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Introduction

Daily, in countless ways, we are reminded of the growing interdepen-
dence of the world’s six billion people—processes that have collectively
become referred to as “globalization.” Globalization is in large part
driven by the world’s multinational corporations, two-thirds of which
in 2005 were based in Western Europe and the United States, with the
majority of the remainder headquartered in the Asia-Pacific region and
Latin America. In possession of a dazzling array of new technologies,
these MNCs have increased and accelerated the flows of trade, invest-
ment, and information across national borders, making themselves, for
better or for worse, indispensable to human progress. Those whom they
benefit have greater access to power, profits, and self-determination.

Because MNC:s are at the heart of the processes that compose global-
ization, they have created an easy target for those who have watched
globalization destroy cherished ways and erode the ability of states to
control their territories. Enriching many, globalization has left many
others behind, and its sometimes adverse effects on the world’s life-
sustaining environment cause widespread alarm. Of paramount concern
to many is the failure of globalization to reduce poverty and lessen
wealth inequality in developing countries. Indeed, many charge that
globalization and the global corporations that drive it have made inter-
national poverty worse. Belligerence is escalating. For example, at a re-
cent meeting of the World Economic Forum in Davos, Switzerland,
antiglobalization protesters held up a sign that read, “Our resistance is
as global as your oppression.”” And in the Islamic world, globalization
and the wealth it creates carry the taint of blasphemy, materialism
smothering spirituality. It is significant that it is not only the followers
of Al Qaeda who resent the media giants that infect the young with
what the West calls “culture.”
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Nevertheless, even though it is and will remain deeply controversial
and its progress may falter, globalization will continue. And MNCs
will remain easy primary targets for those who focus on its negative
consequences. This group comprises a growing band of NGOs, com-
munity groups, and even government leaders. Although the utility of
MNCs is clear—they produce goods and services upon which we rely
every day—their legitimacy is eroding in the face of such criticism. The
more thoughtful and farsighted of their leaders are responding to the
threat posed by this decline in legitimacy by searching for ways to meet
expanded community expectations, provide environmental leadership,
reduce global poverty, and make the world a better place, while still
satisfying their shareholders. A successful strategy along these lines,
especially one that works to reduce global poverty, will be the new
source of MNCs’ legitimacy.

Up to this point, as far as poverty reduction is concerned, the collec-
tive response of MNCs has been sporadic and frail, rich with rhetoric
but poorly organized and inadequate. Furthermore, and despite obvious
complementarities, their efforts have been inadequately supported by
international institutions and national governments. The question,
then, is how to coordinate the actions of the many interested parties
and achieve the sought-after objectives.

The Controversy

More than seventy years ago French paleontologist and theologian
Pierre Teilhard de Chardin wrote, “Nothing, absolutely nothing—we
may as well make up our minds to it—can arrest the progress of social
Man towards ever greater interdependence and cohesion. . . . It would
be easier, at the stage of development that we have reached, to pre-
vent the earth from revolving than to prevent mankind from becoming
totalized.”

Teilhard spoke of “the thinking layer of the earth,” “a thinking enve-
lope,” “a collective global energy.” He called it “the Noosphere” (from
the Greek noos meaning mind) and attributed this “phenomenon of
growing consciousness on earth . . . to the increasingly advanced organi-
zation of more and more complicated elements.”
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Teilhard was an optimist: he saw virtue in convergence. Vaclev Havel,
on the other hand, in his 1995 commencement speech at Harvard Uni-
versity, saw conflict. He spoke of globalization as a “thin veneer” forcing
interdependence even as it exacerbated tensions in the world’s “under-
side,” among cultures, religions, tribes, traditions, and nations. “Every
valley cries out for its own independence or will even fight for it.”

What has changed about globalization of late, especially over the last
several decades, is its scale, extent, and intensity. (See box 1.1 for a
definition and data and figures 1.1 to 1.5.) What makes globalization
so controversial—easy to characterize in either the positive or the nega-
tive with equal ease and passion—is the uncertainty about the rules by
which it is governed. So many questions are raised: Who is deciding its
purposes and priorities? How are the decisions made? Who will benefit?
At what cost?

While there are no easy, one-sided answers to these questions, there
is considerable evidence that those who manage the world’s giant cor-
porations lie at the heart of the issue. Government policies do, of course,
shape globalization, at least in countries with strong, capable govern-
ments, but even there corporate managers have found ingenious ways
to use the power of their respective governments for their own corporate
ends.’ In the developing world, governments are not only fragile and
often corrupt, but also invariably so eager for the benefits of corporate
investment that they are not overly fussy about attendant negative con-
sequences. Multinational corporations create jobs, bring access to credit
and markets, introduce new technologies, often reduce the prices of
goods and services, and increase the wealth of the host economy
through payments of taxes and wage income. MNC:s also, on average,
pay higher wages than domestic companies. Perhaps this explains why,
in 2002, 70 national governments adopted a record 248 investment-
friendly legal and regulatory changes in order to attract them.* For ex-
ample, in the 1980s Malaysia attracted several multinational semicon-
ductor manufacturers by promising no taxation on earnings for five to
ten years and guaranteeing that electronics workers would be prevented
from forming an independent union.’

In light of the criticism of their activities, it is easy to lose sight
of the undeniable benefits investment by MNCs brings to developing
countries. A recent report by the McKinsey Global Institute found that



12

CHAPTER 1

Box 1.1

Globalization: Definition and Data

A recent review of the copious literature on globalization defines
it as “the gradual integration of economies and societies driven by
new technologies, new economic relationships, and the national
and international policies of a wide range of actors, including gov-
ernments, international organizations, business, labor and civil so-
ciety (NGO:s).” Here are some measures of the recent phase of
globalization and its effects.

Trade and Economic Growth

World trade, measured by world exports of goods and services,
between 1985 and 2002 tripled from $2.3 trillion to $7.8 trillion.
During the same period, world nominal gross domestic product
(GDP) increased by two and a half from $12.8 trillion to $32
trillion. The ratio of exports to GDP, however, fell in about a third
of the 174 countries surveyed. In low-income countries the ratio
fell more than 20 percent. During the seventeen-year period the
share of world trade of these countries (excluding China and
India) actually decreased from 3.6 percent in 1985 to 2.7 percent
in 2002, implying a marginalization of poor countries. These
countries” share of world GDP decreased even more drastically
from 4.5 percent to 2 percent.

International Capital

Global inflows of foreign direct investment (FDI) increased more
than ten times between 1985 and 2002 (from $58 billion to $633
billion). But the share of FDI going to low-income countries fell
from an already marginal 3.3 percent to 1.1 percent. Their share
of world portfolio investment (short-term capital flows into equity
and bonds) decreased from 0.04 to less than 0.01 percent.
(continued)
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(continued)

Thus it seems quite clear that globalization has exacerbated
the inequalities among the world’s countries. The rich, and
China and India, have become richer, while the poor countries
where 30 percent of the world’s population live have drifted to
the margins of the world economy, their employment and labor
standards declining.

Sourck: Bernhard G. Gunter and Rolph van der Hoeven, “The Social Dimen-
sion of Globalization: A Review of the Literature,” International Labour Review

143 (Geneva: International Labour Organization, 2004), pp. 7-19.

the overall economic impact of such investment has been “overwhelm-
ingly positive despite the persistence of policies that lead to negative,
unintended consequences.” Besides improving developing countries’
standards of living, the report identified other benefits including lower
prices, higher quality and broader selection of goods, and increased pro-
ductivity and output among suppliers. Concluded the report: “Com-
pared to its potential . . . it’s just a drop in the bucket.”

Their vulnerability to attack is in many ways a function of MNCs’
efficiency. In his recent study, Brian Roach of Tufts University wrote,
“What especially differentiates the modern MNC from earlier large
firms is its great mobility to seek low-cost inputs to production. This
transnational mobility implies that firms may be able to set nations
against one another in an effort to obtain a favorable regulatory environ-
ment. Even further, recent international trade agreements may enable
corporations to circumvent national sovereignty entirely.””

MNC:s can shop the world seeking the lowest cost suppliers. Nike,
the world’s largest apparel retailer, contracts with foreign suppliers
mostly in China, Indonesia, and Vietnam. Not a single Nike employee
makes shoes. Thus, the company can move with remarkable speed to
take advantage of lower costs and friendly regulation.® This mobility of
capital, which is commonly found in the garment and apparel indus-
tries, can cause some economic dislocations in host economies but does
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Figure 1.1. Evolution of GDP (billions of current US$). Source: Gunter and
van der Hoeven, “The Social Dimension of Globalization,” 2004.

not otherwise detract from the strong case for the benefits of foreign
direct investment flowing into developing countries.” Similarly, Coca-
Cola, which sells an enormous volume of products in Bangladesh, em-
ploys fewer than ten people there directly, as subcontracted firms handle
most of its production and distribution.

In addition to the greater mobility of capital these days, the sheer
size and reach of MNCs, which are extremely large and enormously
powerful, appear to their critics to be beyond the effective control of
political authority. Comparing corporate revenues with national gross
domestic products, one study found that fifty-one of the world’s one
hundred largest economies are companies.”” Using value-added as a
measure (defined as the sum of salaries, pretax profits, and depreciation
and amortization), twenty-nine of the world’s largest economies are
companies. In 2000, ExxonMobil, the world’s largest corporation, was
bigger than 180 of the world’s 220 national economies and certainly
much larger in economic size than most of the countries in which it
operated.” The world’s largest private corporate employer is Wal-Mart,
with 1.3 million workers.”” And these corporate giants are growing:























