath, 1990).

The need to consider inward and outward effects at one and the same time rises in
proportion to the level of integration. It is thus in the emerging model of deep integration that
distinctions between inward and outward labour-market effects are least clear-cut (table IV.2,
extreme right). With respect to employment quantity, for example, one of the advantages of deep
integration is that TNCs can achieve efficiency gains; the most that this might imply for a firm’s
workforce as a whole is a global or system-wide reduction in employment. This is because the
consolidation of individual business functions in various locations of a firm’s integrated system
would probably have a rationalizing effect on total firm employment when compared, for
example, to the replication of individual activities in a stand-alone strategy. But exactly where in
a firm’s system employment will decline or increase is more difficult to evaluate in terms of the
traditional home versus host country or skilled versus unskilled labour distinctions. Deep
integration implies that the location and quality of activities is less anchored in that traditional
dichotomy. Rather, location (although still in large measure determined by proximity to final
markets) becomes more responsive to a variety of created assets, of which employment quality
may be a key aspect. Since individual activities might be located anywhere, it no longer seems to
make sense to consider the home country as having a particular hold on the firm’s highest quality
jobs.

As indicated above, the emerging system of integrated international production may be
expected to introduce substantial changes in the way in which TNCs influence employment and
how to evaluate the overall employment effects of transnationalization. Obviously, these changes
have onlyjust begun, and uncertainty remains as to their magnitude and direction. Nevertheless,
recalling the various elements of an integrated strategy, it is plausible to assume that a range of
employment effects will result from the major tendencies associated with the new strategies,
namely, a fuller or more pronounced geographical separation of production from consumption;
a fuller or deeper integration across locations of a firm’s value-adding activities; and a greater
reliance on created assets, such as workforce quality and organizational innovation, as critical
components of the ownership advantages of TNCs. The implications of these tendencies for the
quality and locational distribution of jobs are more fully discussed in sections C and D, after a
review of recent trends in direct and indirect employment in TNCs.
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Table IV.2. Relating corporate strategies to employment effects

Item

Stand-alone strategy

Simple-integration strategy

Complex or deep integration strategy

Employment quantity

Local market-serving may mean a higher
firm-wide level of employment since firm’s
employment structure is replicated in vari-
ous local markets. Indirect employment
creation through establishing local linkages
with suppliers is a frequent pattern.

Foreign-affiliate employment is export-ori-
ented and probably direct employment-cre-
ating, although some jobs will be lost in
home-country units (while others may be
gained). Indirect employment creation may
be minimal since foreign affiliates rely on
transformation of imported inputs.

Overall, in a firm, employment may decline if the
firm is in transition from a former stand-alone
strategy. One reason is that value-adding activities
are no longer replicated across different locations,
but rationalized and consolidated so as to reap
efficiency and scale advantages. The balance between
home and host-country effects is no longer clear
since the integrated producer faces a new set of
locational choices in which the home-country location
cannot be assumed to have an advantage.

Fmployment quality

Replication of the parent firm’s occupational
structure in a foreign affiliate setting, with
the exception of the highest value-added jobs
(viz., research and development, headquar-
ters functions). Industrial relations often fol-
low the national pattern as the foreign affili-
ate is more embedded within its host-coun-
try institutional framework.

Creates an international division of labour
in which low-skilled, low value-added jobs
may be predominant in the foreign affiliate.
Avoidance of trade unions may be one out-
come, as the integration sirategy is based
primarily on low labour costs, and integra-
tion increases system-wide vulnerability.

Deeper integration can imply a trend towards
convergence in certain elements of the employment
package in order to maximize the efficient
performance of a firm’s overall global system. Here,
too, differences in quality assigned to home versus
host-country locations are more difficult to predict.
A certain labour market specialization in given
affiliates does seem implied since an integrated
producer may assign global or regional responsibility
for individual activities to individual locations.

L ocation

Since the objective is primarily local market
serving, the geographical dispersion of firm
activities (and employment) will be within
major market areas, and thus more concen-
trated. A country’s trade-tariff policies may
be one factor encouraging inward foreign
direct investment in place of trade.

Since the objective is primarily resource- or
asset- (e.g., low-cost labour) seeking, loca-
tion decision may be more dispersed than
with a stand-alone strategy.

The integrated producer may separate more fully the
location of production from consumption of the fina
product. This is not to say that proximity to fina
markets is no longer an important location criterion
but it does imply that there is no longer any need td
perform all value-adding activities close to the fina
market. Integrated production is more strategic

asset-seeking and, given that the quality and cost of

human resources are important considerations, i
may imply a broader range of locational choices than
the other two strategies.

Source: UNCTAD, DTCI, based on Hamill, 1993b.
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B. Recent developments in employment in transnational corporations

1. Direct employment by transnational corporations: recent trends

(@) Global trends

During the past two decades, the magnitude of employment provided by TNCs has grown,
along with the proliferation of TNC activities and the growth in worldwide flows and stocks of
FDI1. However, during the past decade, the number of persons directly employed by TNCs (that
is, parent companies and their affiliates) has increased much more slowly than the nominal value
of FDI flows and stock. While the growth of employment in TNCs was only moderately below
that of FDI during 1975-1985, the divergence between the rate of direct employment growth
corresponding to TNCs and that of the increase in the world stock of FDI widened after 1985 (table
Iv.3).

The level of global direct employmentby TNCs is subject to cyclical fluctuations in economic
growth and influenced by shifts in industrial composition and differential regional and country
growth rates, as well as by changes in the organization of TNC activities. Several cyclical and
structural factors adversely affected employment growth in TNCs during the past decade; they
included slow economic growth in the developed countries in the early 1980s and again in the early
1990s, and a trend towards greater use of labour-saving technologies. In fact, data for a sample
of 300 of the largest TNCs indicate noticeable cyclical fluctuations in direct employment which, at
the end of the 1980s was lower than in 1980 and it is likely to have declined further following the
slowdown in economic activity worldwide in the early 1990s (box IV.4).

Several factors related to the organizational strategies and forms of TNC activities may have
contributed to the declining trends observed in employment in the largest TNCs:

¢ Adecline in directemployment in TNCs may be associated with the transition to integrated
international production, as firms restructure their activities in ways that increase efficien-
cy across the whole production system.

* A second downward pressure on direct employment may have arisen from the adoption
of new methods of work organization, such as “lean production” techniques (Sengenberg-
er and Campbell, 1993), or through the application of advanced manufacturing technolo-
gies to traditional processes. Integrated strategies may lead to a more rapid diffusion of
such labour-displacing organizational and technological innovation as a result of a greater
interdependence across affiliates, since “best-practice” work organization mustbe diffused
across the entire corporate system if individual elements of the system are not to produce
a drag on the entire system.

¢ A third impact on direct employment could arise if corporations, in rethinking their intra-
firm organization of corporate functions, replace in-house activities by inter-firm outsourc-
ing and subcontracting arrangements. Integrated international production may thus be
associated with an overall decline in direct employment, but an increase in employment
indirectly generated among subcontractors and external suppliers.

It is important here to underscore that integrated strategies per se do not portend a decline
in the level of employment within TNCs. Rather, it is the transition to such strategies that may
have unfavourable implications for current employment in established firms undertaking these
strategic changes. New firms that adopt integrated strategies from the start do not need to
restructure their existing assets.
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Table IV.3. World foreign-direct-investment stock and estimated employment in
transnational corporations, 1975, 1985, 1990 and 1992

(Millions of dollars and millions of employees)

Item 1975 1985 1990 1992
Outward FDI stock 282 674 1649 1932
Estimated employment in TNCs 40 65 70 732

Employment in parent companies

at home . 43 44 44 @

Employment in foreign affiliates . 22 26 294

Developed countries . 15 17 172
Developing countries . 7 9 122
China - . 3 6
Memorandum:
Employment in United States TNCs 26° 25 25
Of which:
employment in foreign affiliates 7 6 7

Source: UNCTAD, Division on Transnational Corporations and Investment, based on UNCTC, 1988a,
p. 24; and Parisotto, 1993, p. 34.

a Preliminary estimate.
b 1977.

As regards the influence of the considerable expansion of FDI activities on the amount of
employment accounted for by TNCs, although a certain number of firms became transnational
over the period — thereby adding to the total number of employees in TNCs — the most
prominent effect was an increase in the share of employment in foreign affiliates.

In host developed countries, that increase was less the result of direct job creation than that
of a process of exchange or reshuffling of ownership of already existing employees. A significant
part of FDI flows to developed countries during the second half of the 1980s took the form of
mergers and acquisitions by TNCs, as opposed to greenfield investments, thus resulting in
employment-acquisition, in many instances accompanied by restructuring and rationalization of
employment, rather than employment creation. A growing shift in the sectoral composition of
FDI towards services, such as trading, finance and real estate, that are less labour-intensive than
manufacturing also contributed to the relatively slow increase in employment in foreign affiliates
compared with the growth of FDI. In short, while there has been a certain amount of net direct
employment creation, the quantitative picture with respect to total employment in TNCs in the
developed countries — where most FDI is located — has not changed significantly despite the
dramatic expansion of FDI. The employment generating effects of FDI have been more visible in
host developing countries, partly as a result of the preponderance of greenfield investments that
added to net production capacity and the labour-intensive nature of the operations established by
TNCs in many of these countries (figure IV.1).
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{(b) Developed countries

Almost two-thirds of employment in TNCs is accounted for by parent companies” opera-
tions at home, primarily in developed countries, and, of the remainder, two-thirds is in their
foreign affiliates in developed host countries. It is important to underline that, except for the
United States, there are no comprehensive data on the total number of employees in TNCs.

Estimates suggest that the amount of total direct employment generated by TNCs from the
major developed countries broadly parallels the significance of their home countries as outward
investors, with TNCs from the United States accounting for the largest number of employees,
followed by those based in the United Kingdom, Germany, Japan and France (table IV.4). During
the 1980s, particularly in the second half of that decade, employment in foreign affiliates of TNCs
based in major developed home countries rose (table IV.5). For instance, employment in foreign
affiliates of Japanese TNCs more than doubled from 716,000 in 1980 to 1.6 million in 1991.

Increases of employment were also registered in the foreign affiliates of TNCsbased in other
major developed countries. In the case of the United States, however, there was virtually no
growth in employment in foreign affiliates during the period 1982-1991. Employment increased
in foreign affiliates in services, but that hardly compensated for the decline in manufacturing
employment. A large and growing portion of outward FDI from the United States during the past
decade took place in services, particularly financial (non-banking) activities, resulting in a shift of
FDI stock towards services in general and financial activities in particular. These services
accounted, however, for a much smaller share of total employment in foreign affiliates of United
States TNCs, reflecting their lower employment-generating capacity as compared with manufac-
turing. A similar development took place in the case of Germany and Japan. In all the three
countries, manufacturing accounts for a relatively higher share of employment in foreign affiliates
than its share of total outward FDI stocks (table IV.6): manufacturing accounted for between 70
and 80 per cent of employment in foreign affiliates at the beginning of the 1990s, while its share

Figure IV.1. Inward foreign-direct-investment stock and estimated employment in foreign
affiliates, 1985, 1990 and 1992

(Millions of dollars and millions of employees)

Stock Employment
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Source:UNCTAD, Division on Transnational Corporations and Investment.
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in total FDI was between 30 and 50 per cent. This relationship holds true also for nearly every
industry. Differences are minor for the chemical industry, but they are more evident in the textiles,
leather and clothing, electrical equipment, motor vehicle and other manufacturing industries, in
particular for Japan. Correspondingly, the opposite pattern in the relative distribution of
employment versus FDI stock characterizes both the primary and tertiary sectors.

A main change in the 1980s was the decline in the share of outward FDI stock in the primary
sector, coupled with a corresponding decline in the employment associated with this investment.
The share of the tertiary sector in outward FDI stock increased by over 10 percentage points in
Germany and the United States and about 18 percentage points in Japan. The corresponding
increase in the share of employment in foreign affiliates associated with this shift was more
modest, ranging around 4 percentage points in Germany and the United States and an even
smaller increase in Japan (table IV.6).

Therefore, the shift of outward investment towards the tertiary sector lowers the rate at
which foreign affiliate employment grows. That sector is, of course, very diverse, ranging from
labour-intensive activities, such as hotels, restaurants and retail trade, to industries such as public
utilities and finance. Public utilities are capital intensive and provide relatively littleemployment.
They have recently reappeared as a destination for developed countries’ outward FDI, and seem
likely to grow further in importance as developing countries attempt to improve their communi-
cations systems. A large part of the increase in FDI in the tertiary sector in the 1980s, however,
was accounted for by FDI in financial services, insurance and real estate. While these industries
are not very intensive in their use of physical capital, they provide little increase in employment
because they are typically intensive in the use of financial capital and technology, rather than
labour. To some extent, the likelihood of gains in employment from FDI in finance has been
reduced by policies of the host countries. In many countries, foreign banks are barred or
discouraged from retail banking, a relatively labour-intensive part of banking, and are confined
to international or TNC lending, with less need for host-country labour.

With the notable exception of United States TNCs, the growth rate of employment in foreign
affiliates of developed country TNCs was generally higher than that of total national employment
in developed home countries (table IV.7). Moreover, it appears that, during the 1980s, TNCs
themselves probably generated less additional employment in their operations at home than in
their affiliates abroad, which partly attests to the increasing importance of production abroad for
TNCs. For example, employees in foreign affiliates abroad as a proportion of total employees in
Swedish industrial TNCs rose from 41 per cent in 1986 to 61 per cent in 1990. At the same time,
employees in operations at home declined sharply, both in absolute terms and as a share of total
industrial employment in Sweden (box IV.5)." In the case of United States TNCs, the ratio of
employment in foreign affiliates to total TNC employment rose slightly from 21 per cent in 1982
to 23 per cent in 1991 (Mataloni, 1993).

The geographical distribution of employment in foreign affiliates varies across developed
home countries. A quarter to one-third of employment abroad of TNCsbased in France, Germany,
Italy and the United States is in developing countries, mainly Latin America and South, East and
South-East Asia and the Pacific (table IV.8). Japan is a major exception in this respect, with over
half of employment in foreign affiliates of Japanese TNCs being located in developing countries,
primarily in the Asian-Pacific region (table IV.8). Smaller countries, such as Finland, Sweden and
Switzerland, tend to have a much higher concentration of TNC employment in developed
countries, mainly in the European Union. It is worth noting that developing countries generally
account for considerably lower shares of the outward FDI stocks than their shares of employment
in foreign affiliates of TNCs based in the major developed countries.?

The growth of employment in foreign affiliates during the 1980s has been strong in host
developed countries (table 1IV.7), particularly in North America and the European Union,
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Table IV.4. Outward and inward stock of foreign direct investment
and related employment, selected developed countries, 1990

(Millions of dollars and thousands of employees)

Employees
in TNCs
originating in country Employees
Outward in foreign
FDI Total In foreign Inward affiliates in
Country Year stock worldwide _ affiliates __ Year FDI stock country
Australia 1989 29 569 846 * . 1987 39 689 200®
Belgium and
Luxembourg 1989 22 651 266 © . 1980 7 306 3494
Canada 1984 35 888 1174 . 1986 66 934 1329
France 1990 110 126 3680 ° 2 100 1989 60 588 773 %
Germany 1990 151 551 4459 & 2 337 1990 119 619 1789
Italy 1991 12 702 1110* 511 1990 57 985 506
Japan 1990 202 450 4064 ¢ 1550 1990 34 630 182
Netherlands 1981 40 311 1454 1071° 1989 54 979 196 ®
Sweden 1990 49 842 1110¢ 590 1990 11759 206
Switzerland 1990 65731 10955 779 1988 25 299 1301
United Kingdom 1981 88 222 5484 1390 1990 203 905 775
United States - 1991 466 870 24 909 6 833 1991 414 358 4 809

Source: UNCTAD, Division on Transnational Corporations and Investment, based on Parisotto, 1993, and
national official sources.

a Sample of 34 companies.
b Manufacturing only.

¢ Sample of 15 companies.
d 1978.

e Sample of 100 companies.
f Sample of 87 companies.
g 1989.

h 1987.

i Estimate for 1981.

j 1988.

although employment has diminished slightly in the affiliates of United States TNCs in the latter
region. The share of employment in foreign affiliates relative to total national employment is,
nevertheless, low for the major host developed countries and regions, amounting, for instance, to
just 4 per cent in the case of the United States in 1990 and 3 per cent in the European Community
taken as a whole in 1988.2 In Japan, it is barely visible. But the share of foreign affiliates in
manufacturing employment is generally higher. Attaining between 10 and 20 per cent or more
of total manufacturing employment in most developed host countries (table IV.9), manufacturing
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Table IV.5. Selected home and host countries: employment in foreign affiliates, total and
manufacturing, selected years

(Thousands of employees and percentage)

Employment in inward affiliates Employment in outward affiliates
(Thousands) (Thousands)
Share of
Share of manufac-
manufacturing turing
Manufac- in total Manufac- in total
Country Year Total turing (Percentage) Year Total turing (Percentage)
France 1980 812
1986 718 “ " " .
1990 773 1992 2266 1359 60
Germany 1980 1636 1240 76 1980 1743 1312 75
1986 1500 1071 71 1986 1788 1276 71
1991 1830 1224 67 1991 2370 1660 70
Italy 1986 476 1986 322
1991 508 1991 511
Japan @ 1980 215 178 83 1980 716 611 85
1990 182 145 79 1986 921 726 79
1991 1621 1261 78
Sweden ® 1980 114 56 49 1980 326 “ “
1988 195 117 60 1987 488 458 94
1990 224 128 57 1990 590 523 89
Switzerland 1985 1985 644 539 84
1992 1992 1079 837 78
United States © 1981 2417 1300 54 1982 6640 4429 67
1986 2938 1412 48 1986 6250 4120 66
1991 4809 2215 46 1991 6898 4270 62

Source: UNCTAD, Division on Transnational Corporations and Investment, based on national official sources.

a Excluding banking, finance and insurance.
b Manufacturing includes mining.

¢ Non-bank affiliates.
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Table IV.6. Distribution of outward foreign direct investment stock and employment in foreign affiliates of
transnational corporations based in Germany, Japan and the United States by industry/sector, selected years

(Percentage)

Germany Japan® United States ®

1991 ' 1983 1990 1982 1991 1982
Sector and industry Stock Employment Stock Employment Stock Employment Stock  Employment Stock  Employment StockEmployment

Primary 1 1 4 1
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N
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Agriculture
Mining
Petroleam
Secondary 5
Food, beverages and tobacco
Textiles, leather and clothing
Paper
Chemicals
Coal and petroleum products
Rubber products
Non-metallic mineral products
Metals
Mechanical equipment
Electrical equipment
Motor vehicles
Other transport equipment
Other manufacturing
Tertiary
Construction
Distributive trade
Transport and communications
Finance and insurance
Real estate
Other services
Total 100
Total (billions of dollars and
thousands of employees) 259 2375 123 1617 240 1550 47 881 467 6898 215 6816
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Table IV.7. Annual average rate of change of employment in foreign affiliates of
transnational corporations, by home country and host region, and
of total domestic employment, selected developed countries

(Percentage)
United
Germany Italy * Japan * Sweden * Switzerland | States ¢
Host region (1982-1991) | (1985-1991) | (1982-1990) |(1982-1990) | (1985-1990) |(1982-1991)
All areas 35 8.0 9.7 7.1 7.2 0.3
Developed countries 4.1 10.1 16.1 7.3 6.9 0.6
North America 3.2 16.9 18.9 9.5 10.0 -0.0
European Union 4.3 6.2 176 9.3 6.2 0.5
Other Europe 6.7 14.7 . -0.6¢ 10.5 3.8
Other developed
countries 0.8 . . -6.3 -5.9 1.1
Developing countries 1.8 8.0 43 -6.2 8.4 -0.1
Latin America 1.6 6.1 1.7 . 1.6 0.1
Africa -0.6 4.7 -14 . 21.5 -3.3
Western Asia -3.0 452 -5.3 . .. ©-10.7
South, East and
South-East Asia and
the Pacific 3.7 8.3 8.0 8.0 154 2.3
Memorandum:
Rate of change
in total domestic employment
All sectors ¢ 1.0 0.4 1.1 0.7 1.6 1.6
Manufacturing -3.4 -0.0 1.0 0.1 -1.3 0.1

Source: UNCTAD, Division on Transnational Corporations and Investment, based on national official sources.

Manufacturing only.

Excluding banking, finance and insurance.
Excluding banks.

All Europe.

Nordic area only.

Including banks.

-0 o0 o

continues to account for the bulk of TNC employment, although the transnationalization of the
services sector has increased rapidly in terms of FDI shares in recent years. The manufacturing
industries in which foreign affiliate employment has been highest in developed host countries
have been the chemical, electronic and automotive industries.® In these industries, employment
generated by foreign affiliates in the past three years has either stabilized or continued to grow.
On the other hand, employment has declined in metals and metal manufactures and, in some
cases, in the oil industry.

With a few major exceptions (Canada, Germany and Japan), the employment shares of
foreign affiliates in total manufacturing employment in host developed countries increased
during the 1980s. This trend reflected large FDI inflows that either created new jobs or shifted the
ownership of production activities to foreign TNCs, as well as better employment performances
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Table IV.8. Distribution of employment in foreign affiliates,
by host region, selected developed home countries
(Percentage and thousands of employees)

United
France | Germany Italy = Japan * | Sweden ° | Switzerland| States °
Host region (1992) (1991) (1991) (1990) (1990) (1990) (1991)
Developed countries 721 747 63.0 49.5 86.4 79.5 69.0
North America . 215 11.5 30.1 229 20.0 133
European Union 45.5 35.1 49.1 13.5 55.9 46.0 40.1
Other Europe 1.1¢ 13.9 8.0 0.6 4.9 11.1 3.1
Other developed
countries - 4.2 - 3.3 28 24 12.5
Developing countries 27.9 253 329 52.5 13.6 20.5 31.0
Latin America and the
Caribbean 8.6 15.2 19.0 9.9 9.0 19.5
South America . 12.6 . 7.4 . . 9.3
Central America . 27 . . . . 9.6
Caribbean . 0.0 . . . . 0.7
Africa 13.4 22 5.2 1.0 0.1 3.0 1.2
Western Asia . 0.6 . 0.5 . 0.9 0.7
South, East and South-East
Asia and the Pacific 5.98 7.3 5.1 43.6 3.6 7.5 9.6
Total 100 100 100k 100 100 100 100
Total (Thousands of 2 266 2375 511 1550 308 1048 6 898
employees)

Source: UNCTAD, Division on Transnational Corporations and Investment, based on national sources.

Manufacturing only.

Excluding banking, finance and insurance.
Excluding banks.

Eastern Europe only.

Nordic countries.

Including developing countries in Oceania.
Including Western Asia.

Including unallocated.

ool th e 0,0 T

of foreign affiliates relative to domestic firms (OECD, 1993b). The latter result can be partly
explained by the concentration of TNCs in science-based and scale-intensive industries that
experienced a higher rate of growth of output (or a lower decline) relative to labour-or resource-
intensive industries in developed countries during the 1980s (Papaconstantinou, 1993).
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(c) Developing countries

Because developing countries are overwhelmingly host rather than home countries for
TNCs, it is the employment in foreign affiliates located in their economies that is of greater
relevance for them. Indeed, less than 10 million workers out of the total of more than 70 million
directly employed in TNCs were employed in foreign affiliates in developing countries in 1990;
the number increased to an estimated 12 million in 1992 (table IV.3). In general, such employment
has comprised less than two per cent of the economically active population of most of the
developing countries for which data are available (table IV.10). In most developing countries, the
employment directly provided by TNCs is thus virtually inconsequential at the aggregate level;
inotherwords, few, if any, of the large numbers of poor in the developing world that are often rural
and either unemployed or underemployed have any prospect of working in a foreign affiliate.
However, the overall share mentioned above conceals disparities between and, more importantly,
within countries reflecting the pattern of FDI. Over the 1980s and early 1990s, for example, a

Table IV.9. Selected home and host countries: share of employment
by foreign affiliates in total manufacturing employment, various years

(Percentage)

Country Year ~ Home country * Year Host country *
Australia . - 1987 23.8
Austria 1982 34.1 1985 36.5
Denmark " . 1986 124
Finland 1988 36.7 1988 84
France 1992 30.1 1990 16.4
Germany © 1992 24.0 1992 17.0
Greece . . 1977 21.3
Ireland “ w 1987 428
Italy 1991 10.8 1991 10.7
Japan 1991 8.1 1990 1.0
Netherlands 1987 60.5 ¢ 1987 14.0
New Zealand - . 1990 23.7
Norway 1981 25 1989 6.4
Portugal v . 1984 12.9
Sweden © 1990 47.0 1990 115
Switzerland 1992 95.5 "
Turkey . . 1990 324
United Kingdom 1981 229 1990 14.9 ¢
United States 1991 20.8 1991 10.8

Source:  UN-TCMD, 1993b, except where indicated otherwise.

a Ratio of total employment in affiliates abroad of TNCs originating in country to total manufacturing
employment in country. )

Ratio of total employment in foreign affiliates in country to total manufacturing employment in country.
Data obtained from R. Jungnickel, 1994.

Data obtained from OECD, 1993b.

Manufacturing includes mining.

® a 6 o
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number of Asian countries with dynamic economies, as well as a few other countries such as
Mexico have attracted considerable FDI and have become more fully integrated into the interna-
tional division of labour, with significant benefits in terms of the direct and indirect generation of
new jobs. Generally, however, countries with higher shares of employment in foreign affiliates
to total employment have tended to be economies that have small populations, such as Botswana,
Jamaica or Singapore (table IV.10). Among the larger developing economies, Malaysia is the only
country with the share of foreign affiliates in total employment exceeding two per cent. In contrast
to its limited significance relative to aggregate employment, however, the role of TNC employ-
ment in the modern manufacturing sector of developing countries is often substantial (table
IV.10). Indeed, TNCs account for one-fifth or more of total manufacturing paid employment in
a number of countries, both large and small, e.g., Argentina, Barbados, Botswana, Indonesia,
Malaysia, Mauritius, Mexico, the Philippines, Singapore and Sri Lanka.

Judging from data on employment in foreign affiliates of TNCs from the major home
countries, employment in foreign affiliates in host developing countries expanded during the
1980s. However, while some developing countries saw a growth in direct employment in foreign
affiliates, others, including several countries in Africa, West Asia and Latin America, experienced
a decline (table 1IV.7). Employment also increased rapidly in export processing zones of
developing countries growing at an annual rate of 9 per cent during 1975-1986 and 14 per cent
during 1986-1990 (Parisotto, 1993, p. 61).

Since 1991, FDI inflows into developing countries and economies in Central and Eastern
Europe have been rising considerably faster in relation to those into developed countries (chapter
II). Major opportunities for foreign investors have been provided by large privatization pro-
grammes in many developing countries, including Argentina, Chile, Indonesia, Hungary,
Mexico, Peru, Singapore and Venezuela. The employment impact of the participation of TNCs in
privatization programmes may be uncertain, at least in the short-term, as streamlining of
employment by the new owners is likely to occur. Most of the increase of foreign affiliate
employment in recent years has been concentrated in China, where joint ventures and greenfield
investments of a largely labour-intensive orientation expanded at a rapid rate. Employment in
foreign affiliates in China increased from 0.9 million in 1987 to 3.2 million in 1990 and further to
6 million in 19925 If the current trend towards the expansion of FDI into developing countries
continues, the pace of employment generation by TNCs can be expected to grow rapidly in the
future.

A question of some interest to developed home countries is the extent to which affiliate
employment in developing host countries represents a relocation of jobs formerly situated in their
economies (box IV.6). As discussed earlier, the effects of outward FDI on home country
employment are not easy to assess. Among other things, they are influenced by the pattern and
motivation of FDI, for instance, whether it is resource-seeking or market-seeking investment. In
the case of developing countries, available data suggest that about half of the FDI they receive is
in the primary and tertiary sectors (UNCTAD-DTCI, 1993a, p. 62). These investments are typically
location-bound and involve little, if any, relocation of production and, hence, employment from
home countries. As far as FDI in manufacturing is concerned, it is often meant to serve domestic
markets (i.e., it is market-seeking); and, for a number of reasons, such markets cannot be served
by exports, e.g., in the case of high tariff barriers or low-cost domestic competition. In fact, such
investment rather maintains or creates employment in home countries, to the extent that foreign
affiliates are dependent on home country firms for intermediate products or services. The
remainder of manufacturing FDI represents, therefore, the maximum potential for relocation
effects. Although data limitations make it difficult to arrive at an estimate of these latter effects,
the magnitude is likely to be low, especially also in relation to the size of labour markets in
developed countries. This is not to say, however, that employment in a few specific industries
(e.g., electronics and textiles) may not have been considerably affected. Larger displacement
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Table IV.10. Employees in foreign affiliates, by host developing country/area,
all sectors and manufacturing, latest available year

(Thousands of employees and percentage)

All sectors Manufacturing
Number of ! i
employees |  Share of Number of Share of 2
in economically- | Share of | employees  |economically- Share |
foreign active paid in foreign active of paid |
firms population |employment | affiliates population  |employment
Economy/area Thousands)| (Percentage) |(Percentage) {(Thousands) | (Percentage) (Percentage)g Year
Africa ;
Botswana 35 8 . 6 . 36 1989
Cameroon 35 1 10 - 34 . . 11984
Céte d'Ivoire 61 1 14 2 34 . . 11984
Mauritius ’ - . . 35 26 33 | 1990
Rwanda 6 . . 2 14 . 11989
Senegal 41 1 . 26 . . 11984
Tunisia . 47 . . 1990
Zaire 67 1 30 4 N . 11984
Asia ;
China 4831 . - . - . 11991
Hong Kong . . . 81 12 . 11991
Indonesia . 1 . 400 7 24 | 1985
Korea,
Republic of 315 2 . 288 9 ’ 15 /1978
Malaysia 2154 4 . 188 ¢ . . 1984
Philippines 184 4 . 124 5 20¢ ;1988
Singapore 270 21 26 193 5 588 . 1988
Sri Lanka . . . 71% 8 40 1989
Taiwan Province
of China 250 . - 160 - . | 1989
Thailand 205 ¢ ; N 183 9 ‘ 15 : 1986
Latin America
and the Caribbean :
Argentina . . . 185 . 321 11984
| Barbados ’ . . . 3 19 31 | 1989
Brazil . . . 909 14 . 11977
Colombia . N . 81 . 16 | 1981
Jamaica 87 10 12 36 26 . 11988
Mexico 756 2 12 516 ¥ 8 21 11988
Panama 24 . 3 4 6 .. 11988
Uruguay 24 2 . 15 7k . 11988

Source: UNCTAD, Division on Transnational Corporations and Investment, based on Parisotto, 1993, p. 56; and
International Labour Office, Yearbook of Labour Statistics, various years and national official sources.

a Modern sector,

b Firms with 20 or more workers.

¢ Firms with five or more workers.

d Data for 1990. e Majority-owned foreign limited companies.

f Firms with ten or more workers. 4

g Private sector firms with ten or more workers.

h Foreign firms in Greater Colombo area 1986, paid employment in firms with five or more workers.

i Firms with 300 or more workers.

j Instituto Mexicano del Seguro Social.

k 1987 Censo Economico Nacional.
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effects may actually have taken place through trade, reflecting the emergence of independent
producers in developing economies, as well as intra-firm trade or reliance by TNCs on subcon-
tracting arrangements with suppliers in developing countries. Recent empirical work by the
Organisation for Economic Co-operation and Development (OECD) suggests that even the impact
of trade between OECD and developing countries on unemployment in developed countries has
not been large. Estimates on the employment content of net imports from developing to
developed countries, i.e., employment displaced through trade, range from 1 to 9 million person-
years.®

For many developing countries, one of the most discussed aspects of employment-creation
is the establishment or expansion of export processing and other special economic zones. These
zones are a significant avenue in terms of the number of jobs created through FDI (table IV.11).
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At present, nearly 200 zones in approximately 60 developing countries directly provide about four
million jobs; additional export processing zones are planned for at least 20 more countries. In
China alone, more than two million persons were employed in such zones in 1990 (Starnberg
Institute, 1991).” There are several other countries that are success stories in terms of job-creation
through export processing zones, but others have been less successful (table IV.11). Ttis important
to note that TNCs are not the only investors in these zones, although they have a crucial role in
the initial stages. The part1c1pat10n of local employers varies considerably across the various
zones, but it generally increases over time as the zones’ activities get rooted and attract the
attention of local entrepreneurs.

The process of evolution of export processing zones partly reflects the changing labour cost
advantages of developing countries for TNCs. A distinction can be made between the first

cations presented b A,' u report(Borotraetal 1993) Agroup'
les th 5 per cent‘ f the F Istock ‘held by French TNCs abroad

S in ir ernatlonal trade also produced'
¢ 1 the rapldly growmg South-East A51an~
g AnCs, with t newly :
- of 6;b"lhcn Frenc” fran "m 1993 (H em,1994 Accor
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Table IV.11. Employment in export processing zones and other special zones
in developing countries, 1990 (or latest available year)

(Number of employees)

Number of economic processing

Economy or area 2ones in operation Number of employees
Africa 31 230 648
: Botswana 1 13 000
Egypt 7 25 000
Ghana 1 2600
Lesotho 1
Liberia 1 .
Mauritius 7 90 000
Morocco 1 1500
Senegal 1 1200
Swaziland 1 .-
Togo 1 3971
Tunisia * 9 93 377°®
Asia and the Pacific 57 2 666 349
Bahrain 2 4 600
Bangladesh 1 10 000
China 7 2200 000
Fiji * - .
India 6 30 000
Jordan 1 .
Korea, Republic of 2 21910°
Macao 4 60 000
Malaysia 10 98 900
Pakistan 3 2000
Philippines 5 43211°
Sri Lanka 2 71 358
Syrian Arab Republic 6 -
Taiwan Province of China 3 70 700
Thailand 1 27 990
Tonga 1 .
United Arab Emirates 2 5500
Yemen 1 .
Latin America and the Caribbean 85 1087 449
Antigua and Barbuda 1 -
Argentina 1 .
Aruba 2 800
Bahamas 2 8 000
Barbados - 20 000
Belize 1 600
Brazil 1 137 000
Chile 1 8500
Colombia 8 7 000
Costa Rica 4 6 000
Dominica 1 .
Dominican Republic 18 150 000
El Salvador 1 5 890
Grenada 1 .
Guatemala 1 55 000
Haiti 2 43 000
Honduras 3 3000
Jamaica 4 18 000
Mexico 23 460 000
Netherlands Antilles 1 300
Nicaragua 1 -
Panama 1 6476
Puerto Rico 2 155 000
St. Kitts and Nevis 1 583
St. Lucia 2 1500
St. Vincent 1 400
Trinidad and Tobago 1 400
Total 173 ' 3 953 107

Source: ILO-MULTI database, based on Starnberg Institute, 1991 and other sources.
a There are no geographically demarcated export processing zones, but industrial areas in which a number of exporting

enterprises enjoy conditions similar to those generally granted in the zones.
b 1991.
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generation of zones (i.e., those in the 1970s or early 1980s) that are now reaching maturity,
and the second generation, including export processing zones that have experienced considerable
expansion throughout the late 1980s and early 1990s.

¢ The former category includes “mature” zones in countries or areas like Mauritius, the
Philippines, the Republic of Korea and Taiwan Province of China. These zones have gone
through the full life cycle of a typical export processing zone. Initially, employment in the
zones expanded rapidly thanks to sustained FDI in labour-intensive operations. Aswages
and working conditions improved and restrictions on union activities became less severe,
capital-intensive production gradually replaced labour-intensive activities, and there was
adecline in FDI inflows that triggered a fall in employment as labour-intensive production
was relocated to more convenient locations.

® The second category includes zones in countries like China, the Dominican Republic,
Guatemala, Mexico, Sri Lanka and Tunisia. These registered a considerable expansion in
the late 1980s, partly as a result of the relocation of investment in simple, labour-intensive
manufacturing production from the newly industrializing economies of Asia.

The experience of both categories of zones suggests that the establishment of export
processing zones can be a useful strategy for the generation of employment through FDI.
However, ithas definite limitations, both in terms of the kinds of jobs generated (see the discussion
on quality of employment below) and the long-term sustainability of those jobs. Production in the
majority of the export-processing zones has been concentrated either in textiles and garments or
in electrical and electronic products, suggesting that the attraction of low-cost labour, even when
reinforced by other incentives, is confined to FDI in a limited group of industries. Furthermore,
over time, as labour costs increase, such FDI is likely to relocate and countries can maintain the
level and growth of FDI and related employment only by investing in education and skill
enhancement and encouraging TNCs to invest in more technology-intensive processes and
products. Such a strategy has been pursued successfully, for example, by some of the newly
industrializing economies of Asia.

Large, well-established TNCs have been the primary targets of promotion efforts by export
processing zone authorities. However, with the exception of large TNCs in electronics, the
majority of foreign investors in these zones are small and medium-sized firms. The latter, in fact,
are more attracted by the incentives offered by the zones and the low costs of production than are
their larger counterparts, since their locational decisions are often more influenced by short-term
cost considerations. From the viewpoint of employment, this is useful for developing countries
because affiliates of small and medium-sized TNCs tend to be relatively efficient generators of
employment, with higher labour-capital ratios than affiliates of large TNCs or indigenous firms
in developing countries (UNCTAD-DTCI, 1993c, pp. 115-116).

Some developing economies — particularly in the Asian region — are also emerging as
home bases for TNCs. During 1986-1990, partly in response to rising labour costs at home,
outward investment by companies from these economies increased rapidly — twice as fast as that
from the developed countries — and now accounts for some one-third of inward FDI in a number
of Asian countries. Indeed, TNCs from these economies are largely responsible for the rapid
growth of inward FDI (chapter II) and related employment in China. Although their share in FDI
inflows worldwide remains small, their significance as employers for home as well as host
countries has increased and is likely to grow further. This is of relevance for host developing
countries, where the greater proportion of FDI from developing economies is located.
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2. Indirect employment effects and spill-overs

In addition to the numbers of those directly employed, TNCs, like other enterprises,
generate employment opportunities through various linkages with enterprises in home and host
countries and multiplier effects (table IV.12). As a general rule, for each job directly generated by
a TNC, one to two may result indirectly from backward and forward linkages (see below).
Backward linkages, e.g., through the purchasing of raw materials, parts, components and services
from subcontractors and external suppliers, are among the principal channels through which
TNCs can indirectly contribute to employment generation. The importance of these effects has
grown in recent years, following the trend towards a deeper division of labour and the declining
degree of vertical integration that is occurring within the largest firms. These firms progressively
focused on a smaller part of the value-added chain, relying increasingly, for technological or
flexibility reasons, on national and international outsourcing. Employment, as a consequence, is
being gradually externalized (box IV.7). Forward linkages, such as ties between TNCs and the
distributors of their products, can also create jobs, although not to the same extent as backward
linkages.

Table IV.12. Indirect employment-generating effects of transnational corporations in host
countries

Type of effect Ilustration

Vertical

Upstream (backward) Employment indirectly generated by foreign affiliates in their local suppliers
linkages of raw materials, parts, components, services etc.

Downstream (forward) | Employment indirectly generated by foreign affiliates in their local

linkages customers (e.g., distributors, service agents etc.).
Horizontal
Narrow Employment indirectly generated (or displaced) in local enterprises competing in

the same industry as foreign affiliates.

Broad Employment indirectly generated in local enterprises active in industries other
than those of foreign affiliates.

Macroeconomic Employment indirectly generated throughout the host economy as a result of
spending by foreign affiliate workers or shareholders, or displaced as a result of
the increased import content of production.

Source. adapted from ILO, 1984a.

Based on the results of various empirical investigations with respect to the relative

significance of the indirect employment effects of the activities of TNCs in host countries, anumber
of observations can be made: ?

« Indirect effects are on the whole positive and substantial; under certain conditions, they
generate roughly the same or more number of jobs than TNCs create directly. Indeed,
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estimates for the early 1980s based on input-output analyses suggest that one to two jobs
were generated indirectly for each job directly created by foreign affiliates in the case of
Thailand, the Philippines and Association of South-East Asian Nations countries taken as
a whole (Miranda, 1994, p. 19 and Watanabe, 1993, p. 136). A much lower coefficient (one
indirectjob for every four directjobs) has been estimated, however, in a similar exercise for
the Mexican maquiladoras in 1989, largely as a result of the prevalence of off-shore assembly
production (Fuentes et al., 1993, p. 176). In general, the direct creation of jobs in export
processing zones has been considerable in many countries, but the indirect employment
effects of these zones are rather weak owing to few backward and forward linkages. Based
on a series of eight recent case studies of foreign affiliates in developed and developing
countries, it has been estimated that the average coefficient of indirect employment
generation is 1.6; in other words, 1.6 jobs are generated indirectly as a result of one job
directly created by the affiliates (Dupuy and Savary, 1993). This result takes into account
only the employment generated indirectly through backward linkages (average coefficient
equal to 0.9) and forward linkages (average coefficient equal to 0.7).

Indirect effects vary to a great extent in accordance with the modalities of FDI projects, the
industry of the investment, the sourcing strategy of the foreign investor and the conditions
in the host country. The nature of each affiliate and the degree of its integration within the
global network organized by the parent company were major factors in explaining large
differences across the various affiliates (Dupuy and Savary, 1993). Affiliates that were
strongly rooted in a host country and mainly oriented to the domestic market accounted
for significantlocal procurement (e.g., Capral-Nestlé in Cote d'Ivoire). Assemblers of final
products, highly integrated in the global sourcing strategy of the parent company, had
negligible indirect employment effects (e.g., the affiliates of NEC in Thailand). The most
interesting case was that of highly integrated affiliates characterized by a variety of tasks,
including intermediate and final assembly for the national and international market, which
accounted for strong backward linkages with the host economy (e.g., IBM-Montpellier in
France and Fasa-Renault in Spain).

Linkages with local enterprises are likely to increase over time as foreign affiliates get
rooted in the host economy, as illustrated by the case of Nissan Motor Manufacturing
(United  Kingdom) Ltd. (box IV.8). As far as foreign affiliates of Japanese TNCs are
concerned, the local procurement ratio in 1989 was 63 per cent among manufacturing
affiliates established before 1970 and 45 per cent among those established in the first half
of the 1980s (Watanabe, 1993, p. 139). In some cases, and sometimes also in response to
local-content rules, major foreign investors have induced their traditional supplier firms at
home to follow them to the host countries.

Major narrow and broad horizontal employment effects are likely to result from the role of
TNCs as catalysts in bringing about long-term structural transformation in a host economy, for
instance by introducing advanced technical standards, providing a stimulus to the endogenous
accumulation of technological and organizational capacities and creating links with world
markets. In this regard, quantitative effects are considered as closely interwoven with qualitative
and other spill-over effects, as long as the latter help to generate sustained economic growth and
employment in the host countries. Not much evidence is, however, available on the importance
of the qualitative effects and the conditions that are necessary to optimize the advantages of FDI
for employment in a host country. The newly industrializing economies of East Asia have been
able to gain skilfully in terms of industrial restructuring and employment from the presence of
foreign investors, particularly when the development of local capacity in some industries, e.g.,
electronics, has been supported by sectoral programmes 'and competent guidance by the host
government (Henderson, 1993, p. 40). The experience of Mexico is similar (UNCTC, 1992c, p. 86).
On the other hand, in many other developing countries, a similar virtuous circle of industrial
restructuring leading to employment upgrading has not yet emerged.
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C. International production and the quality of employment

The quality of the employment generated by TNCs is an area of principal concern for policy
makers in both host and home countries, as governments compete vigorously to attract or retain
investments by TNC:s in activities that provide high-wage, high-skill jobs. As with the question
of employment quantity, the range of direct and indirect effects is quite broad, and each individual
effect may be positive or negative (table IV.1). There is a general agreement, however, that TNCs
provide employment on conditions that, on the whole, compare favourably with those prevailing
among domestic firmsin host countries. This conclusion is supported by a relatively large amount
of empirical and anecdotal evidence. Indeed, TNCs tend to be concentrated in high skills-and
marketing-intensive industries and use more capital-intensive technologies and superior mana-
gerial and organizational techniques. These features — together with the increasing importance
of skills and quality of work in generating competitive advantages — account for more favourable
conditions and opportunities for workers in TNCs. Thus, in general, TNCs have a large and
increasing potential to exert a positive qualitative influence on labour markets and working
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conditions in home and host countries. This section reviews main issues related to the impact of
TNCs on the quality of employment, broadly defined, and discusses some potential implications
of integrated international production for employment quality. (The importance of TNCs as a
source of training and human resource development in the countries in which they operate will
be discussed more fully in chapter V.)

1. Quality of employment in transnational corporations

Generally speaking, at the aggregate and industry levels, the workforce directly employed
by foreign affiliates enjoys superior wages, conditions of work and social security benefits relative
to the conditions prevailing in domestic firms. In developed countries, for instance, the average
level of wages and salaries in foreign affiliates has been found without exception to be above that
in domestic firms, and the gap between affiliates and domestic companies continued to grow
during the 1980s (OECD, 1993b). The increase in wage differentials in favour of foreign affiliates
ranged from over 10 per cent in France, Ireland, Sweden and the United Kingdom to a peak of 134
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per cent in Turkey (OECD, 1993b). In the United States, affiliates of foreign TNCs pay, on average,
wages almost 30 per cent above those paid by locally owned firms; even within manufacturing,
foreign affiliates’ wages are more than 12 per cent higher.” In Indonesia, Malaysia, Peru and
Thailand, on average, TNCs pay generally higher wages than local companies (Hill, 1993a, Yong,
1988, Vasquez, Aparicio-Valdez and Benedo, 1989, Sibunruang and Brimble, 1989).

A number of closely-related factors explain why remuneration generally tends to be better
in foreign affiliates than in local firms:

e Productivity in foreign affiliates tends to be higher on average than that in domestic firms.
Foreign affiliates tend to be concentrated in high skill, marketing and capital-intensive
industries in which the occupational mix of employment often differs from that in national
firms.” Thus, for instance, while foreign affiliates in the United Kingdom have approxi-
mately a 20 per cent productivity advantage over similar domestic producers and,
therefore, pay more than domestic firms (Davies and Lyons, 1991), correcting for the
difference in the distribution of firms across industries brings the average wage gap to
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about 6 per cent (Driffield, 1991). In the United States, on the other hand, foreign ownership
per se did not account for differences in wage levels, as these were entirely explained by
industry mix and size of establishments (Howenstine and Zeile, 1994). Disparities between
foreign and domestic firms in size, technology and organization of production are
especially pronounced in developing countries and explain the prevalence of large wage
differentials, even when comparisons are made at the firm level (Jenkins, 1991 and box
IvV.9).

® World-market oriented strategies require well-disciplined workers who can be counted
upon to meet quality-control standards and production schedules decided upon on the
basis of the position that a foreign firm occupies in a production network. An option for
reducing the risk of production errors and delays is to offer attractive inducements to
workers to join and remain with foreign affiliates rather than national firms. These
inducements are likely to be especially costly in countries where local skilled labour and
managers are scarce.

- Slmllar
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o The likelihood that TNCs offer favourable wages, training and working conditions to
prospective employees is most pronounced in circumstances in which the host-country
culture is biased in favour of domestic companies.

o Because of their high-visibility profile, TNCs are in part motivated to offer good pay,
benefits and working conditions in order to fend off any possible national or international
criticism concerning the standards of employment that they provide.

o The large size of many foreign affiliates' could make them more prone than smaller
~ domestic firms to unionization and the pressures that come from organized labour to
comply with national legislation and practices intended to protect worker rights.

Even if industry mix and size of establishment account for all of the differences between foreign
affiliates and local firms, this does not necessarily mean that TNCs do not affect wage levels. If
TNCs enlarge the high-wage sector in a country or the large-plant share of an industry, they may
raise the wage level even if they are identical to local firms in their operations. That is likely to be
the case even aside from “indirect” effects on labour markets. The higher average wage levels in
foreign affiliates, even if they are associated with industry mix and establishment size, are most
likely an influence raising wage levels in general.

While TNCs may pay a premium for attracting quality labour in developing countries, there
is, predictably, a sizeable gap between their levels of remuneration in developing and developed
countries. For instance, the average compensation in United States TNCs foreign affiliates in
developing countries is about one-half of the average compensation of parent companies in
services, and one-quarter in manufacturing (UNCTAD-DTCI, 1993a, p. 64). This suggests that —
while wages and salaries differ in both manufacturing and services as between TNC operations
athome and in host countries — the gap is much smaller in services. The reason is that, since the
free standing nature of most service affiliates results in the replication of the technology and capital
intensity of operations by the parent firm to a significant extent, labour productivity at home and
in foreign affiliates are likely to be similar.

When it comes to other aspects of employment policies — such as conditions of work,
working hours and holidays, fringe benefit policies, recruitment policies and practices, standards
of safety and health, employment security and training — TNCs need to adapt these to the
legislation of their host countries, although foreign affiliates generally have a great deal of
autonomy in the determination of wages and working conditions beyond minimum national
requirements.”? In general, it appears that the standards adopted by foreign affiliates are not less
favourable than those of comparable national employers, although often they are above the
national average. Fringe benefits, training, safety and health are the areas where this is usually
the case, although there may be significant differences between developed and developing
countries. :

More detailed information on the labour and social practices of TNCs is available for a few
industries, such as food and beverages as well as banking:

e Infood and beverages, it appears that the level of wages, working conditions and welfare
benefits offered by TNCs are often better than those of local companies. As part of their
company policy, a number of parent firms in this industry have applied concepts such as
company-sponsored housing, social activities or profit-sharing for workers in their home
countries, and these benefits are now frequently offered to affiliate employees as well. The
assessment by trade unions of the employment conditions that prevail among foreign
affiliates in that industry is generally positive, although the situation may be quite different
in some developing countries and concern is sometimes expressed with respect to the
conditions of seasonal and part-time workers (ILO, 1989, pp. 156-157).
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* Intensified competition, technological change and diversification of activities are influenc-
ing employment in international banks, as labour-intensive activities in retail banking are
being replaced by new capital-and technology-intensive activities; the increased tradability
of banking services is likely to add to this as well (UNCTAD-DTCI and the World Bank,
1994). On the whole, employees in foreign affiliates are in a more advantageous position
than those in domestic banks. Transnational banks “have proven particularly imaginative
and generous as regards fringe benefits — mainly, it is true, for career professionals and
expatriate staff at overseas locations” (ILO, 1991a, p. 147). However, training seems to be
mainly concentrated at headquarters, and limited attention, compared with domestic
banks, is being given to training of local staff in foreign affiliates.

While generally progressive in terms of pay and conditions of work offered to host-country
employees (compared with domestic companies), the record of a number of foreign affiliates with
respect to their workers leaves room for improvement. An important area of concern relates to
the quality of employment in small, formally independent producers based in developing
countries who participate as subcontractors in the dense network of international inter-firm
arrangements that are ultimately organized and driven by producers, buyers or distributors from
developed countries. Such arrangements are quite common in a broad range of export-oriented,
light manufacturing industries, such as textiles, garments, toys, footwear and sporting goods.
These have been of increasing importance in the rapidly growing economies of the East and South-
East Asian region. With TNCs at the top of such subcontracting chains and, therefore, more or less
involuntarily involved, some corporations, such as Levi Strauss (United States), have adopted
strict guidelines governing the choice of foreign subcontractors in which they insist on subcontrac-
tors” respect of workers’ rights, for example, not utilizing child labour or physically abusing
workers (chapter VIII).

The international division of labour in the electronics industry is characterized by two
distinct patterns. One is organized and driven by TNCs; with foreign affiliates tending to have a
better record than their locally-owned counterparts. The other is driven by major buyers in
developed countries and organized in commodity chains via a dense network of subcontracting
firms. The latter pattern consists in original equipment manufacturer arrangements whereby the
purchaser supplies the designs, some of the components, monitors production quality and
ultimately markets the product under its own brand name, while the original equipment
manufacturer merely assembles the final product. Locally-owned firms integrated in commodity
chains, however, may often have more problematic working conditions, especially when they are
linked to TNCs based in East-Asian economies (Henderson, 1993, p. 34).

Concern regarding substandard conditions of work in subcontractors to TNCs is, however,
in many instances at least partly misplaced. Though the quality of the jobs provided through
outsourcing arrangements in developing countries has usually not been up to the standard of
formal-sector employment (and, at the lower levels of the subcontracting chains, job quality is
often dismal), such jobs by and large are vital for creating income-earning and on-the-job training
opportunities that enable otherwise underemployed workers to escape poverty. Inasmuch as it
upgrades their human capital, managers and workers alike in subcontracted firms stand to benefit
from the concern and training given them by foreign affiliates with regard to quality control and
on-time delivery of their output. This symbiotic working arrangement between TNCs and their
suppliers particularly characterizes the efforts of Japanese affiliates to replicate abroad their home-
country subcontracting arrangements (Watanabe, 1993, p. 169).

A second area of widespread concern regarding employment conditions in the operations
of TNCs has to do with export-processing zones. Given the predominance of assembly-type
operations in the textiles and garments and electronics industries, the type of employment that has
been created consists primarily of unskilled and semi-skilled jobs. Young women on average
make up around 70 per cent or more of these zones” employees (box IV.10), although their

201



World Investment Report 1994

proportion has begun to fall in a number of export processing zones. The zones’ employment
record is mixed, reflecting as it does the limited and unequal opportunities that exist in many
developing countries in terms of access to good quality jobs. Working conditions in these zones
tend to involve long hours, including overtime and night shifts, and labour turn-over is often
higher than in national companies. Moreover, unionization rates are low, job-security is limited,
opportunities for training and skills-enhancement are poor, and there are few if any backward
linkages to the host-country economy. On the other hand, evidence also shows that wages —
when allowance is made for the difference in gender composition (suggesting that TNCs do not
contribute significantly to bridging wage inequalities by gender) — tend to compare favourably
with the levels prevailing in the host country for comparable work (Reyes-Castro and Dominguez,
1993; Hein, 1988; Ho, 1993; Sivalingam, forthcoming). Facilities also tend to be better than in local
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firms outside the zones, which suggests that standards of health and protection from industrial
accidents can be more readily safeguarded. Finally, it should be kept in mind that export
processing zones represent job opportunities, however meagre, for persons with no better
options.

Indirect qualitative effects on the labour market can be considered as one component of the
positive externalities that can be generated by the activities of foreign investors that ultimately
should lead to improved overall technical and social progress and allocative efficiency. In
principle, when superior production systems of TNCs are transferred abroad, superior techniques
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filter out to the host economy as workers in foreign affiliates and local suppliers are trained in new
skills and local employers are confronted with new management methods and organizational
patterns.

The migration of managers and skilled staff from foreign affiliates to local firms is the
principal example of indirect qualitative effects that can benefit a host economy. Albeit limited,
the mobility of skilled labour has an important qualitative impact and represents an effective
avenue for spreading technical knowledge and fostering a host country’s managerial and
technological capabilities. Evidence for some developing countries, however, shows that the
importance of labour mobility as a channel for transferring skills and technological competence
is limited, partly because of the better wages and conditions enjoyed by skilled employees in
TNCs. In a sample of foreign affiliates in Malaysia, a high turnover occurred mainly among sales
and production workers (Yong, 1988, p. 69). The mobility of professional and technical employees
in foreign affiliates was minimal, given, among others, the lack of enticements to move to
employment in the domestic sector. In Kenya, the mobility of the managers trained in foreign
firms was lower than in other kinds of firms (Gershenberg, 1987b).

Technical assistance to local suppliers is another avenue for transferring advanced knowl-
edge and encouraging training and skill formation. The main examples can be found in the
affiliates of Japanese TNCs in Asia and in developed countries. Deep and stable relationships with
a network of external suppliers are an important element in the functioning of Japanese-style
organization of production. For various reasons, Japanese affiliates have made attempts to
replicate overseas their subcontracting system by means of technical assistance and incentives to
local suppliers to improve quality and reliability. Progress in raising local procurement has been
slow so far, but in ASEAN countries, a limited number of indigenous component manufacturers
have emerged, such as Thai Engineering Products Company, which, equipped with numerous
computer-numerically controlled machine tools, cater to many transnational companies operat-
ing in the region (Watanabe, 1993, p. 140).

Finally, TNCs play a major role in the international diffusion of organizational and
technological innovations that have an impact on working conditions, labour productivity and
human resource management (chapter V and VI). Significant effects derive from the introduction
of “best practices” in host countries. The automobile industry in the United States and the United
Kingdom is an important example of how Japanese firms train more and give their workers
slightly higher benefits, such as additional insurance, profit sharing, discounts and attendance
bonuses, than other firms. The most significant new features introduced by Japanese firms in the
United States, however, derived from the new patterns of work organization (teams, quality
circles etc.). This has produced conscious emulation efforts by United States automakers, with
positive effects on the industry (box1V.3).

3. Integrated international production and the quality of jobs

The tendency of TNCs to shift to more complex corporate strategies in recent years and the
emergence of an integrated international production system (chapter III) have significant poten-
tial implications for the quality of the jobs generated by these corporations. It should be noted that
the transition to complex strategies appears to apply most thoroughly at present to major
established firms which, however, account for a large share of total employment in foreign
affiliates.

The integration of production across affiliates and the creation of a variety of inter-firm
relations can have several impacts on the quality of employment. Four observations in particular
can be made regarding the possible implications of complex strategies for employment quality:
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® Greater integration means a greater interdependence across formerly discrete or relatively
autonomous segments of a firm’s labour force attached to different production units. A
certain interdependence in aspects of the employment package among geographically
dispersed affiliates may result, for example in ways in which work is organized and
production is scheduled to meet corporate-wide demand and requirements. In this sense,
an essential element of integrated international production is that outputs from each
affiliate are inputs elsewhere in the system. The scheduling of production across borders
is a much more internally driven process than production of stand-alone operations
catering to the demands of any given national market. This is particularly clear in the case
of vertical inter-firm networks in just-in-time production. But the same integration of
production schedules would presumably apply to intra-firm global production networks.
It is possible to conceive of a certain loss of autonomy of local affiliates with respect to the
pace of work and production. One electronics affiliate in the Philippines, for example, is
the sole global source for a component used internally in the firm’s worldwide production
network. Its production schedules are updated frequently in the course of the workday,
according to requirements set centrally by company’s management.

® Another consequence of a higher level of integration is the possibility that certain aspects
of employment quality tend to converge across national labour markets (Papaconstanti-
nou, 1993; Frenkel, 1991). The quality of inputs depends not on physical factors alone but,
increasingly, on the training and organization of human resources. If firms rely not only
on the timing, but also on the quality of particular inputs in their integrated production
systems within and between firms, the wider diffusion of “best-practice” strategies with
favourable consequences for employment quality could be one outcome.

® In integrated production strategies, the role of the affiliate is moving away from the
traditional patterns of parent-affiliate relations (Hamill, 1993b). One important question
related to employment quality is the position in which a particular affiliate is located in a
firm’s value-added chain. Asnoted earlier, some affiliates may acquire global responsibil-
ity for a particular product line or function for the firm as a whole. Because of their
enhanced role and status, those affiliates (or product/functional specialists) are likely to be
characterized by higher quality employment and job security. A second and related point
is that integrated production may be associated with a decentralization of value-adding
activities traditionally located at the parent firm or headquarters, such as research and
development (OECD, 1993b). One implication is that the highly integrated international
producers may allocate critical functions (and associated high-quality jobs) wherever they
appear to be most profitable, thus surrendering parent firm home country operations to
affiliates in other countries (Cantwell, 1992).

* Finally, in their search for the appropriate location of their various business functions
integrated TNCs are increasingly attracted by created assets such as labour quality, critical
skills and a good social, as well as physical, infrastructure. To the extent that such assets
can be generated by government policies, opportunities for interventions aimed at
enhancing locational advantages may increase.

The patterns discussed here are still emerging; systematic empirical evidence therefore is
limited. It is not clear, for example, to what extent a broad-based convergence in the terms and
conditions of employment is taking place across borders and for what groups of employees. Of
course, contradicting forces and frictions embedded in national environments will influence the
process. But the logic of the emergence of an integrated international production system suggests
that development will move in this direction. The management of integrated TNCs tends to
pursue policies that, over the long term, lead to a more highly skilled and presumably better
remunerated workforce. In doing so, it increasingly endeavours to take full advantage, for the
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corporate system as a whole, of critical skills and innovatory solutions that are available in any part
of the system.

The positive implications for labour quality, of course, are not only the result of the adoption
of new corporate strategies and structures. They have their roots in the corresponding trends
towards innovation and quality production as main tools to compete, the diffusion of best-
management practices and the pervasive introduction of technology that requires workers with
higher skills and problem-solving capacities. The combined effects of complex corporate
strategies and these latter trends on human resources development will be examined, among
other things, in chapter V, while chapter VI will highlight some implications for the conduct of
industrial relations.

D. The growing interdependence of labour markets

Several issues deserve attention in connection with the implications of the growing degree
of transnationalization in general and the emerging tendency towards integrated international
production in particular for world labour markets. The first is the question of the geographical
dispersion of global production systems. The second is the tendency for patterns of integration
to produce greater specialization of dispersed labour markets. The third is the question of what
these tendencies mean for the autonomy of national labour markets and the influence of cross-
border integration on their structures.

Foreign direct investment is not evenly distributed across countries, although its pattern
does tend to be more dispersed than that of international trade (UNCTAD, DTCI, 1993a, p. 173).
As has been noted earlier, the locational pattern of much FDI is determined for the most part by
access to markets. The new complex strategies, however, involve a greater geographical
separation of production from consumption and, in so doing, they imply a greater dispersion in
the global production system than if the latter were governed by market-seeking FDI or arm’s-
length international trade alone.

The greater dispersal of TNC operations is what most distinguishes integrated international
production from other forms of TNC strategy. A growing number of operations and functions
may be located wherever the needed labour, assets and infrastructural requirements are present,
thus widening the range of potential jobs in foreign affiliates. Even service activities, once
characterized as being relatively non-tradable, now participate in an electronic division of labour
in which physical proximity to users no longer matters (Reich, 1991a; Arthuis, 1993b, UNCTAD-
DTCI and the World Bank, 1994). Thus, as human resources as created assets gradually gain
precedence in global competition over such considerations as proximity to main production
facilities and consumer markets, a fuller separation of production from consumption is likely to
result, and individual value-adding activities are likely to become more dispersed transnationally.

It is important to underline, particularly for developing countries, that low wages in
themselves may not be sufficient to attract sustained FDI unless they are coupled with conditions,
such as a suitable infrastructure and labour force quality, capable of granting reasonably high
productivity and the efficient organization of production in the affiliates. Vast differences in
nominal labour costs across developed and developing countries are to a large measure offset by
parallel differences in labour productivity. Unit labour costs are thus much more similar across
locations than nominal wages (table IV.13).

Indeed, an important factor encouraging the relocation of many TNC jobs from developed
to developing countries has been the rapidly rising quality of the workforce in many of the latter
countries, together with their continuing generally low wage and benefit structures. For instance,
in terms of university graduates, China and Brazil rank third and fifth in the world in numbers of
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Table IV.13. Hourly wages and index of unit costs in the international clothing industry,

1987 and 1992

(Deutschmarks and percentage)

Average hourly ,
wage including Uinit costs®
social costs, 1992
1992 1987 Change,
Index® Index? Index? 1987-1992 Produc-tivity
Deutsch- | (Percen- (Percen- (Percen- (Percen- assumed. !
Economy marks tage) tage) tage) tage) 1992 ’
Developed economies
Austria 18.14 66 75 82 15 100
Denmark 28.71 105 110 115 20 100
France 15.81 58 75 80 17 95
Germany * 27.30 100 100 100 26 100
Italy (North) 27.77 102 101 108 18 100
Italy (South) 18.53 68 81 . . 90
Portugal 6.00 22 43 33 61 85
Spain 10.44 38 60 54 38 90
Switzerland 25.06 92 97 97 25 100
Turkey 5.50 20 45 40 41 80
United Kingdom 13.77 50 63 56 44 100
United States 11.92 44 85 74 44 90
Developing economies
Dominican Republic 0.94 3 32 . . 70
HongKong 5.25 19 39 44 11 90
India 0.52 2 32 40
Jamaica 1.27 5 30 72
Malaysia 1.44 5 29 65
Mexico (United
States-border) 253 9 37 . . 70
Morocco 1.81 7 34 41 3 70
Sri Lanka 1.54 6 39 42 16 65
Taiwan Province of China 5.74 21 43 - . 85
Tunisia 2.66 10 35 40 9 75
Viet Nam 0.42 2 28 50
Central and Eastern Europe
Former
Czechoslovakia 1.72 6 26 80
Estonia 0.96 4 29 80
Poland 1.87 7 30 70
Slovenia 333 12 36 80

Source: Jungnickel, 1994.

a Total of overhead and variable production costs (including transportation) per processed standard
minute. A medium-sized model factory producing with medium-level technology on a subcontracting basis
was assumed for all countries, with differences in productivity resulting from national circumstances.

b Germany = 100.

¢ Including only the western states of the Federal Republic of Germany.
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science graduates, while Brazil, China, Mexico, the Republic of Korea and the Philippines all place
ahead of, for instance, France and the United Kingdom in the number of engineering graduates
(Johnston, 1991). Under such circumstances, TNCs bring to developing countries a technology
and managerial package which, when combined with the available high-quality local labour force,
can generate increased productivity and a significant competitive advantage at a fraction of the
labour costs of developed-country settings.

Based on current apparent trends, however, it appears that the redistribution of jobs through
integrated international production has mainly a regional focus. Specific business functions can
be conveniently centralized in sites that serve as global sources of specialized inputs or services
for a TNCs global production system, but the relocation of jobs so far has been most apparent in
the intra-regional distribution of value-added activities across developed and regionally proxi-
mate developing or former centrally-planned economies. To date, these regional linkages appear
more pronounced than interregional modalities of investment and employment, which suggests
that proximity to consumer markets is still important for many kinds of operations by these TNCs.
Cross-regional linkages through a TNC may be motivated by traditional market-seeking factors;
within a given regional market, however, a firm may attain its greatest degree of cross-affiliate
integration (Morrison and Kendall, 1992).

Greater labour market specialization also seems to be occurring to the extent that integrated
affiliates participate in only some of the activities in a firm’s global value chain and that the
strategic assets now sought by integrated producers have a greater human-capital component,
that is, consist of created assets. Both of these factors have a potentially significant influence on
patterns of locational advantage within a firm and itsnetwork of affiliated and non-affiliated units,
aswell as across countries. Since human-capital-based advantages are not merely sought by major
firms, but are also partly transferred by them in the form of organizational and managerial
innovations, it is at least plausible that internationally integrated production could accentuate
patterns of employment segmentation within national labour markets, while contributing to a
cross-border convergence of wages and other conditions in some occupations or industries. The
emerging pattern of integrated international production may indeed be accentuating disparities
between certain core activities and jobs that are dispersed throughout a firm’s international
production system, and — particularly with the rise of vertical inter-firm production linkages —
a growing periphery of jobs, many of which are less stable and less highly remunerated than those
at the core (Sengenberger and Campbell, 1993).

Finally, it may be that the autonomy of national labour-market regulations or welfare
systems could be eroded to some extent by the process of cross-border corporate integration
through FDI. The reason is that TNCs have greater leeway nowadays to locate their activities in
those locations with the right mix of quality and costs. For integrated international producers,
geographically distant labour markets compete directly for the same jobs. An automobile maker
wishing to restructure its network of affiliates may want to refurbish the capital equipment in one
of its affiliates, maximize the weekly operating time and perhaps add a third daily production
shift. In choosing among different affiliates in different countries, the firm may discover that
regulations concerning operating time vary substantially across these settings. The extent to
which countries accommodate in adjusting to proposed changes in the organization of work and
production, i.e., the extent to which national labour-market regimes are flexible, can play an
important role in the decision-making process. Wide disparities may exist in this respect between
labour markets among countries. Even among developed countries, there are considerable
differences between social welfare and security systems affecting labour. Not surprisingly,
differences between developed and developing countries are significantly greater. Local labour-
market policies and regulations may influence positively or negatively the attractiveness or
advantages of a particular location.
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The declining autonomy of national social and labour policies should be considered in the
broader context of globalization. Overall, national institutions have become more open to the
influence of international economic trends. For example, the concern expressed by some with
respect to the North American Free Trade Agreement is not only that the agreement may result
in a loss of jobs in the United States, but also that the inclusion of a low-wage, unorganized
workforce of rising quality within the North American market will apply further downward
pressure on United States working conditions and living standards (Appelbaum, 1993). Similar
concerns apply in Western Europe relative to Central and Eastern Europe.™

Given the disparities that exist between labour-market conditions, as well as local policies
and regulations relating to labour, the question is whether integrated international production,
with its increased scope for locational choice, might result in a further downward adjustment of
social and labour standards, as local policy environments compete for a share of international
production. The policy issue that is raised by this process is whether social policy regulation at
the international level should and could minimize such social policy competition and its attendant
social costs, an issue that is briefly addressed in chapter IX.

Conclusions

The recent increase in unemployment in the context of the growing globalization of the
world’s economic activity has focused attention of policy makers on the role of TNCs in the
generation, relocation and distribution ofjobs. Although the fundamental factors underlying
current unemployment problems relate to macroeconomic and structural imbalances in devel-
oped countries and resource constraints in developing countries, TNCs, as a major force in the
transnationalization of the world’s economies, influence in many ways the quantity and quality
of jobs available worldwide and their locational distribution.

The international activities of TNCs experienced a remarkable growth during the late 1980s,
directly reflected in the doubling of the value of world FDI stock over the 1985-1990 period. The
expansion of outward FDI flows was accompanied by an increase in the number of persons
employed in the foreign affiliates of TNCs from the major developed countries. Nevertheless, the
global quantitative picture with respect to total employment in TNCs did not change significantly
during the period owing to a number of factors, including slow growth of employment in TNCs
in their home countries, reshuffling of ownership rather than greenfield investments abroad and
a shift of FDI towards services. More recently, with the increase in FDI inflows to developing
countries, it is likely that employment generation by TNCs in these countries will increase further.

The role of TNCs in locating or relocating production and jobs in different countries is
receiving growing attention. A few spectacular cases of relocation involving plants that close one
day in one location to open soon thereafter at a different location have aroused particular concern,
especially from the perspective of employees. Moreover, in some industries, a large-scale
relocation of production activity has taken place over time due to changing patterns of compar-
ative cost, resulting in widespread closures of plants in traditional locations. In general, greater
mobility of capital and technology under the governance of TNCs may bring about dramatic shifts
in production and employment at the local, national and regional levels, generating considerable
albeit temporary strain on workers in certain industries and/or labour markets. The low
occupational and, atleast in the short-term, geographical mobility of labour relative to capital may
also contribute to making adjustment more difficult and socially painful. Although itisincreasing
for some groups of workers, labour mobility does not match capital mobility.

A distinction can be made between relocation through FDI within developed countries and
from developed to developing countries. The former may have, as a whole, aneutral employment
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impact (as the effects of cross-border movements may cancel each other out) or a generally positive
effect as a result of higher allocative efficiency, increased national industrial specialization and
economic growth. Nevertheless, the disparities in national patterns of industrial specialization,
rates of economic growth and employment creation across developed countries or locations
within countries can be exacerbated by cumulative movements of foreign capital, particularly in
the context of regional integration.

The location of TNC production, or parts of it, in developing countries has been linked by
some to the growth of unemployment in developed countries. Such a concern finds its ground in
some features of the employment situation in developed countries, particularly the long-term shift
in the composition of manufacturing employment from labour-intensive to high-technology and
capital-intensive industries, as well as the decline of demand for, and the fall in the wages of,
unskilled workers. These developments are probably the result of a long-term adjustment process
activated, among others, by the relatively large supplies of low-cost unskilled labour in develop-
ing countries. However, increased internationalization reflecting a greater ease of relocation of
production may bring unskilled labour in developed countries more rapidly into direct competi-
tion with comparable labour in an increasing number of low-wage countries. From this point of
view, while providing considerable benefits in terms of lower costs of production, lower prices for
consumers, higher flexibility and enhanced competitiveness, TNCs may have a globally positive
effect on employment in developing countries while exacerbating the pressure on labour markets
in developed countries to adjust rapidly and move to higher value-adding activities. However,
the quantitative impact, in terms of jobs transferred to developing countries through FDI, does not
have major implications for the spread of unemployment in developed countries, mainly because
of the modest size of outward FDI that has relocation implications.

Overall, international production contributes to employment opportunities, not so much by
directly increasing demand and employment in the short-run, as through higher allocative
efficiency, the strengthening of competitiveness and increased opportunities for output growth
in both home and host countries. As emphasized particularly by industrial organization
explanations of FDI, TNCs generally enjoy specific competitive advantages based on their
superior proprietary technological and organizational capacities. These can ultimately filter out
to local producers in home and host countries by means of various spill-overs and linkages and
assist in reviving or enhancing prospects for growth through increased competition and efficiency
and technological gains. The ultimate employment impact of the process of industrial change
engendered by TNCs depends, among other things, on the capacity of local firms to adapt and take
advantage of the presence of TNCs. In developing host countries, where this capacity canbe weak,
TNCs could still have a major catalytic or tutorial role in stimulating learning processes and
fostering economic development, and thus contributing to increased employment. Itis these long-
term effects, based on the package of resources that TNCs provide for development, rather than
the direct employment effects per se, that should be of primary interest to host developing
countries. Furthermore, the long-term employment effects of international production by TNCs
should not be considered as a zero-sum game. However, the distribution of gains between
countries or locations, as well as groups of workers, may be uneven, and government policies have
an important role to play in facilitating change, ensuring an equitable distribution of benefits and
minimizing hardship for those most seriously affected through job losses or wage reductions.

Turning to the quality of the employment, available evidence suggests that, at the aggregate
and industry levels, the workforce directly employed by TNCs generally enjoys superior wages,
conditions of work and welfare services relative to the conditions prevailing in domestic firms.
Transnational corporations tend to be concentrated in high skill, marketing and capital-intensive
industries and, within industries, to use relatively more capital intensive techniques and superior
managerial and organizational structures. These structural features — together with the increas-
ing importance of skills and quality of work in generating competitive advantage — account for
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more favourable conditions. Transnational corporations, therefore, have a large and increasing
potential to exert a positive qualitative influence on labour markets and working conditions in
home and host countries.

While stand-alone and simple integration strategies have traditionally dominated TNC
behaviour and still characterize a large portion of their operations, the shift to more complex
corporate strategies in recent years and the emergence of a system of integrated international
production has significant potential implications for the quantity, quality and location of the jobs
generated by TNCs. These include a greater geographical dispersion of TNC activities, a greater
scope for placing abroad individual value-adding activities, increasing coordination and special-
ization of the activities of individual affiliates, and greater importance being attached to created
assets in decisions as to where to locate. The employment implications that follow from this
tendency are still at an embryonic stage and have not yet been taken into account in national policy
formulation, either for their many potential advantages or for their potential costs.

Given the unemployment problems facing many countries, retaining or attracting TNC
operations with a view to maintaining or adding to jobs available is a frequent objective of
governments, both national and local, in developed as well as developing countries. In fact,
competition for FDI may tempt governments to offer visible or invisible concessions, including in
the social and labour fields as an incentive to attract TNCs and create badly needed jobs. This
reflects a genuine policy dilemma faced in particular by developing countries, between the need
to create jobs and that of raising labour standards. Policy formulation in this respect should
recognize the complex factors determining employment and go beyond simple measures for
attracting additional inflows of investment per se or, in the case of home countries, discouraging
outward investment. In the current context of growing global competition and integrated
international production, the key policy issue is how to attract or retain value-adding activities in
a way that maximizes the long-term contribution by TNCs to national production capacities as
well as local employment levels.

For those countries that are home to TNCs, integrated international production implies that
efforts at preserving current employment levels and keeping good jobs at home by restricting
outward investment may generate only temporary benefits, which have to be balanced against the
possibility of substantial employment losses in the long-term if national firms become internation-
ally less competitive in the process. In other words, it may be better for TNC home countries to
ensure the survival of their firms by encouraging them to focus on higher value-added activities
than to protect them in order to preserve employment, at the cost of becoming less efficient
producers. As suggested at various points in this Report, the capacity to organize activities in an
integrated way across different geographical sites is a critical element in ensuring the efficiency
and competitiveness of home-based firms and, hence, their capacity to generate output growth
and employment in the long-term. The choice of policy and the extent to which a country may try
to influence its firms to choose efficiency and competitiveness leading to long-term growth will
depend upon the overall policy context. The cross-border redistribution of jobs that is implied by
international production overall and integrated strategies in particular, can be associated with an
increasing need for rapid labour-market adjustments, particularly painful under conditions of
widespread unemployment in which each single job counts. That burden could be minimized if,
first, all countries play by the same rules, that is, pursue similar, open policies with respect to FDI
and, secondly, an overall mix of macroeconomic, industrial and social policies exists in each
country to ensure satisfactory employment levels and adequate living standards.

A lesson for large countries that wish to retain or attract TNC operations could come from
small countries. Small countries have generally been prompt in recognizing the need to let their
national firms develop their international production networks as a way to increase the opportu-
nities for a significant generation of jobs, especially high-quality jobs at home. In competing for
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FDI without the advantage of having a large local market, they have, in some cases, focused on
attracting investment, both domestic and foreign, in selected areas in which they have a potential
to specialize. The challenge for large countries, particularly developed countries with large
domestic labour markets, is to develop a wide range of skills to enable their labour forces to
compete successfully in the international economy.

The widening of the scope of value-added activities that might be located abroad and the
growing reliance of integrated strategies on created assets, such as a well-educated and trained
workforce, also implies that relocation creates more opportunities overall, as well as opportunities
for the creation of higher-skilled jobs for host countries that are well-equipped for the international
division of labour thatisbeing shaped by TNCs. In this respect, enhancing the quality of the labour
force is likely to be a main avenue for policy interventions for developing and developed host
countries oriented at attracting FDI, with high potential effects on employment. Created assets
are, indeed, at least to an extent, within the scope of local or national policy control. It should be
recalled, however, that this may be a necessary, but not a sufficient factor, since the supply of high-
quality human resources would appear to be growing across locations. Moreover, except for very
specific needs, TNCs are most likely to be attracted by the combination of an educated labour force
with a social and physical infrastructure capable of generating high productivity and efficient
organization of production.

Participation in integrated international production need not occur only through attracting
FD], given the rise in importance of a variety of non-equity forms and inter-firm channels of
participation. Specific policies could be enacted with a view towards encouraging maximum
employment benefits not only from TNCs that establish affiliates locally, but also from those
located outside the national borders and linked to local enterprises through non equity arrange-
ments. Policies that focus on the upgrading of local capacities to provide efficient and specialized
inputs to TNCs through such arrangements could have a significant employment impact on the
host country and help to increase the local embeddedness of TNCs.

Finally, as national and local authorities in developed and developing countries struggle to
present themselves favourably as candidates for the location of production by TNCs, concern is
mounting that this competition may lead to some decline of the autonomy of national social and
labour-market policies and exerta downward pressure on social and labour standards in countries
that are home or host to TNCs. National and international policy makers may need to consider
ways and means of minimizing such social policy competition for attracting investment as well
as avoiding a wasteful incentive war, while taking positive steps to strengthen their attractiveness,
including, among others, through the development of their human resources.

Notes

1 The latter share rose from 46 per cent in 1974 to 48 per cent in 1978 and 1986 and then declined to
42 per cent in 1990.

2 For Japan, the developing countries’ share of outward FDI stock was 30 per cent in 1990. For France,
Germany and the United States it was 12, 15 and 25 per cent respectively. See UNCTAD-DTCI (1993a).
3 The share for the European Community refers only to inward FDI from non-European Community

countries; see Parisotto (1993), p. 54.

4 However, in the United States (which became the largest host to FDI flows during the 1980s), the
largest increase in affiliates’ share was registered in services (trade, insurance and other services).

5 China State Statistical Bureau (1992) and, for 1992, statement of the Minister of Foreign Trade and
Economic Cooperation at the International Conference on Transnational Corporations and China, Beijing,
September 1993.

212



TNCs, employment and the workplace

6 These estimates do not take into account the labour-saving technical progress stimulated in
developed countries in reaction to competition from developing countries (Papaconstantinou, 1993, p. 21).
7 It should be noted that many export processing zones never lived up to the expectations of their

creators in terms of attracting FDI and creating employment. A number of factors explain these failures,
including poor planning; inconvenient location; insufficient attention to the basic infrastructure such as
roads, airports, telecommunications or electricity supply; and lack of effective promotion and mismanage-
ment (UNCTC, 1990b, chapter I).

8 For a full review of the literature on the issue see Jécquier, 1989,

9 Based on data from the Census-BEA link project (Howenstine and Zeile, 1994).

10  In Canada, in 1985, for example, each manufacturing foreign affiliates provided a higher share of
non-production jobs compared with Canadian enterprises (Bradley and Kumar, 1990).

11 Forinstance, in 1990, the average foreign affiliate in manufacturing was from 4 to 17 times larger than
the average domestic enterprise in Germany, Japan, Ireland, Sweden and the United Kingdom; see OECD
(1993b), p. 48.

12 This (and the following) information is based on the views expressed by government’s, employers’
and workers’ organizations in periodic surveys in individual countries carried out by the ILO in the context
of the Tripartite Declaration on Multinational Enterprises and Social Policy (chapter IX); these are
conducted every three years; the last one covered the period 1989-1991.

13 For example, “East Europe threatens even deeper erosion of the west’s job base,” The Wall Street
Journal Europe, 9 December 1993, p. 1.






