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Chapter One
Introduction

Folitical and sccial events and =zituations abroad impact
a growing number of muitinational corporations (MHCs) .,

# bWall Street Journal article claims that &0 of U.S.

companies with operationes abroad have experienced politically
inflicted damage (2, p.l).

Interest in this situation has been especially pronounced
since the recent upheavals in Iran, El Salvador, and Lebanon.
In Iran, for example, U.S5. companies suffered lossee of about %1
billion, due to the reprecucssicne of the revolution (24). Ewven
the popular prees and network newe have covered the subject of
the influence of a host country environment on U.S5. firme (8).

While companies have established foreign operatiocns and dealt
with the political and social situation abroad for centuries,
interest in the international environment expanded dramatically
after World War II. Two developments during the past thirty
rears which have encouraged this interest are first, the
huge number of firme from the U.E8. and other dewveloped nations
which entered into foreign countries to expand their dperatinns
and second, the growing sophistication of host countries,
especially the less developed countries,

After WWII, war innovations, such as et aircraft and improve-—
ments in internaticonal communications and computer development
made ocverseas operations more manageable. U.S., companies
expanded their foreign direct investmente (FDIJ steadily over a

0 year period, growing 10.5% in the S0°s, %4 in the &0°¢, and
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10% i the 707°¢ 411, p.50, In additicon, thece invesimentis
became critical to the firms ase they increamsed their reliance
cn international operations for a large amount of their sales
and profits,

In thise same time pericd, significant environmenta]l changes
affected relations between MNCe amnd increasingly sophisticated
host countries. Kobrin has highlighted five major changes!

{a) paliticalization of economic and social aspects of 1ifej <bo
growing nationalism; <c) increasging political instability 5 (dd
interdependence and complexity of political and economic
relatione; and (e’ decline in U.S. hegemony (20, p.37).

The frequency of change and degree of difference caused by each
change have alsoc become more significant.,

The political and social environment is importanmt to the firm
because it ma» directly or indirectly affect ite financial
gaing and Josses, Multinaticnal firms must concern themselves
not only with the domestic environment but alsc those of the
host countries in which they operate.

There are many wars of categorizing the internaticonal
environment, Terpstra‘s (3%9) components include the phyrsical,
econcmic, and cultural elements of an environment. OF
particular interest to this study are his definitions of the
gconomic and cultural elements. Included in the economic
elements are employment, income, gross national product, foreign
exchange risk, balance of payments, and commodity agreements.
The cultural environment includes language, religion, values

and attitudes, education, social organizaticon, technologyr and



material culture, politics, and law. Figure I jllustrates the

elemente of the cultural enviraonment in more detail.
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Figure 1
Composition of the Cultural Environment
of Internaticonal Business
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Other zuthors break down the eltements of the environment

differentty, but they all

mainly in terminology or emphacic,

include similar

concepts, differing

For example, Imoisili (183



separates the environment into infrastruocture, economic,

legal political, educational, and soccio-cultural variables,
Root, on the other hand, categorizes the external environment
into social, political, and policy variables (E4). The
inconsistency it & result of the overlapping and interdependent
nature of these variables in an environm;nt.

The economic, social, or political environment specific to a
given foreign country and government policies enacted in
response to trends in the environment may have either favorable
or adverse consequence for the profitability of a company and on
the recovery of debt or equity investments made in & country.
(34, p.102).

While the current situation in & country may have a large
impact on firmg’ operations, also of interest to companies ic
potential instability or irregular change. Countries throughout
the world have experienced changes in the past ten years that
appear abrupt, especially when contrasted against the period
from post-WWII to the early 1970s. Ringbakk (32) examined
charnges in thie period; below is a table he developed

illustrating the contrast in the environment.
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Faramaters

Third Quarter Century

CWWIT=earl1y (270s)

Fourtn Guarter Certury
{Early |%#70s—=>

Geopolitics

Fesources

Economics

Institutionatl

Framework

Fareign

lnuestments

Ringbakk

L32,

1 .General polftica]
stapitity

2.ldeclogicaliy based
Colg War

2.U.8., dominance in
international
economy

4.North-South gap

S.Ready availability of
low cost energy

4.Ready access to raw
materials

7.MCC=controlled explor-
ation, exploitation

&.Reconstruction in
Europe and Japan

#.Economic growth
objectives

10.Cl0sing international
gEpE

11."Limits to Growtn”
URKnown

12.64TT: promising free
international trade

13.IMS: offering monmetary
stability

4. International commun-
ications and
transportation

1%.International banking
and financial markets

l&,Eurcdellars, Euro-

bonds, Euroccurrencies

17.EEC, EFTA, LAFTA,
COMECON, ANCOM

1€.Long tradition of
portfolio investments

1#.0pen host snvirorments
weicoming direct in-
veztment as means to
close gaps

Z0.Home country tolerance
for export of capital,
technology, and
management

Zl.Emphagie on short-term
benefits, discounting
long=-term costs

22.0irect investments a
means to natiaonal
ende

Z¥.Minor government
involuvement or
interface

P

palitical

i .Breakdown of ald xlliances, mation-
azlism, new conflicts
2.Resource-based “economic war”
3.Erosion of U.3. preeminence ang
superiority
4.Food, population,
problems

Faurth World

S.Uncertain availability but high
cost
é.Resource nationalism and cartels

7.LDC ang rescurce-rich controlled
production

Z.Preventing Malthusian prophesies
of doom

?.3ccio-Ecalogical balances

10.Problematique: Multivariant,
Interactive, Globa!l

1{.Conserving resources

12.Bilateralism, regionaiism, and
barter

12.Breakdown of Bretton Woods
s¥stem

14.Improved communication and
transportation

iS.More prudent and contraolled
deveiopments

18.Currency cocktails,snifting
currency strength

17.0PEC, IBA tvpe political—scanomic
organization

18.Foreign domiriance or
resjisted

17.Restrictive host snvircaments
scrutinizing existing ang
new foreign investments

influence

20.Heome country concern with export
gxpeort of jobs and jozs oF
national economic welfars

21.Perception that coste exceed
benetits and that MMC iz a threat
to soverignty

22.important gaps are closed and
direct investments have servad
primary purpecse

23.Extensive government inveoluement
in national planning anag
management of ecocnomic affairs



The political and social changee in the world or in specific
countries may be evolutionary or revcolutionary. OFften,
government regulations may encourage significant changes in
businesses’policies and may present & risk to some firms,

These changee are frequently given as one of the reasons for
the slowing down of international investment in the 1%&80s.

“fter record increases in 197% and 19380, overseas investment
leveled off in 1980-83, (23} The 1981 rate of increase, S4, was
the lowest in the poset World War Il period (41) & Wall

Street Journal article attributes the reduction to "the

stubborn recession, high labor costs, high taxee and competition
from government subsidized industriesg" (7, p.12., These last
three reasons would generally be included in the social and

political factors which affect firms.

Objectives of this Study

Ev surveying a population of U.S. multinational corporations
(MHCe) thie study seeks to establish what political and
social circumstances MWNCs currently experience in their
international operatione and how these situxtions are perceived
by executives, This study will alsc examine what impact the
environment has on thece MMCes, and how they have responded to
these situations. Fiém characteristice such as size, trpe of
business, and location of international operations will be

identified and examined to see if the traite might help
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explain the experiences and reactions of the the firme.
The =tudy will compare the results of this surver with
previcus, related research to see whether or not earlier trends

and relatione hold true todayr.

Scope of Study

The externa]l environment, particularily the sccial and
political situations in ho countries, and ite impact on
multinational firme will be examined. This is not
a study of political risk or assessment of political risk
although these situations may spark changes in company policies

and may concstitute a5 rick to some of these firms.

Limitations of Study

As with any mail survey, this study has several built-in
limitations. First, it i impossible to ask &11 of the
questions desirable to study & subject. In this study, for
example, executives were xsked to indicate what their firms”
experiences and situations were in general rather than requested
to specify conditions in numerocus areas of the world. While
this information would have been enlightening, gathering it
would have placed an extreme demand on responding executives and
the burden might have dissuaded individuals from completing the
questionnaire.

Second, seldom do &}l survered individuals complete &nd return

a questionnaire. This can cause & bias in the findings.
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The repondente in thig study will be compared with the entire
survered population to see if the replies are representative
of the larger group.

Another drawback of & mail survey i1e that the researcher loses
control of who actually fiils cut the questiconnaire, running the
riek that an unkrnowledgeabhle person answers the gquestions. In
thie study the respondent is asked to indicate hie or her
position in the organiztion so that some idea ie available on
who actuaily completed the questionnaire,

Semantic problems are alwars possible. Variocus interpretations
of eitustions or the meanings of worde or categories mar lead to
an improper reading of the results, While personal or

telephone interviews might have reduced chances for this and

arnd for the previously mentioned problems, these methods were
impractical from both a financial and time standpoint.

One point in favor of a survey method, especially a
questionnaire by mail technique is that much of the research in
thie arex has been conducted in the same way. Following is &

review of literature relevant to this study.



~0

Chapter Two
Related Literature & Research

Many research projects were influential in contributing ideas
for the design and evaluation of results of this studyr. @A
re#iew cf the pertinent literature and research, in the order of
importance to this study, follows. Many of the titles will
reappear in later chapters, when the resultes of this study are
compared with the findings of the reviewed literature.

The research project which was the impetus for this study was
Pohlman’s survey of the policies of multinational firmse.(31)
The study inuestigateﬁ the eocial, political, managerial, and
ethical considerations which determine the decisicne of
multinational firms, A questionnaire asked about company
attitudee toward differing palitical climates, personnel
policies, product modificatione, and the importance of cultursal
and sociclogical factore in business decisionse. Firms chosen for

the study were takern from the Directory of American Firms

Cperating in Foreign Countries, Seventh Edition, and

surveved firms had operations in eight or more foreign
countries.

Pohiman’s study was broken down into sccial and political
factore, management philosophies, personnel policies, business
ethice, &nd research and product decisicons. Several findings
are of particular interest to this current studr. First, the
firms responding ranked, from most to least important to the

investment decicion, profitability, economic conditions, sales,
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sociclogical factors, and cultural factors. Second, most firms
felt that a host country’s political climate and zttitude toward
the U.5. was very important. Most reported no problem in being
wrongly perceived by & host goverrnment, Ancther result of
importance was the finding that, of the responding firms, 294
rated tax incentivee of high importance, 40X rated them of
moderate importance, and 294 felt they were of low importance.
Fourth, most of the companies were unaware of any personnel
policies mandated by local governments, but some said that they
were regquired te hire local naticocnale. Finally, most firms
reported that their producte offered abroad retained the same
characteristice as in the U.5, market. aAlso firms were
concerned that their products and image harmonize with the host
culture.

Twe publications co-authored or authored by Stephen Kobrin
which are particularily important to this study are
"The @Geesecssment and Evaluation of Noneconomic Environments by

American Firms" {(22) and the book, Managing Political Righk

Assessment. (20) The book ie a final analysis of the prolect
which was introduced and discussed in the article. The project
describes how firme assess foreign political environments, how
the assessmente are analyzed and processed within the firm, and
how the evaluations of political factors are utilized in
strategic planning and investment decision-making.

Kobrin‘s study combined questionnaires and personal
interviews., Relatively large, industrial, U.S.-based

international firms were survered, using companies listed in the
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Conference Board’'s Key Company Directory. @A stratified

quota sample for the follow-up personal interview, which
consisted of 113 managers from 37 firms, was takern from the lTist
aof respondents.

Two major areats of Kobrin‘s research are especially relevant
here. The first area examines managere’ perceptions of
political rigk. Kobrin‘e questionnaire asked managers
te select the four most important aspecte of the political
environment from a listing of nine factors. Political
instability and the investment climate were two factors cited by
a majoerity of the respondents (72.54). Remittance restrictions
and taxation were noted by ocuer one-halt of the firms while
expropriation, attitudes of political parties, 1abor
disruptions, administrative restrictions, and public sector
competition were selected as important by lees than one-third of
the respondents.

In the personal interviews managers were questioned about the
importance of political instability and most were unable to be
specitic about its impact. Some managers related instability to
uncertainty and unpredictability. fAccording to Kobrin, "The
teridency to exprese perceptions of political environments in
terms of general netions such as instability or the investment
climate retlects unfamiliarity with political processes zbroad
and their implications for business operations and therefore a
high Tevel of uncertainty."(20,p.121)

The second area of Kobrin‘s research which is relevant to this

study is his examinaticon of the imstituticrnalization of the
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political assesement function. HKeobrin‘e questionnmnaire inquired
about the frequency of poiitical analryeise and found that a large
majority of the firms (7%} conducted an analysis in responcse to
a pending investment proposal, an important event in a country
or a similar stimulant. Just over cane-third of the firms
conducted a routine, annual analyesis. The political analysis
function wase institutionalized by about 384 of the respondents,
cmpared with about &2X who did not have & particular individuzl
or group ascsigned to environmental scanning. He also survered
the uses of political analyeie by the respondents. Folitical
acsessments were used most often for initial investment
decicsione and strategic planning. Other utilizations ranked in
order of frequency of uUse were reinvestment, divestment,
international exchange and currency management, and day—-to-day
cperations.

aricther study important to this project was conducted by
Franklin Root and Ahmed Ahmed (35). The study locked at 44
economic, sccial, political, and policy variables which had been
cited by various recearchers as being important determinants of
foreign investment in developing countries, (See Table 2 for &
listing of these variables.) These variables were tested for
their significance in discriminating among fthree groups of
developing countries designated as "unattractive'", "moderatelyr
attractive", and "highly attractive™, with respect to foreign
investment in manufacturing., The authors hypothesized that
"certain factors determine the attractiveness of a developing

country to foreign direct investors in manufacturing, as
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measured by per capita inflows."(33,p.82) These factors can
intfltuence bath revenues and coste and affect the opportunity to
realize profite and the opportumnity to withdraw profite (and

capital) from & host country.

e e t S i e e s s B e e e st s e e e s
== 7 e o e S e e (i S s e s s o e

Table Z
Fotential Determinants of Direct Foreign Manufacturing
Investment Selected for Thie Study
Category
Variable
~A. Economic
1.GDP {or GNP
z-4. GDF per capita, GDP growth rate, per capita growth rate
5.Manufactured imports/GDP
&$.Ratio of exports to imports
7.lnternational liquidity (average annual percentage change)
g&,9.Purchasing power of currency {(change in external value
relative to internal value)
i0,11.Local credit (ratioc of banking srystem claims on economy
to GDP and on private sector to GDP)
iZ.Ratic of commerce, transport and communication to GDP
13.Energy production f{equivalent tons of coal per 1000
population’
14.Degree of economic integration
15.Ratic of manufacturing to GDP
16, Ratic of raw material exports to GODP

B. Social
17,18.Ratic of literacy and school enrcliment
19.4vailability of technical and professional workers (size of

middle class)
Z0.Modernization of outlock
21 .Strength of labor movement
2Z.Extent of urbanization
C. Political
23-28.Frequency of government change by type and period
29,30 .Number of internal armed attacks by period
2i.Degree of administrative efficiency
32.Degree of naticnalism
Z3-35.Per capita foreign aid from U.S., non-U.S. sources, and
sum of both
Zé&.Colonial affiliation
27,38.Fole of government in economy
D. Policy
29 .Corporate taxation {(trpical manufacturing burden
40.Tax incentive laws: complexity ve., simplicity
41 ,Tax incentives: liberality
42,~ttitude toward joint ventures
43.Loczl content requirement
44, Limitations on foreign personnel

Reot and Ahmed (34, p.83-84)
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Analvsis of the variablee indicated six discriminating
variables: per capita GDP; corporate tax levely ratic of exports
te imports; extent of urbanizationy commerce, transport and
commuricationy and, regular executive transfers. Per capita GDOF
arnd extent of urbanization were correlated and were therefore
combined, leaving five different dimencions of the investment
climate for measurement. These five dimensions, which include
market zize (per capita GDP & extent of urbanizationy,
infrastructure {commerce, transport, and communication), import
capacity (ratic of exports to importe), political stapility
(regular executive transfersy, and host country policy
{corporate tax level) collectively» explain F2¥ of the variance
among the country groups.

Of the six variables which could be directliy affected by
government acticon, (see Table 2) only corporate
taxation wase & significant determinant of foreign direct
investment, The authors concluded, therefore, that a
government’s policies are not likely to be decicsive determinants
of investment when compared to eccnomic and social determinants
and political factore which create uncertainty for investors.

Two booke by Negandhi and Baliga (2B & 29) were also useful.
& research project discussed in Buest for

Survival and Growth (28) was examined again in a later

publication, Tablee are Turning (29 and combined with new

findings gathered on Japanese, European, and American firms,
The firset project (28) was a comparative study of American,

European, and Japanese firmes operating in six countries, The
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information wae gathered primarily through interviews with
executives of 124 MNC operating in €ix developing countries
using & structured interview guide. & number of government
officials, bankers, academicians, trade acssociation members, and
cther Knowledgeable pereons in the six countries were also
interviewed about the ocperations of MNCs and their perspectives
on various issues invelving MMCs., The authors examined the trpes
and causec of conflicte experienced by these firms, host country
governments, and other publics in the host countries. In
addition, they looked at some imnternal attributes of the MhNCe
as well as the characteristice of host countries, and related
theee factors to the nature and intensity of the MNC-host
country conflicte. They broke conflict out into the four
tfollowing categories:

1. Valtue conflict, which is related to the basic belief and
value system of a given society., The elements involved in such

a conflict go far beyond the actuz) issues that trigger off the
conflict.

2. Negotiational conflict, which has ite locus in the
perception of either the MNCe, the host governments, and/or
the other parties involved that some basic term of contract
previcusly agreed upon, implicitly or explicitly, has been
violated by the opposite party. Thiz type of conflict... is
conceived as company—specific, and takees place on a one—-to-one
basis.

2. Policy-level conflict, having its locus in basic
disagreements among the parties with respect to certain policy
isgues. In contrast to the negotiaticnal-level conflict, the
pelicy conflict is conceived as industry—-specific. In other
words, & large majority of firms in a given industry are
affected by such a level of conflict...

4. Operational-level conflict, generally taking place between
the MNCes and task-enviromnment groups (e.g., Cconsumers,
suppliers, labor unions, emplorers) with which the firm deals in
ite day—to—-day operations.

(28, p.103-104)
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Three main issuee over which MNCs experienced conflict were
{1 equity participation by hest country nationals, <(2) the host
country’'s desire to place the contrel of the foreign enterprisze
irn the hands of local nationals, and (32 transter pricing
problems. Oither issues such zs interference by MMCe in the host
country’s palitical processes and the host-county s
socico-palitical norms were cited lgas freguently by the
executives and the host government officials, In fact, only
four out of a total 139 cases of conflict could be attributed to
socico—cultural factors.

American and European firms had primarily interface conflicts
with governmente or other publice while the Japanese firms
experienced primarily operaticonal conflicts. The confliicts
experienced by the U.S. and Eurcpean firms centered on the hoet
governments’ requirements for dilution of the foeign investor s
equity and management conirol, and reduction or elimination of
rovaliy parmente. The probleme faced by the Japanese firms
included Tow morale and emploree productivity, high turnover and
absenteeism rates, and interpersonal conflict between the
Japanese managers and locals.,

Another finding wae that wholly owned subsidiaries had about
cne~and-a—half times more negotiational-level conflicte than did
minoritr-owned subsidiaries. In addition, majority owned firms
had conflicts simitar to the wholly cwned subsidiaries and sven
minority owned firms experienced some conflict. In cther words,
once equity demands were complied with, the host government

made new demands such as for an increase in exportes and foreign
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exchange earnings, localization of management, or reduction in
prices.

In Tables &re Turning (29> the three major types of

conflict are analyzed further. & significént amount of
variation in the dependent variable (&4X) was unexplained. The
authors suggest that variablies such as the host country’e degree
of political stability, economic development, or extent of
differences in political and economic ideology may explain some
of the unexplained variation. In addition, the firm‘s
management orientation or philosophy and ite strategy may
explain some of the variation.

To look at mananagement corientation, the authore subdivided
the subject into four groups. In adgdition, personnel policies,
the headquarters~csubsidiary relationship, and the investment
policiese and strategies of the MNCe were studied. Below is
a summary of MNegandhi’s and Baliga’s findings.

I, Management COrientation

a.Company Efficiency ve, System Effectiveness- American firms
had & short term profit crientation and managers felt that they
were doing the host country & favor. European and Japanese
firme had a long term, adaptive attitude and executives felt
that the firm wae a guest in the host country.

b.Adaptive ve, Reactive Behavior— In conflicts faced by MMNCs:

famerican— 44X described by executives as very intense
Eurcpean— 3o “ " " " " "
Japanecse— 2&%

Eurcpeans and Japanese used a more low-profile strategy and
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outcome of contlicte was more favorable than was the eituation
with American firms. U.5, MNCs had twice as many breakdowns in
relationships as did the Eurcpeans and three times more than the
Japanese,

c.Manageria)l Attibutes and Conflict Resoclution— While
executives from MHNCe of all three nations vaiued the same
talente in managers dealing with hoset governments, the groups
di ffered in how managerial resources were used in conflict
resclution. American firme were cpen in their dealings with
host governments while European and Japanecse executijves
preferred working behind the scenes to influence
decicion—makers.

d. Response to Policy Changes- When locking at how the groups
of MWCs reacted to change, the authors found that U.5. firms
were generally lese adaptable and that they» demanded more
clarity and consistency in their policies. The Japanecse MNCe
prefered an ambiguous situation, feeling it placed them in an
advantageous position while the European firms were generally
accepting of any situation. American insistence on clarity was
often read by government officials as stubbornness or
inflexibility.

11. Personnel Paolicies

The american MNCs had the most enlightened persconnel policies,
frequently employing locale and placing them in top positions,
while the Japanecse were reluctant to promote locals. However,
in epite of American MMNCs progressiveness in personnel policies,

they were frequently criticized by government officials and the



1%

cslowness of European and Japanese firme was coften overiooked.
The authore speculated that this mar be due to the limited
power actually given toc executives, hoth expatriate and local,
of U.S., MNCs.

I11. Headquarters-Subsidiary Relationes

Eurcpean znd Japanese MNCs had more auvutonomy than the U.E,
firmse. The American firme had a more tense relationship with
their parents than did either the European or Japanese MHCs.

IV, Investment Policy and Strategies

American, European, and Japanese firme all prefered 100X
ownership but the European and Japanese were more willing to
take & simple majority or even a minority interest. Fart of the
reason that U.S. firms were lees willing to go into partrnership
with other firme was due to U.S. anti-trust laws.

Several other booke and articles were of interest to this
study, including further descriptive research, as well as
totally empirical studies similar toc the one done by Root and
Ahmed (35)., These publications are particularily pertinent to
certain areas of this study and will be discussed in conjunction
with the findings of this project. However, first, the method

ueed to gather the information for this study will be discussed.
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Chapter Three
Research Procedures

To meet the first objective of this research to examine
current experiences and practices, it was necessary to survey a
population of multinational firme. The identiftication of the
population to be surveved and several of the questions used were

influenced by the second cbjective of this etudy, which was to

compare the findings of this project with previous research.

Survey Method

Uese of a questionnaire was determined to be the best method to
survey the population far several reasons:

1. The population wae large and membere were scattered
throughout the U.S., making personal interviews impractical.

2, A questionnaire can be forwarded to the person or persons
most capable of amswering the inquires and can be answered when
it is most convenient for the respondents. These benefits, in
addition to the problems posed by the complexity of some of the
guesticns, made & questionnaire a better recearch vehicle than a
telephorne interview.

3. Previous research with which this study will be compared was
generally conducted by use of a questionnaire to survey the
population. Use of & questicnnaire in this study will allow the

resultes to be more comparable with previcus studies.
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Selection of Firmse Surveyed

Firme chosen as the population for thise survey were taken from

the Directory of Afmerican Firms Operating in Foreign

Cguntries, 197%9. (3> Thie directary lists ocver 4,200

American corporations and includes companies in which American
firme or individuals have a substantial direct capitxl
investment,

The primary criterion for a firm to be included in the
population for thie survey wae that it have ocperations in eight
or more foreign countries, Thie criterion was chosen €0 that
results of Pohlman‘s study (31) could ke more validly compared
with the findings of this research, (The Pohiman study used as
ite popuiation firms with operationes in eight or more foreign
countries as listed in the 1%&% edition of the directory,.>
These firms, because of their extensive involvement abreoad, have
potentially experienced a variety of political and sccial
situations and their experiences ehould be a reliable catalog of
the diverse types of circumstances and responses of MNCs.

The 502 firme meeting the criteria of being in eight or more
foreign countries were then examined and updated. Subsidiariess
and their parent companies were combined so that organizations
would be represented only once. The remaining firms were
compared with firme licsted in Dun & Bradstreet s Million

5

Dol - pirectory 1982 (272, Directory of Corporate

fpffiliations 1982 (1&), and the Standard Directory of

Bduvertizing Agencies Feb.-May 1782 (328, Firme which had

merged were combined and companies which had been purchssed by
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non=U.5. companies were discarded from the surveyr, Firms not
appearing in one of these three publications were discarded,
since recent information on them was desired. Information an
the firms, including the names of top executives, was updated
for use in conducting the survey and amalyzing the results, The
final sample was composed of 417 firms.

For the pretest, firms listed in the directory with operations
in seven countries were chosen to be survered., This gave an
opportunity to test the survey instrument on a simitar
population without having to draw on the firms chosen to receive
the final guestionnaire. Information on these firms was updated

using the Million Dollar Directory (27). A total of 70

firme wae surveyed for the pretest.

Preparation of the Questionnaire

The questionnaire was designed to provide descriptive
information on the population as a whole and on segments of the
populatin. QLuecstione were developed after & review of pertinent
lTiterature, with particular attention paid to studies by Pohlman

(312 and Kobrin (22,22%. In addition, The Art of Asking

Cuecstions (230, and the advice of several professors

experienced in guestionnaire preparation were relied an for
guidance in the survey’s wording.

Initial drafts of the questionnaire were critiqued by several
professors in the College of Business administration., The

questionnaire was further refined after the pretest by adding
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additional categories toc some of the questions,

The phwsical design of the questionnaire and placement of some
of the gquestions was guided by Donald Dillman’s book. (15) The
guestionnaire was designed to be attractive and easy ta fill
cut. For most questions, respondents were asked to make a
choice among alternativee. In several of the quecstions, space
wats lett for possible answers not listed among the recsponses.
Two questions were open-ended and the back page was left
Blank as a place for additional comments or questicne. The
questione were put together into & four-page booklet., @& copy of
this questionnaire appears in Appendix A.

The questionnaires were hand numbered in the upper right hand
corner of each survey, to aid in identifying non~respondents for
& reminder letter and comparing the characteristices of
respondente with the total population.

The pre-test questicnnaires were mailed Tuesday, August 21,
i#82. The revised questionnaires for the actual survey were
mailed Monday, February 14, 1983, so that it would arrive early
in the week, vet misse any weekend backlog of postage., Al1
questicnnaires were addressed by name to the individual in
charge of internaticral operations or to the president of the
firm if the intermatinal ocfficer was unknown. Namee for these

individuale were gathered from the Million Dollar Directory

(27, Directory of Corporate Affiliatione (14>, or the

Starndard Directory of Aduvertising Agencies (38D,




The Cover Letter

A couver letter introduces the surwvey and must metivate
recipients to complete the guestionnaire. The cover letter for
this studyr followed the suggestions by Diliman {133, He
suggeste that the cover letter must detend the social usefulnecss
of the project, explain why» the recipient is important to the
study, promise contidentiality, provide & token reward, and
thank the recipient. The letter was written on KSU,
International Trade Institute stationary and the token reward
tor responding to this project wae & copy of the results of this
study, A& business reply envelope was enclosed with the letter
and questionnaire. & copy of the letter appeare in Appendix B.
The came letter wsae used for both the pretest and the actual

sSurvey.

Follow-up Procedures

Following=up on questicnnaires sent out is necessary to cbtain
a reasonable return., For the pretest, & reminder postcard was
mailed September 17, 1983, two weelks after the questionnaire was
sent.

The postcard informed recipiente that a guestionnaire had been
sent to them. The note on the postcard thanked those who had
recsponded and asked non-respondents to reply. Finally, it gave
information on how to obtain a copy» of the questionmaire in case
the =zurwvey had been warlaid or misplaced.

F reminder postcard with the same message was sent to the
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recipients of the actual survey and was mailed February 21,
1982, one week after the questiocnnaire was sent cout.,

In addition, & third contact was made with firme in the actual
survey who had not responded by March 11, 1783, @A reminder
letter with another copy of the guestionnaire wag sent March 14,
198%, to the non-respondents. As suggested by Dillman (153,
thie letter had & stronger tone, reinforcing the importance of
the recipient to the success of the survey. The letter strecses
the usefulness of the studyr, relating it to the return of the
recipient’s questionnaire. & copy of the reminder postcard and

reminder letter are included in Appendix B.

Questionnaire Response

As mentioned earlier, & poputation of 417 firms was surverved
for thie project. The deadline for accepting returned
questionnaires was June 1, 1983, Out of the survewed group, 204
firms responded, inciuding two duplications and 31 declinations.
HNeglecting the duplicate responses and the declimaticons, the
171 firme completing the questionnaire comprised 41X of the
survered population, The characteristics of companies who
responded to the questiohnaire are similar to the survey
population as a whole on the basis of annuxl sales, number
cf emplorees and the firme’ SIC classifications.

In a compariscon of annual salee and number of employees the
respondents are fairly similar to the total firms surveved. See

Table & for more information.
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Table 3

Comparizon of Annuxl Sales and MNumber of Employees
for Survey Population and Rezspondents

Total
Fopulation Respondents
=387 (n=13&7

frequency percent frequency percent
<500 81 20,934 29 18,594
S01-100G =54 13.95 24 15,38
1001-1300 37 ?.598 15 ¢.82
1501 -5000 138 35.14 5% 37 .82
So0i-10,000 44 11.37 14 8.%7
10,001-20,000 1% 4,71 Eg S.77
Y$20,000 16 4,14 & 3.85
Me an £4421 .04 $417£.50
Standard Deviation PEE5.33 T7R8.4é

Number of Employees
(in thousands’

Total
Fopulation Respondents
(n=400) {n=141>
frequency percent frequency percent
<1 17 4,254 4 2.974
1-4.% &0 15.0 zZ8 17.2%9
5-9.9 baka] 12.75 18 11.18
10-24.% 74 23.5 38 23,4
25-4%9.9 f1 22.75 37 22.98
50-29.% c% 14,75 28 17.3%
»100 24 5.0 £ 4,%7
Mean 36.75 37.7&
Standard Deviation &2.14 &8, 81
Directory of Corporate Affiliztions (1&)

Million Dollar Directory (270

The recpondents are also fairly representative of the total of
firms surveyed., Manutacturing is over-represented by about 13X

while contract conestruction is underrepresented by & similar
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amount. Most firme have more than one Standard Industrial
Classification code, and may have diverse types of cperations,
The table below shows the concentrations of the populatiaon
surveyed and the respondents, summarized into industry groups.
Aappendin C includes the SIC groups, broken down into two digit

codes,
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Comparison of SIC Categories
for Survey Population and Respondents

Total
Fopulation Fespondents
(n=13244) Cn=534)
frequency percent frequency Fpercent
Agricul ture,

Foresetry, Fisheries 11 B2 4 . 7o
Mining && 4,%1 20 S.62
Contract Construction 30 Z2.22 7 1.3
Manufacturers &8 57.14 310 1=
Transportaticon,

Communications,

Btilities gz &.10 27 S.08
Wholesale 74 5.591 28 5.24
Fetxil 44 2.27 14 2.0
Finance, Insurance,

Real Estate 124 ?.77 &7 10.&7
Services 125 106.05 ke 10.3

Directory of Corporate affiliations (143
Million Dollar Directory (277

The following section looke at findings compiled from the
respondents’ questionnaires and how these compare with prior

Titersture.



]
ol

Chapter Four
Findings & Analysis

This research seeks to identify the political and social
circumstances that MWLs experience in their international
operations and the influence that these situations have on the
firms., Thie chapter containe the resultes obtained using the
methode described in Chapter Three and an analyeis of the
findings.

Digcussion of the findings is broken intoc four parts, Rel%ted
literature and research which either supports or contrasts with
these findinges is integrated into the discussion. First,
characterictice of the responding firms including years of
experience abroad, size (measured by annuxl sxles), reliance on
international sales, and type and location of overseas
operatione, are examined. Second, the political factors and
policies encountered in foreign countries and their impact on
firme are studied. Third, social factors abreoad and their
effect on MMCes are reported. Finally, the integration of
internaticonal social and political amalysis into the firms”

operatione are discussed.

Firm Characteristics

To some degree the characteristices of the respondent firms are
dictated by the surwvey method., Since a firm had to have

cperations in eight or more foreign countries to receive the
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questionnaire, it is to be expected that most respondents

would have many »ears of experience in international ocperations,
be large, and operate subsidiaries in several areas of the

wor 1d.

In this study, 23 revealed that zimost half, 494, of the
respondents had established their firet ouverseas affiliate prior
to World War I1. @Ancother 224 estabiished operatione abroad
between 1945 and 1955, and 23 started their firet international
subsidiary between 19534 and 1%&65. Only &< began their
international operations between 1¥4% and 1975 and none of the
respondents started after 1%75.

45 a measure of cize of the companies, recspondents indicated
the annu&l sales of their parent organization and subsidiaries
(G024, Again, almost half are large firms - 49 report sales of
over #2.% billion per year. Leses than 34 have sales of under
$100 million, 234 have sales of %100 to $750 million, and 234
tave sales of $751 miiltion to #2.5 billion.,

Respondents rely strongly on their international sales.

Almost &0 depend on their foreign coperations for more than
one—-quarter of their sales. A breakdown on the contribution of

sales from foreign operations to total sales follows,
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Percent of Sales
Contributed by Internaticonal Operations

(In percentage of respondents?

Percent of

Salec 0-10 11-25 Z2&=50 51-75 cver 75
Firms

10 3| 44 10 2
Cfrom Q257

HNearly three—-quarters of the recspondents have manufacturing
cperations. Thirteen percent make raw materials, 24% produce
intermediate goods, and &3X manufacture final goods (G2Z7). Manyw
firme are involved in other types of business as well. Table &

deecribes the respondents’ types of business abroad.
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Table &

Types of International
Engaged in E» Respondents

Trpe of
Fusiness

Fetail
Wholesale
Services
Manufacturing
Mining

Cther

banking

stock brokerage
ingurance

trading commadities

marketing & sales

capita]l goods sales

direct sales- specialty
chemicals

industrial sales

cale of metion picture and
t.v. shows

sales—service

advertising

energy toil & gas productiony
oil & chemicals

contract R&D and related
techrnical services

consulting engineers

project mgmt, engineering,
procurement, construction

agribusiness

publishing” book distribution

metal fabrication &
construction of coffshore
petroleum & related devpmt

processing

non-profit radio

military equipment

business equipment

Cfrom Q2487

Frequency

e Y

= om
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Operaticons

Fercentage
134
23

37
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Firms were asked to give the number of countries in which
they have operations for ten regions of the world (Q2ZE8),
Although the responses locate intermational cperations, two
probiems with CQuestion 28 lessen its value. Firset, respondents
may categorize a country into different regione. For example,
Mexico mar be considered to be in Morth fFAmerica by some and in
Central America by others. Second, the wording of the questicn
iteelf, mar have encouraged many respondents merely to indicate
the areas in which they have operations rather than to disclose
the number of countries in each of the areas. EBecause of this
second factor, only general regions where MNCs have operations
are examined here.

Most respondents have spread their operatione throughout the
world, QOver ?0X have operations in Western Europe and North
America and over three-fourths are located in Scuth America and
“eia (see Table 7). More than half operate in Africa, lceania

and Indonesia, and Central America and the Caribbean.
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Table 7
Location of International Operaticons
{in percentage of respondents)
Weet Europe -y Qceania & Middlie East 44
Indonesia &3%

Nerth America %1

Central America East Europe 7
South America 79 & Caribbean &2
S a = Soviet Union 3

tfrom Q287




These characteristice are considered in later discussions, and
their poesible relation to the experiences and rezponses of the

€irme are discussed,.

Political Factors and Host Government Folicies

Political situations and host country government policies
encountered and their impact on companies are examined in this
section, First, the importance of various general political
conditione in host codntries are considered. Second, ownership
policies of host governments and respondents are studied, and
third, the firme’ experiences with other government policies
are examined. Mext, the incidence and severity of politically
inflicted damage is discuesed. Finally, the impact of U.5.

policy on overceas operations, especially antitrust regulations,

ie considered.

General Political Conditions

Fespondente largely agree that foreign social and political
factors have more influence now than these factors did in the
past. While they affect exch firm differently, #1,54 feel that
the impact on their operations is greater now (82), OUOne
respondent, who said that the impact ie not greater but the
game, believes that recent eventes have merely made the situation
more visible,

When asked about the importance of seven political and policy
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situations, almost all +firme rated the inttances as somewhat or

very important. @& description of these results follows.

Table &

Importance of Varicus Political Factors to Multinational Firms
(In percentage of respondents)

Unimportant Somewhat WVeryr
Important Important

General political climate 2 40 S84
in the hoset country

Host government attitude

toward the U.S. IC8 55 42
FPolitical stability of the

host country 234 Errs
Political/economic orientation

of the host government i 1 47
Degree of administrative

efficiency/inefficiency in the

hoet country o 724 194
Frofit remittance and

exchange regulations 1w 23% -y
Taxation in the host couniries 27 384 &0

tfram Gz

Two variables rated as very important by more than
three-quartere of the reespondente are regulations affecting
profit remittance and exchange regulations. Taxation in the
host country and the gemeral political climate of & country are
considered very important by more tharn half the firms.

Frevious studies support findings that political instability
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is very important to the operations of MWNCe. dAgode, studring
foreign direct investment by 33 firmes in Africa asked about
factors influencing their inveestment decisions. While such
factors as expected rate of return, presence of rneeded raw
materials, & favorable investment climate, and a sufficiently
developed infrastructure were important, he found that market
size was of primary importance and that pa}itica] stability was
the gecond determinant of importance (1), WNumercus octher
etudies such as those by Basi (4, Kobrin (22), and the
International Labour Office (372 rated political stability as a
major factor influencing investment by multinational firms.
Kabrin’s study acsked respondents to select the four most
important aspects of the overseas environment (223, Shown below

are his findings.
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Table 9
Most Important fspects of the Ouerseas Environment - Kobrin
{Iln percentage of respondents?

Political stability 775
Foreign investment climate 7.5
Frofit remittance & exchange contrals &£9.4
Taxation 51.4
Expropriation 28.4
Folitical party attitudes toward foreign investors 24,2
Labor strikes and unrest 21.1
mdministrative procedures 15.8
Pubilic sector industrial asctivities 13,2
Fublic image of the firm 5.3
(22, p.4a1>

In a rankKing of factors influencing investment decisions,
Pohliman found profitability most important, them economic
conditione, political conditions, salee, sociclogical factors,

and last, cultural factors (312. When firms were asked toc rate



the importance "of political climate of the foreign country» and
ite governmental attitude towsard U.S5. ventures", 884 said it was
very important, and 14X reported that it was important when
making & major investment decision (31, R3 pt.2).

The importance of financial factors such as profit remittance,
exchange regulations, and taxation in the host country has
alsc been found to be importamt. For example, Kim, found that
government tax incentives primarily influenced investment,
and that bureaucratic red tape was the greatest disincentiue
$12). In comparison with the current study, though,
administrative efficiencys/inefficiency is the least important of
the political factore, with 24 rating it as unimportant, 724
rating it as somewhat important, and 174 saying it is very
important. This difference is probably due toc a choice of
words, since "red tape" is descriptive, while "administrative
efficiency/inefficiency" is more bland. Kobrin found that
"adminmnietrative procedures" were an important aspect of the
overceas environment for 15.84 of his firms {see Table % abovel
{223, Root and Ahmed found that the only policy factor
significantly influencing international investment was corporate
taxation (25, Taxation was mentioned as important by 3i.44 of
the respondents in Kobrin‘e study (22 whereas, in Fohlman’s
study,; & tax incentive was highly important to 294, of medium
importance to 40X, and of low importance ta 2% (317,

These situatione are to a large degree, determined by host
government policies. Ther may b mposed in an attempt to

guide growth and development or to appease a restless citizenry.
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Owrnership Folicies

Distribution of equity is a mador concern for both companies
and host country governments., In this study, 887 of the firms
report that they face ownership restrictions in their
international operations (Gé2. This finding is supported by
Heghandi and Baxliga’'s who showed that the major cause of
conflict between multinational firme and host country
governments was equity distribution (2%). For respondents
experiencing restrictions, 224 report exclusion from certain
industries, 224 are prohibited from further acquisitions in a
country, and ®54 are required to allow Tocal participation in
cwnership (Q7», Other tyrpese of restrictions account for 124 of
the firme” experiences; these are listed in Appendix D.

A closer examination of restriction on ownership indicates
that those with survice type operations appear a little lesc
likely toc experience restrictions. MNinety percent of the
non—service firms are reeiricted while anly 794 of the
respondents in services are limited (p=.03432). Firms with
cperations in Oceania and Indonesia also appear to be more
1ikely to su¥ter restrictions on ownership (%1x) than those not
coperating in this area (7%4) (p=.035%). 0f the firms excluded
from certain industries, services are more likely to have this
experience, Twenty—cix percent of the +irms with services have

Deen excluded compared with 134 of the non—service respondents

Lp=.0252%. Large firms are also more tikely to be excluded;
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294 of firme with more than 2.5 billion are barred from certain
indugstries, compared with 13% of those with zales between 751
million and $2.9 billion, and 7 of those with leges than 750
million in sales (p=,02527. Firme with operatione in either
South America or Asia are also more likely to be excluded from
some industries. OF firms in South America, 2Z3% have been
barred from some types of business, compared with &% of the
firmse who don’t have South American operations (p=.0213>,
Twenty—five percent of Asian-represented firms have been
excluded +from industries while only S of firms not in Asia have
experienced exclusion (p=,0180).

Theee findings on Scuth émerica and Asia may be expliained by
the policies of some of the countries in the regions. In South
America some countries, such as Brazil and Argentina, have
fairly liberal law, while many of the smaller cnes have
organized intoc the Andean Common MarKet (ANCOMY to improve Jocal
industry (34y, Foreign direct investment is 1imited to
‘activities approved by the ANCOM Commission and foreign
acquisition of existing enterprises is permitted only in the
case of bankruptcy, under the condition that the MNC accept
minority— equity in the company within 15 vears (342,

The deian nations vary in their palicies also, India which
pioneered the administered economy, guides all industrial
activites through government directives and requlations 1120,

The government 1imite businesses to certain tvpes of activities



and issues licences necessary to start & new industry,
manufacture z new article, expand operations, or relocate. The
Indian government alsc dictatee the allowable foreign equity
holdings in different categories by industry. India has
subetantially influenced the strategies of MNCs; in many cases
firms have been required to retreat from some industries ana, i
some instances, to diversity into areas where neither the parent
company nor the affiliate have prior experience (127,

When asked how their companies dealt with these ocwnership
requirements, cver half said they share their firm’s equity
(G2, The table below showe the methode firme choose to deal

with equity requirments,
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Table 10

Methods of Dealing with Requiements For Equity Sharing
{In percentage of respondents
who have experienced restrictions on ocwnership?

Joint ventures with local firms
ar- the host government &84

Ownership participation of host
country naticnals &7

ki thdrawal from countr 22

#“lteration in product or
acquisition strategy 22

Consultation services to host

government or local Firm &
Dther &
Long term purchase contracts {1

Tfrom 48
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Other methode have been chosen by some. Three +4irms dealt
with these requirements by taking no action or by not dealing
with the preblem. Four said they chose not to enter a country
and-sor not to expand their activities., (See fAppendix D2

When asked about the minimum percentage of equity that is
acceptakle for investment in & foreign cperation, less than hald
<aid they require controlling interest (G9). The table below

breaks down responses to this question.
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Table 11

Minimum Percentage of Ownercship
Necessary for Foreign Investment
{In percentage of respondente’

Percent of 20% 21— 51— over
Parent Company Ownership or less S0 o =7 ather
Firms 124 q5% ich A 104 2%
tfrom Q%)

Thie recponce expresses a flexibility in attitudes toward

ownership arrangements not indicated by Meghandi and Baliga
They found that U.S5. firmes were adamant about retaining 100¥
ownership and that this attitude was at the root of many U.S,
MME - host government conflicts (2%92. Some of thie difference
ma» result from the suruey methodse used in the two studies:
Meghandi and Baliga conducted personal interviews with
subsidiary managers, while this =tudy survered upper level
managers who may view the situation differentliy. Another

explanation for the difference in findings may be that the
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minimum percentage acceptable to the firms survered here is
different from what actuzlly prevails, & third possible reason
may be the result of time: Perhaps political realities have
forced U.S., firme to accept investments with less than 100¥
equity.

Equity sharing ie not the only government policy affecting a
firm'e international operations, however. Other regulations or
incentives may tave an equal or greater impact onm an individual

firm.

Qther Goverrment Policies

Inducements and disincentives to foreign direct investment
are important to firms because, as Behrman and Fischer point
cut, governments are able to alter expectations of profitability
through peolicies such as price controle, exchange controls,
import restrictions, export requirements, and patent protection
G2
When asked about their experiences with government policies
{Q10)>, over hal+ the respondents cited freguent incidente of
currency regulfation (See Table 12). Other host government
financial policies such as restrictions on repatriation of
profits and price controls have also been experienced
cccasionalliy or frequently by 85 ar more of the firms.

Other non-financial polices were experienced less often. For

example, 384 of the firms had never been given export targets
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Table 12

Encounters With Host Government Policies
(In percentage of respondents?

Mever Occasionally Freguently

Festrictions on repatriation
of profite 24 pagcs 257

PFrice controls 144 S52% 34x

Import regulatione, tariffe,

or quotas for supplies 7 45 44
Export targete for production Fén a7 74
Hiring of foreign nationals 164 Sen 284
Health and labeling regulaticns 38 &N 24
Currenc? regulations 2 37 &l

Cfrom G102

for their producticon, and 38% had never encountered health and
labeling regulations (see Table 123, The incidence of firms
khaving no encounters with health and labeling regulations and
export targets is probably understated: in these findings there
are 22 miesing values for these two variables, and many firms
circled the frequencies only for variables that they had
encountered,

0f the firme experiencing price controls, manufacturers are
more likely to face this restriction. Only 94 of the
manutfacturing firms have nerver experienced price controls,

compared with 21X of the non-manufacturing firms {(p=.00117.



Goverrment pelicies in the form of export targets are
experienced more often by maufacturing firms (YT than
non—manufacturing firme (2752 (p=.0001>. Export targets are
alsc more familiar to retailing firms (8354) than to
non-retailing firme (&1x) (p=,02&82), and more common to firms
with wholesale cperations (B2} than theose without a wholesale
business {(5%x) (p=.01i4)., However, there ie probably somes
coverlapping among these three categories, blurring these
digtinctionse. Une type of businecss that is leses likely to
experience export targets is mining. Only 474 of the mining
firms have had to meet export targets, while 734 of the
non-mining firms have experienced them (.001&2.

Large firms and firms with longer international experience are
more likely to have beern required to hire foreign nationals.
Only &4 of the firms with sales of more than %2.5 billion have
never experienced this requirement, compared with 204 of those
in the #7531 million to $#2.5 biltlion range, and 28x of those with
lesse than #7550 million in saltes (p=.0302). LikKewise, 114 of the
respondents with overseas subsidiaries pricr to 1745 have never
been required to hire foreign nationals, compared with 134 of
those that went overseas between 1945 & 1955, and 28% of those
who entered after 1530 (p=.0403). Firms with wholesaling
operations are more likKely to experience health and labeling
regulatione (84¥) than are non-wholesaling busineszes (554
(p=.004%).

These findings generally correspond with those of Poynter.
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He found that the more +requent forms of govermment interventian
were, in descending order, (1) witholding of foreign exchange,
{2) product pricing regulatione, (3) palicies regarding
emploryment practices (ie., wage ratesg, proporticn of foreign
employvees), 143 civil servite harassment, (3} regulation of
intra-MNC product flows, and (62 regulations affecting the
nature of the service provided by subsidiaries 1Z...

Foot and Adhmed found that govermment policies were not
decigsive determinants when compared to economic and social
determinante and political factors, &5 with many» other studies,
their research indicated that income {measured by per capita
GNF3» and the extent of urbanization, which they grouped together
as market size, had the greatest impact on foreign direct
investment (33).

The impact of these factors is rarely the same +or al)
companies and may vary from cne to ancther. The frequency and
degree of damage to a firm may be due to the type of industry a

firm is in, its tocation, cor other characteristice of a company,.

Politically Inflicted Damage

Ae mentioned previously, many firms have experienced
poelitically inflicted damage. In this study 754 of the firms
surveyed have experienced damage in at least some countriss in
which ther operate {(Q3). This is even higher than the &04

ecstimate by the Lall Street Journal (27.
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The firme that have experienced politically inflicted damage
are likely to be larger firmse with lengthy experience abroad.
Eighty—five percent of the firme with salee of more than $2.5
bBillion have been damaged by political events, compared with &%94
of the firms with sales in the £751 million to %2.5 billion
range, and &3 of those with sales of less than 750 million
(p=.0148>, Politically inflicted damage has also occurred more
to firme who began operaticone abrocad before 1945 (87X, than to
firme entering between 1945 & 1935 (8B1k)>, and those who went
abroad after 1953 (S&450 (p=.0010>,

Thirty—-six percent of those experiencing this damage describe
it as elight, 454 feel the damzge i=s moderate, and 174 consider
it severe. The cther 2V say it varies or cited probiems with
certain countriee, rather than noting an cverall experience.
This contrasts with the findings of Neghandi and Baliga.
Forty—four percent of the executives they interviewed described
the intensity of conflicte with host governmente as high, 40+
called it medium, and 1&4 said it was low. However, these
executives were describing their perception of the intensity of
three experiences with conflict, while this study inquires about
the accumulated experiences of firms.

& difference in survey methods may also account for some of
the variation in findings. It is possible that subsidiary
managers view their situaticons as critical, while top executives

overseeing numercous operations perceive the same conditions as
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minor., 0On the cther hand, studies have shown that
top executives were often poorty informed about international
circumstances and tended to exaggerate the unfavorability of
investments (21, Z&3, It ie possible that top executives have
become more informed about the worid than they were when
Meghandi and Baliga conducted their study,

In this study, firms that began their first oversezs ocperation
between 1745 and 19535 are more likKely to consider the damage to
be severe, than those who #ither started before 1945 or after
1#35, Below is & table showing the perception of damage b

firme with difterent amounts of overseas experience,

o s e e — e

Table 13
Degree of Politically Inflicted Damage
for Firms with Differing Overseas Experience
{in percentage of respondenten
First COuerceas Affiliate
Before 1945 1745~1955 After 1955
Degree of Damage (rn=g1l) (n=37) {n=47)
Ne Damage
(answered no to Q3D 15 lak L
Slight Damage 324 30 194
Moderate Damage 432 il 214
Bevere Damage 104 i7n 15

Chi Sg=1%.%31 df=é prob=.002E

(from Q4 &EZE3

Twe major types of damage experienced by the respondents are
delared payments and changes in ocwnership requirements (Q5).
Takle 14 provides more information on the prevailing tvpes of

politically inflicted damage.
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Table 14

Farme of Folitically Intiicted Damage

(In percentage of respondents who have experienced
politically inflicted damage:

Delaved Pavments &g

Chanoge in Ownership Regquirements &1

Taxation Changes 45
Embargoes or Borcotts 32
Expropriation 24

Other 23 .
Friveical Damage to Emplovees or Facilities 1S

tfrom G5

Other types of politically inflicted damage include exchangs
regulaticne (& firme), price conirgolte (4 firms), import/export
reguiations (4 firmed, and procurement restrictions (2 firms),.
A complete ligting of other types of damage is loccated in
Appendix D.

Firms experiencing delared parments are more likely to have
been operating abroad longer. Fifty-=six percent of the firms
abroad before 1945 and 557 of those entering between 1945 & 1955
have feit payment delars, compared with 42 of the firms that
started their first internaticonal subsidiary after 1745
Lp=.0032), Those who went abroad before 1955 are also more
likely te have experienced changes in ownership reguirements.
Only» E1X of the firmes entering after 1?55 have had changes in

ownership regquirements, compared with 284 of those entering from



1#4% to 1955, and S&+ of those who started prior to 1745

m

{p=.0014»., Firms with more experience abrocad and greater saie
are alsc more likely to have felt changes in taxation. They
have occurred to 479 of theose who went abroad before 1745, to
1% who started between 1945 & 1955, and to 21% of those
entering after 1755 (.,000&). Twentr—-eight percent of firms with

ales under %730 million and 284 of firme with salee between

mn

#7591 million and $2.5 billion have experienced changes in
taxation, while 4&4 of those with salee of more than $Z.5
bitltion have had the same experience (,00103,

Larger firms, and those in manufacturing, appear to have
experienced embargoes and bovcotts more often than others.
Embargoes and bovwcotts have occcurred to 384 of those with sales
of more than %2.5 billion, 21% of those with sales from $751
million to £2.5 billion, and 13% of those with salee of under
#7530 miltion <p=.00032. Thirty—-one percent of the firme with
manufacturing operations have experienced embargoes and
boyecotte, compared with 134 of those without manufacturing

}. Alec, firme with operations in the Middle East and in

ol
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#Asia are more likely to have faced embargoes or boyvcottse., Firms
with operaticne in the Middle Eacst are twice as likKely to have
experienced boycotte (3&4) as firmes not cperating there (18X
(p=.00&23. Firme with Asian ocperations are sven more likelyw
121X than those not in Asia (12¥) to have experienced embargoes
or bovcotte (p=.037&.

Reespondernts with operationse in the Middle East and in Africa
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have undergone expropriation more often than those not operating
in either of these regions. Thirty percent of those operating
in the Middle East ip=.00147, and 28X of those in Africa
Lp=.03533), have +aced expropriation, compared with 112.§ar those
not in the Middle East and 10X for those without &frican
operations. Large firme are also more likKely to have
experienced expropriation; 32 of firms with sales of more than
4$2.5 billion have undergone expropriation, compared with 1&4 in
the $751 million te #2.5 billion range, and aonly 44 of those

Wwith sales of less than 730 million {(p=.0001).



The Infiuence of U.S5. Antitrust Folicy

Moet respondente do not feel & contlict between U5, antitrust
law and prevailing practices in host countries (B113, Firms
with manufacturing cperations are more likKely to experience this
conrtlict (40K than are non-manufacturing firms C14%) (p=,00Z5%,
One-third of the respondents have experienced a contlict and
those commenting on the situation (Q12) usually say that U.E.
antitruset law, becauvse it is extraterritorial, putse them in =
weakened competitive position. Other countries generally do not
have such laws or, if they do, they are not enforced or given
an extraterritorial aspect

Eight firme complain that they cannot divide markets or have
run into confiicte with leocally sponsored price contrcol schemes,
which are both per se viclations of U.S, statutes., Nine
firms commented on the pressure caused by cartels. UWhereas host
governments may encouraxge association among competitors, U.S.
law prevents participation of American firms. The U.S. firms
mar have to compete alone against a sanctioned combination of
foreign competitors. Once again, these circumstances suggest
another examination of per se wviclaticons, as they apply to

.5, firmse doing businese abroad.



Social Factors

Social factors in host countries and their influence on U.S,
multinational firme are examined in this section. Using
Terpstra’s breakdown of the cul tural envirorment (3%), the
intluence of education, language, religion, social organization,
technology and material culture, and values and zttitudes on the
regpondente’ operations is studied. Firet, the impact of the
social environment on overall operaticons i examined. The focus
then narrows to look at cultural effects on products and

cservices, and on emplovee relations in host countries.

Social Envirenment and Overall Operaticons

The sccial environment iz of concern to firms, but
respondents rate social factore as less important to their
cperations than political gituations., This corresponds with
Pohliman's findings, where firme rated scciological factors and
cultural factors as being least important when considering xn
investment ({317. When asked to rate sewveral political factors
i@2Z), the respondente” rating of unimportance is highest, {94
for the administrative efficiency/ inefficiency in the host
country. Im & listing of social factors (G120, ratinge ranged
from 1&% feeling that modernness of outlook is unimportant to
0% saving the extent of urbanization is unimportant., LiKewise,
the frequency of respondents rating the social variables as very

important was much lower than for political +factors. However, in
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211 but the extent of urbanization, three-guarters of the
respondents feel that the soccial factors
are at least somewhat important., The table below shows how

respondents rated social factors.

Table 1S
Impourtance of Sccial Environment
to Overall Operations
(In percentage of respondents?
Bocial factors fiegree of Importance
Unimportant Somewhat Very
Important Important

Fate of literacy» and

gcheool enroliment 21 &2 144
Size of middle class 22 B3 25
Strength of labor movement 21.5 57 21.5
Extent of urbanization 20 g5 15
Modernness of cutlook 1& Sé& 28

($rom G137

Thecse five factors were the same used by Root and Abmed (35).
The only difference is that they analyzed "modernization of
cutlook", while this study examines the importance of
"modernness of outlook".

Te Root and ahmed, extent of urbanization was the only of
their social factors to emerge as an essential discriminztor of
laocation of foreign investments. This factor highly correlated
with per capita GDF, so Root and #Ahmed combined the twe factors
22 & measure of market size. In this study, the extent of

urbznization ranks lowest in importance, according to the
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respondents. Two possible reasons tor thies variation may be
due t¢ difterences in recsearch methode., First, Root and ahmed
locoked at 41 variables and tested for their significance in
discriminating among three groups of countries, while thie study
measures the perceptions of MNC executivese. [OFten the factors
perceived to be important by individuals do not appear
significant when compared with actual events, as Kobrin and
i.evis showed (21),(2&). another reason is that Root and &hmed
looked only at developing countries whereas this study inguires
about &all of & firm’s international cperations.

fAgode studied environmental variabkles of concern to some MNCs
in Nigeria (18, He found that concerns about infrastructure
predominated in successful firme, with economic,
legal/political, educational, and sccic-cultural variables
following. Meghandi and Baliga alsc confirmed the lesser
importance of sccial factors. Only four of the 138 cases of
MMC=-host government conflict were caused by problems with

socio-cultural norms.

Influence of Social Factores on Froducte and Services

The respondents’ products and services are influenced somewhat
by social factors in host countries., Religion has no impact or
merely a €light impact for %&4 of the respondents and the level
of technological develeopment has a moderate to large impact for
about 20X of the Firms (Q14). Below is a listing of social
factors and their influence on the products and services of

respondents.



Tabie 1&
Impact of Social Factors in Host Countries
Company Producte and Services
(In percentage of respondents’
Impact
Social Factor Mone Slight Moderate Large
Religian && 28% 3 1%
Language 27 =8 20 =
Level of technological
development S 14 S1 30
Income levels of the
population il 24 44 21
Bge groups in the population 41 31 22 é
Ratic of urban to rural
population 31 2% 30 10

(fr-om G14)

These findings compare favorably with Pohiman’s (31), When
asked which factors most frequently affect product requirements,
&, zaid utility was very influential, economy was mentioned by
&4%, and necessity was cited by S74. Religion was an important
factor for 114 of the firms.

The products and eervices offered by firms vary little from
what they market in the U.S. (G1S). Only i¥ of the respondents
market totally different items in foreign cperations.
Fifty-three percent offer identical goods, 43X markKet somewhat
similar items, and 3 have a combination of identical and
somewhat similar procducts and services. In Pohiman’s stud»

(2102, &74 of the firme said that their product cofferings abroad
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retained the same¢ characteristice as their U.S5. goods to = high
degree and the rest of the firms said they marketed moderately

similar items.

Social Factors and Personnel

The examination of social factore in personnel decicions
centers on eocjal organization in host countries. WVariables
such &s the traditional roles of men and women and power and
authority structures are examined (G1é&), WValues and attitudes
toward work and the emplover appear to affect personnel
decisions the most., Ower half of the respondents +eel that the
traditional power and autheority structures have a moderate to
large impact on personnel decisions. A& breakdown of the impact
of the social organization on the respondente’ personnel

management is shown below.
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Table 17
Effect of Social Factore on Persconnel Decisicns
{In percentage of respondents)
Amount of Impact

Soccial Factors None Slight Moderate Large
Fole of men and women in cociety 4354 342— 184 -— --EE_
Social classes or castes 2% 41 1% i
Racial relations 39 29 28 4
Religious relations &1 24 1] z

Traditional power and authority
structures 15 340 47 g

Values and attitudes toward
work and employer i1 11 4¢ 2%

C$rom G142
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This finding about the importance of values and sttitudes is
supported by Agado (12, He said that inappropriate culturai
attitudes or work crientation can combine with illiteracy and
the discouragement of government policies to make labor costs
guite high in developing countries, despite the low wages
workere command.

Decatnick and Bernett recommend that firms analyze cultural
and linguistic differences, climatic differences, unions
workforce attitudes, politicals/governmental attitudes, and
differences in management practices when considering human
rescurces (13>, They feel that the primary cauce of failure in
multinational ventures canh be attributed to a lack of
understanding of essential differences in managing human
rescurces in foreign environments.

A social variable often mentioned by firms as important teo
their operaticone is the strength of organized labor and the
demandes of employees, In & study of U.S. multinationale and the
extent of worker participation in management, Dellos found that
lower levels of inveetment in France and Italy, in compariseon
with octher West Eurcpean countries, were due toc the militant
unions, communist crientation, and high labor coste {142, In
this study, %1 of the firme have cperations in at least some
countries in which the workers are organized, and 124 of the
respondente have organized labor all of the countries in which
they ocperate (17},

Over three-quarters of the firme have occasionally or

frequently faced restrictions on layoffs or firings and demands



o
=4

for increased wages or vacation time or decreased work hours.
Moet have never or only occasionally experienced demands for
emplovee housing or requirements to share company profits or
management decision-making with laborers. The table below shows

the varioue labor demande experienced by the respondents.

o e e— D N TT————

Table 18
Dealings With Labor Demands
(In percentage of respondents)
Frequency of Occurrernce
Demands Never Occasianal 1y Frequently

Restrictione on larvoffs
or firings & 424 32

Requirements on profit eharing 35 5% &

Regirementse on sharing
management decision-making 25 &0

(4]

Fequiremente to provide
housing for 1laborers 51 4é

o

Increased wages or vacation

time 2 Sé 42
Decreased work hours 20 &5 15
(from G187

U.g. firms have slowed down their investments in Europe,
partly because of labor demands. The high severance pay
required in many countries makes U.5, companies wary of
inappropriate expansion (¥}, The short work week in some
European countries has also raised labor costs and discouraged
investment (7.

The International Labour Organisation examined the cperations

of six U.E., companiee with facilities in MNorth and South



Fmerics, Europe, and Asia (37). Ite researchers found that
unions in these areas plared a vital role in the determination
of wage rates and in most of the basic work conditions such as
fringe benefits, The influence of labor unions on issues other
than wages and working conditions was not as, strong and the
amount of influence possible depended more upon the legislation

and general custome of countries.

Integration of Political and Social Factor Analysis

Many firmes employ some form of overseas political and social
analyeics in their operations. Eight-seven percent of the
respondents say that they review social and political factors
C@l®)., The larger a firm, the more likely it ie to review these
factors; 784 of respondents with sales of less than 750 million
review these factors, compared with 884 of those between $751
million and #2.% billion, and 8% of those with sxle of more
than $#2.5 billion (p=.0001>. The firms who review thece factors
do so most often for initial investment and strategic planning
and least often for divestment decisione (G202, The table below
gshows the uses of politial and social review by the recpondents
and by those answering Kﬁbrin’e questiconnaire.

Kobrin“s findings are very similtar to thoece here, although he
asked firms if they had a systematic utilization of political
analrysis, while this study merely asks if firms review the

factors.



Table 1%
Uee of Social and Political Rewview
{Iln percentage of respondents)
-Kobrin-
=11 Respondents 11 Respondents
respondents who review respondente from insti-
tuticonalized
firmss

Initial
Inveotment TN =32 e, ax 1.2
Reinvestment &2 7z &9 .9 g8z.8
Strategic
Planning 72 as &0. 8 VLT
Divestment 44 51 47 .2 &7 . &
Repatriation
& other exchange
cperations 44 f3C] 4z2.0 &8, 2
Day to dar
cperations 4% o7 25.4 2%.4
{+rom G207 (20, p.14%)

# formalized politicxl assessment function

The only large difference ic in the number of firms reviewing
thece factore for day—-to-day activities. This may be due to the
difference between the more formal analyeis that Kobrin inquired
about and the type of review inguired about here, Another reason
may be that this study lococks at social and political factors,
whereas Kobrin’s study looked only at political factore and
evaluation.

Hal¥ the firme responding to this study have an individual or
team assigned to analyre foreign social and politial factors and

S74 specify somecne for this duty (QZ1), Kebrin found about S5
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cf the firme responding had & group which reviewed these
factors (227,

The firme in this study that assign someone to analyze
politjcal and social factors are more likely to ke large.
Sixty—two percent of the firme with sxlese of more than $#2.5
Billion have assigned an individual or team to deo analysis,
compared with 3&4 of those with saies between #7351 million and
$2.5 billion, and 284 of respondents with sales of leese than
#7550 millien (p=,00017.

The individualise or groupse who evaluate the social and
palitical factors do have some influence on the investment
policies of their firms. Forty-nine percent of the firms who
use an individual or team to assese the environment place
moderate reliance on their reports and suggestions, and 484 rely
highly on this information (Q22>., Only 3% of the firms report

low reliance on the znalysie by these teams.



Chapter S
Summary and Conclusions

Executives of multinational firme generally feel that
international zocial and political situations have grown in
impartance to their operations., One respondent feelse that the
impact hase not grown,saryse that recent events in natione such as
Iran and Mexico have merely given the importance of political
and social factors more visibility (H#404>=, The impact of
paolitical factors, especially host government policy, appears to
be greater than the effect of soccial conditions on the
operations of U.5. firms abroad.

These findings are from & survey of U.S., multinational firms,
conducted during the first half of 1983, The purpose of this
study has been to identify the political and social
circumstances that multinational firms are facing and the effect
of these factors on their operations.

Firme listed ag having operaticons in eight or more foreian
countries in 1%7% were chosen to be survered., UQuestionnaires
were sent to 417 firme and 171 firmse completed and returned the
survey. #Another 32 firms wrote to say that they no longer have
international operations or that they have a policy of not
responding to guestionnaires.

The surveved firms are generally large and diversified and the
responding group reflects the characteristice of the larger

group. The respondents compare favorably on the bzsis of annual

*resgpondent codes number



sales, number of emplorees, and Standard Industrial
Classification groups.

Moet of the recspondents have operated internationaily for
quite & while - almost 754 started their first international
subsidiary thirty or more »ears ago. Internationzl sales are
essential to the respondents, with &0M relying on these sales
for owver one-—quarter of their total sales. The respondents have
diversified regionally. As one respondent put it, "With presence
in about &80 countriee including sales offices we have positive
answers to most of your questions in one place or anocther, but
with well over half of the business in West Eurcope, Canada and
Japan restrictions and risks are not excessive on & weighted
average basis" (#405).

As one would expect, over ®0X of the firme have cperaticons in
North America and Western Europe. Over three—quarters of the
tfirme operate in South America and Asia, and over &0¥ have
cubsidiaries in Oceania and Indonesia and in Central America and
the Caribbean. Only 74 of the firme operate in Eastern Eurcpe
znd 34 have subsidiaries in the Soviet Union.

The poltitical factors of importance to most firme are
pelitical stability and profit remittance and exchange
regulatione. Taxation and the general pelitical climate of the
hoet country are of 5dme importance to 211 but 2 of the
respondents, and 34 rate the politicals economic climate cof a
country, snd the government s attitude toward the U.5., as
unimportant. One respondent says that "many countries are

excluded for possible investment due to limiting policies on
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technologies and profit remittance e.g. India® (H#2Z1). Howsver,
another respondent saye that these factors will affect the
business relationshipsstructure adopted by the firm {ie.
investment ve, license? but rarely precludes the firm's
representation in a country (#1882,

The policies of host governments are also of concern to the
tfirme. Eightr-six percent of the firms in this study sar that
they face ownership restrictions, usually in the form of
requirements for leocal participation. Howewver, 224 of the
restricted firme report exclusion from certain industries, and
ancther 224 are prohibited from further acqusitions in &
country. Most firmg deal with these demands by forming Jdoint
verturee with a host government or local firm, and by allowing
equity participation of nationals. Quer 204 report they have
withdrawn from a country» or altered their product or acquisition
strategy in the face of thesce demands. However, the respondents
are generally flexible in equity participation schemes) &74 say
that less than contralling interest is acceptable for a foreign
investment. Onily 104 of the respondents require maintaining
more than 754 ownership. One respondent saxs that the
acceptable equity holding depends upon where the balance is
heldy 204 is sufficient if the remaining 804 is widely held
(#2810,

Other government policies may affect the profitability of
operatione or their ease in management. Both restrictions on
repatriation of profite and currency regulatione have been

experienced by 84 of the respondents., Sixty—one percent report
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freguent encounter<s with regulation of currency. #@Another
frequently experienced policy concerns import regultations,
tarif+s, or guotas for supplies. Even the less frequently
experienced policiee of export targets for production, and
health and labeling regulations, have been encountered at least
csccassionally by over half of the firms,

Three-quarters af the respondents feel their firms have been
damaged by political factors in host countries, The damage is
considered slight by 384, moderate by 454, and severe by 174 of
the respondents. A few firms were unable to generalize their
experience with political damage because of the extreme
differences from cne country» to ancther. The types of damage
are usually subtle and & minority have experienced expropriation
(2475 or physical damage to emplovees or facilities (15¥),
Generaily, the damage appears as a delay in payments (84X, a

change in ownership requirments (&1X), or taxation changes

Social factors in host countries are important to the
recpondents” cperatione, although they do not have as great an
impact as do political situations. The frequency of respondents
rating social variables as "very important" is much lower, and
the rating of "unimportant” in much higher, than for the
political factors.

Literacy and school enrollment, the size of the middle class,
and strength ot the labor movement are somewhat or very
important to over three—quarters of the respondents. &l11 byt

164 feel that modernness of cutlcok iz of some importance to



their operations. “Dealing in different countries ig ...
heavily influenced by traditional secial customs and habits -
think, for instance, of the difference bhetween France and
Germany, or any other country and Japan", saye one respondent
($274>, However, one manufacturer said that politcal factors
are much more important than sotial factore since his firm
produces industrial goods (HBZZ21)., & Firm marketing consumer
goods might be affected more by sccial factors.

Social factors have some intluence on a firm's products and
services., The level of technological development hase the
greatest impacty cwver BOX report that the influence is moderate
or large. Income levels of the population rank second in
importance., In decending order, the urbansrural population
distribution, language, age groups of the population, and
finally, religion, influence the respondents”’ products or
services., The concern about technological scphistication and
income probably stems from the desire of companies to recoup
development coste and take advantazge of their skilles and
experience through mass production. Ore respondent was adamant
about the quality ot goods sold abroad: "We do not want to
market obsolescent producte or license obsplescent technologies
or “export pollution’" (H#278). The respondents cverwhelimingly
coffer the same or similar products in their cverseas operaticns
ag they do in the U.5. Only 1¥ of the firms market totally
different goods or services.

The minimal impact of religion ie alsc svident in an

examination of social factors and perconnel decisions. The
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cultural +actor most important to the respondenis ie the values
and attitudes toward work and the employer. #Also of moderate or
large impaortance for over half of the respondents ie the
traditional power and authority structure inm a host country., bf
importance to fewer firme are racial relaticons, the role of men
and women in societr, social classes, and finally, religious
relaticons.

Firme are sufficientiy concerned about the influence of socizl
and political factore that most firmes (8740 review these
variables in some manner. The firms generally analyze these
factore when studyving an initial investment or when considering
reinvestment. Half of the respondente have appointed an
individual or & team to analrze these factors and thege firms
report that they place moderate to high reliance on this
analysis,

Owerall, the responding firms feel that social and politicsl
influences have more impact than in the past on the investment
and operation decisions of multinational corporaticne. Quer 70K
feel that the impact has grown. The factorse affect firms
unevenly and an event which may hamper one cperation may have no
effect, or an indirect impact, on another. For example, one
respondent sars, "In the advertising industry, the impact of
gsocial and political factore is felt through the client of a
multinatic . agency rather fthan directly, in most inestances.
Mevertheless, 2 U.5. based agency with offices abroad definitely
has toc be or become sensitive to the realities of the individual

countries in which it does business, For this reason, most



agencies place foreign nationals or regional experts in
positions of responsibility abroad.” (H11&D

The respondents indicate a genuine concern for social ang
political situations in host countries, Most are adapting by
camplying with demands and by taking the initiative in

responding to these factors.
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Appendix A
Sample Questionnaire
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Do Foreign Political & Social
Factors Influence
U.S. Multinational Firms?

a survey sponsored by

The International Trade Institute
of

Kansas State University




. you feel that foreign social and political irfluences are having more impact than
ir. the past on the investment ana operation gecisions of multinational corporations?
{Please circle your answer)

1 KO
2 YES

Much has been said and written recently about the growing importance of the foreign
political situation to multinational firms. How important are the following
conditions in your operations abroad?

Degree of Importance
(Circle your answer)

1 General political climate
in the host country . . ., . . UNIMPGRTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT

2 The host government's
attitude toward the U.S. . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT

3 Political stability of
the host country. . . . . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY I[MPORTANT

4 Political/economic

orientation of the hast

government. . . . . . . . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT
5 Degree of administrative

efficiency/inefficiency

in the host country . . . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT

& Profit remittance and
exchange regulations. , . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT

7 Taxation in the host
country . . . . . . . . . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT

Has your company suffered politically inflicted damage withing the past 10 years?
(Circle number)

1 N0

2 YES, IN SOME COUNTRIES IN WHICH WE HAVE OPERATIONS

3 YES, IN ALL COUNTRIES IN WHICH WE HAVE OPERATIONS

1¥ your company has experienced politically inflicted damage, which of the following
best describes your experience? {Circle number)

1 SLIGHT DEGREE NF POLITICALLY INFLICTED DAMAGE

2 MODERATE DEGREE OF POLITICALLY INFLICTED DAMAGE

3 SEVERE DEGREE OF POLITICALLY INFLICTED DAMAGE



Q6.

Q7.

Q9.

1f yvour company hac experienced politicatly inflicted damage in any degree, what

form nas it taken? (Lircie numbers of all ihai apcly)

6
7

Has your company faced restrictions on ownership within foreign countries in

CHAKGL 1N OWNERSHIF RLOUIRIMENTS

TARXATION CHANGES

DELAYED PAYMENTS

EMBARGOES OR BOYCCTTS

PHYSICAL DAMAGE TO EMPLOYEES OR FACILITIES
EXPROPRIATION

OTHER (PLEASE SPECIFY)

which you have operations? {(Circle number)

1

NO (PLEASE GO TO QUESTION ¢}

2 YES

What form have these restrictions taken? (Circle numbers of all that apply)

1
4
3
4

How has your company dealt with these reguirements? {Circle numbers of all that apply)

6

7

wWhat minimum percentage of ownership do you consider necessary tc invest in a

EXCLUSION FROM CERTAIN INDUSTRIES
REQUIREMENTS FOR LOCAL PARTICIPATION IN OWNERSHIP
PROHIBITION OF FURTHER ACQUISITIONS

OTHER (PLEASE SPECIFY)

JOINT VENTURES WITH LOQCAL FIRMS OR THE HOST GOVERNMENT
OWNERSHIP PARTICIPATION OF HOST COUNTRY NATIONALS
ALTERATION IN PRODUCT OR ACQUISITION STRATEGY
CONSULTATION SERVICES TG HOST GOVERNMENT OR LOCAL FIRM
LONG TERM PURCHASE CONTRACTS

WITHDRAWAL FROM COUNTRY
DTHER (PLEASE SPECIFY)

foreign operation? (Circle number}

20% OR LESS PARENT COMPANY QWNERSHIP
21-50% PARENT COMPANY OWNERSHIP
51-75% PARENT COMPANY OWNLCRSHIP

OVER 765% PARENT COMPANY OWNERSHIP

-4
(RN



010. How cften have you encountered the following government policies in your operations

abroad?
Frequency of Occurrence
{Circle your answers)
1 Restriction on repatriation of profits . . . NEVER OQCCASIONALLY FREQUENTLY
¢ Price controls . . . . . . W e R E 8 B.uE NEVER OQCCASIONALLY FREQUENTLY
3 Impart regqulations, tariffs, or quotas
for your supplies . . . . . . . . . .. .. NEVER OCCASIONALLY FREQUENTLY
4 Export targets for your preduction . . . . . NEVER OCCASIONALLY FREQUENTLY
5 Hiring of foreign nationals. . . . . . . . ., NEVER OCCASIONALLY FREQUENTLY
6 Health and labeling regulations. . . . . . . NEVER OCCASIONALLY FREGUENTLY
7 Currency regulations . . . . . . . . .. .. NEYER OCCASIONALLY FREQUENTLY

Ql1. Have you experienced any conflicts between U.S. anti-trust law and prevailing
business practices in the countries in which you have operations? (Circle your answer)

1 NO {PLEASE GO TO QUESTION 13)
2 YES

Q12. If your answer to Ql1 is yes, would you elaborate below, please?

Q13. How important are the following conditions to your operations abroad?

Degree of Importance
(Circle your answars)

1 Rate of literacy and school

enrollment. . . . . . . . ... UNIMPCRTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT
2 Size of middle class . . . . . . UNIMPCRTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT
3 Strength of labor movement . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT
4 Extent of urbanization . . . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY IMPORTANT
5 Modernness of outlook. . . . . . UNIMPORTANT  SOMEWHAT IMPORTANT  VERY TMPORTANT

014, To what degree do the following social factors affect your product or service in the
foreign countries in which you cperate?

Amount of Impact
{Circle your answers)

] Religion « v o s s @ v i  6F s v e F o6 NONE SLIGHT MODERATE LARGE
2 OLANGUADE « + v v s w oo a b nomw v e v NONE SLIGHT MODERATE LARGE
3 Level of technological development . . . . . . NONE SLIGHT MODERATE LARGE
4 Income levels of the population. . . . . . . . NOME SLIGHT MODERATE LARGE
5 Age groups in the population ., . . . . . . . . NONE SLIGHT MQDERATE LARGE

6 Ratio of urban to rural population . . . . . . NONE SLIGHT MODERATE LARGE



015.

Q16.

Q17.

018.

Q19.

How similar are the products or services in your foreign operations to those you
offer in the U.5.? (Circie number)

! [DENTICAL

2 SOMEWHAT SIMILAR

3 TOTALLY DISSIMILAR

To what degree do the following social factors affect your personnel decisions in
the foreign countries in which you operate?

Amount of Impact
(Circle your answers)

1 Role of men and women in society. . . . . . . NONE SLIGHT MODERATE LARGE
2 Social classes or castes. . . . . . . . - . . NONE SLIGHT MODERATE LARGE
3 Racial relations. . . . . .. . . . .. .. . NONE SLIGHT MODERATE LARGE
4 Religious relations . . . . . . . . . . ... NONE SLIGHT MODERATE LARGE
5 Traditional power and authority structures. . NONE SLIGHT MODERATE LARGE

6. Values and attitudes toward work and
BMPTONER o v 5 s o s v o5 o 6 & @ % 8 b s . NONE SLIGHT MODERATE LARGE

In the countries in which you have operations, are the laborers organized? {Circle
number)

1 NO

2 YES, IN SOME OF THE COUNTRIES IN WHICH WE HAVE OPERATIONS

3 YES, IN ALL OF THE COUNTRIES IN WHICH WE HAVE OPERATIONS

How often do you deal with the following labor demands?

Frequency of Occurrence
(Circle your answers)

1 Restrictions on layoffs or firings. . . . . . . NEVER, OCCASIONALLY FREQUENTLY
2 PRequirements on profit sharing with tabor . . . NEVER OCCASIONALLY FREQUENTLY

3 PReguirements on sharing management decision-
making with labor (co-determination) . . . . . NEVER OCCASIONALLY FREQUENTLY

4 PRequirements to provide housing for laborers . NEVER OCCASIONALLY FREQUENTLY
5 Increased wages or vacation time. . . . . . . . NEVER OCCASIONALLY FREQUENTLY

6 Decreased work hours. . . . . . . . . . .. .. NEVER OCCASIONALLY FREQUENTLY

Does your company review overseas social and political factors? (Circle number)
1 NO (PLEASE GO TO QUESTION 23)
2 YES

~.1

o



320,

Qz1.

Q22.

.nen is this review process used? [Circle numbers of all that apply)

IMITIAL INVESTMINT

REINVESTMINT

STRATEGIC PLANNING

DIVESTMENT

REPATRIATION AND OTHER EXCHANGE OPERATIONS
DAY TO DAY OPLRATICONS

1s an individual or a team assigned tc review or analyze overseas social and
political factors? {Circie number)

1
&

NO (PLEASE GO TD QUESTION 23)
YES

To what degree does your crganization rely on the reports and suggestions of this
individual or team when making a decision? (Circle number)

&
i

2
3

LOW RELIANCE
MODERATE RELIANCE
HIGH RELJANCE

Finally, we would like to ask & few questions about your organization to help us
interpret the results.

Q23.

024,

When was your first overseas affiliate established? (Circle number)

4

=
3

PRIOR TO World War I!
1945-1955

1656-1965

1966-197%

AFTER 1875

What are the total sales of your parent organization and its subsidiaries? (Circle
rumber )

UNDER $100 MILLION
$100-8750 MILLION

$751-82500 MILLICN
OVER $2500 MILLION

-
3



Q25.

Q26.

Q27.

Q28.

Q29.

What percentage of the above sales are from your interrational operations?
(Circle number)

1 0-10%

2 11-25%

3 26-50%

4 51-75%

5 OVER 75%

What type or types of business are you invalved in abroad? (Circle number of all
that apply)

RETAIL

WHOLESALE

SERVICES
MANUFACTURING

MINING

OTHER (PLEASE SPECIFY)

o B W NN

If you are in manufacturing, which of the following cateqories of items do you
produce? (Circle numbers of all that apply)

1 RAW MATERIALS

2 INTERMEDIATE GOQDS

3 FINAL GOODS

In each of the following areas, please indicate the number of countries in which
you have pperations. (Please indicate only countries where actual U.S. capital

is invested. Do not include contract license, or participation solely on a royalty
or profit sharing basis.)

___AFRICA
__ CENTRAL AMERICA AND THE CARIBBEAN
___EASTERN EUROPE

___ WESTERN EUROPE

___ MIDDLE EAST

___ NORTH AMERICA (EXCLUDING U.S.)
__ OCEANTA & INDONESIA

___ SDUTH AMERICA

__ ASIA

____SOVIET UNION

Please indicate your position within your firm.




is there anything else you would Tike to tell us about the effects of foreign social and
political factors on U.S. multinational firms? |f so, please use this space for that
purpose.

Also, any comments that you wish to make that you think may help us understand U.S.
multinaticnal firms and their relationships with foreign countries will be appreciated,
either here or in a separate letter.

Your contribution to this study is greatly appreciated. If you would like a summary
of the results, please print you name and address on the back of the return envelope
(NOT on this questionnaire). We will see that you get the results of this study.

-

[}
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Appendix B
Sample Cover Letter, Reminder Postcard, and Reminder Letter

Cover Letter

international Trade Institute

Caivin Hall
Manhattan, Kansas 66506
913.532-679¢

February» 14, 1983

" Dear H

Recent trade conflicts have intensified an aiready

H cemplicated business situation. Foreign governments and
allied institutions are increasin@Qiy affecting business
activities and decisions, especially those of multinational
firms, because of suspicions and misconceptions about these
firms.

To iessen possible transiation of these misconceptions into
adverse attitudes and policies, a current description of
UJ.S5. multinationals should be developed. The International
Trade Institute at Kansas State University will develop such
& picture of firms, but it needs your help. Please have
someone acquainted with your international operations ill
out the enclosed questionnaire and return it to us,.

You are assured complete confidentiality, The questionnaire
hags an identification number for control purposes onlvy.
Your firm will never be associated with the gquestionnaire.

The results of this study will be available to government
officials, executives, and other interested persons. You
may receive a summary of the results by writing “copr of
results requested” on the back of the return envelope, and
printing your name and address below it, Please do not put
this information on the guestionnaire itself,

We will be pieased to answer any questions. You Mmay write
to me or call me at (913) 932-48%2.

Thank=you for »your assistance.

PINTRS I

Randolph FPohlman, HKead, Department of Finance
Project Coordinator



Feminder

Fostcard

February 21, 1983

Last week a questionnaire seeking your opinion and experiences in
your international operations was sent to you. If you have already com-
pleted and returned it to us, please accept our sincere thanks. If not,
please do so today.

If by some chance you did not receive the questionnaire, or it got
misplaced, please call me right now (913 532-6892) and | wil] get another
one in the mail to you today.

Sincerely,

Randolph Pohlman
Project Director



—_—

Feminder Letter

international Trade Institute

KANSAS College of Business Administration

m Manhattan, Kansas 86506
UNIVERSITY | 913-532.6789

March 14, 1783

Dear 1

About three weeks ago I wrote to ryou seekKing your opinion
and experiences on the influence of foreign social and
political factors on your overseas operations. As of today,
we have not yet received your completed questionnaire,.

We have undertaken this study because of the belief that a
current description of multinational firme and their
policies and practices is necessary and valuable to
executives, educators, and government officials,

I am writing to you again because of the significance each
questionnaire has to the usefulness of this study. In order
for the results of this study to be truly representative of
the ocpiniens and experiences of U.,5. multinational firms it
is essential that each company in the sample return their
questionnaire. Please have someone aguainted with your
international operations fill out the enclosed
questionnaire.

In the event that your guestionnzire has been misplaced, a
replacement is enclosed,

Your cooperation is greatly appreciated.

Sincerely,

Randolph Pohiman, Head, Department of Finance
Project Coordinator




Appendix C
Standard Industrial Classitication Groups:
Survey PFPopulation and Respondents

Survey Fopulation

5AS

V2 FFEQUENCY  CUM FREW PERCENT  CuUM PERCENT

‘ 5 4 . ,
1 7 7 0.62¢ 0.520
2 1 [ G074 D.595
7 2 10 Qeldn D743
7 1 11 O.074 b.B18
10 9 2u Goo069 1,487
11 1 2l 0,074 i.561
12 12 33 GeB92 2.454
13 24 71 c.825 - 5,279
14 6 77 Ved4t 5.725
15 11 i) O.618 £.543
16 13 101 G. 967 7.50%9
17 & 107 Qest4ts 7.655
20 41 148 . 3,048 11004
21 2 150 U, 149 1l.152
2 14 164 le4l 12.193
23 15 179 1,115 15,309
24 16 185 1.1%0 144458
25 4 203 0,59% 15.053
B wweeen EWieus Q2% e o Lo W33 . 1 Ta26
27 : 28 251 2.082 19,104
28 93 255 Ta2B8 2643264
29 23 ar8 1,710 28,104
30 44 422 3.271 31,375
il 3 425 0,223 31.599
32 03y . 4abBe . o 2.305 . . _.. 33,903
33 34 %90 24528 36,431
34 th 556 4.907 41.338
3s 112 t08 L B.227 . 49,665
36 79 747 S.874 55.539
it 50 797 3,717 549,257
e e 38 9% . B5SY . 44015 63,271
g 24 B1S 1.784 6€.056
40 2 8r7 0.149 L5,.204
e .. .15 . BY92 1.115 . 66,220
44 14 206 1.041 67,361
45 11 917 0.818 68,178
s BB s el we wew . IRR v weleB 2l ey Hle599
47 7 931 0.520 6%.219
40 19 950 1.413 10,632
49 R . 957 0.520 T1.152
50 35 892 2602 T3.755
51 39 1031 2.900 Téebo4
52 5 . 136 . 0.372 . . T1.02¢
53 2 1038 0,149 77.175
54 1 1039 0.074 774249
85 3 1042 0.223 TT4T2
5f 5 1047 0,372 77.844
57 5 1052 0372 784216
. 54 11 . 1063 . . 0eBl8 _ .79.033
54 12 1975 D BYZ 79.926
U 14 1089 L.041 8C.967
bl 234 1112 1.710 H2,4677
&2 13 1125 V. 967 B3, 663
63 10 1135 U.T43 B4e367

Gy 5 .. 1l40 Ua.372 . .. B4.1750

o
)
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Survey Population (cont.)

SAS

vz FROCUCHCY  CUM FPLO PIRFCERT UM PEFCENT
5 £2 1142 let2d B8 .304
13 1 1163 0.uT4 BOs 408
67 s 1208 34420 S, 8tH
70 5 1214 0,272 90,260
7y 2 1216 e lé9 SCa409
15 bty 1240 4, 154 Gh.167
s 5 1zA% Us 372 55,939
Te 1 1280 LeOT4 95,613
g 9 12495 U, 609 SE.283
79 L 12448 0,223 564506
ul 5 1503 0,372 . 96.HTT
Hl 1 1304 Je 074 Gbe 952
42 12 131e J.0842 ST B4%
g2 1 1217 0.074 ¢7.914
=14 1 1318 Qb4 . 97.993
687 1 1319 0.074 YH.007
89 25 1344 leBh9 99,926
gt 1 1245 0.0174 100,000



Fespondents

SAS

v2  FREQUENCY CuM FREQ PEPCENT CUM PEKCENT

L] 3 L] . ) L)

1 pa 2 0.375 C.375

2 1 3 C.187 B.562

3 1 4 ! 0.187 0,749
10 4 8 Ca749 1.45€
12 (] 14 lal24 2622
13 lse 30 2.996 S«t18
14 4 34 Ve 749 6,367
15 1 35 0.187 €.554
16 3 g 0.562 T.ll0
17 3 41 | O.5862 . T.673
20 8 49 l.498 G176
21 1 50 Ga187 Se363

2 & 56 1.124 10,487
23 4 ay 0.749 11.236
24 7 &7 1.211 12.547
5. 3 ... 70 0.562 : 13,109
26 6 76 l.124 14,232
2T B B4 1.498 15,730
28 4B 132 8.989 24.719
24 e 142 1.873 26592
3o 20 162 3,745 30,337
23l —— 2 164 N.375 . . 30.712
22 a 173 1.685 32,397
32 12 185 2.247 346,644
34 26 21l 44869 39,513
35 56 267 10.487 50.200
36 33 300 b4e 1RO 56,180
37 o2l 321 3.933 60.112
38 24 345 4.4 6440607
a9 6 351 l.1d4 €5.,720
40 1 352 0.187 65,718
42 5 357 0.936 66,854
bd S 262 0,938 67.790
45 Z iv4 0e375 EBe 165
46 4 368 0.749 £B8.314
47 3 3Tl 0.562 694,476
4R 4 a7s 0.749 70.225
40 3 aTe V.562 10.787
50 11 2HY 24060 T2.3486
51 17 406 3.1R4 T6.030
52 1 407t ., 147 7e.217
53 1 408 0.137 To. 404
54 1 4n9 0187 T6.5%2
5¢ P 411 Qe 2 ThH 164,966
57 4 415 CoT4aY 77.715
59 3 418 0862 : Tde217
£9q 4 422 D749 79.028
60 5 427 0.3 T9.963
61 12 426 2.247 8r.21C

2 6 445 lella £3.2323
63 5 450 Ue28 4,210
) =l 452 U375 Ra.hbs
65 G “6] 1,085 86,330
o7 18 A4TY9 2,371 36,700
70 1 4eqQ Vel187 5. 088

o



Resporndents

Lcont.»

FPENUENCY
27

B P v e s e

SAS

CuUM FREQ

507
508
509
510
511
515
51¢9
520
534

PERCENT

5.05¢
0.187
0.187
0. 187
U, 187
0. T49
0.T49
0.187
2622

LU PERCEMT
94,944
95,121
95,218
95.506
G5.693
S6ha442
97.191
97,378

100,000

n



v

N e

V4

[ S

Appendix D

Questionnaire Responses

CUM.

_CUM

CUM

971

_EREQUENCY €UM FREQ  PERCENT
5 - L]
o la 14 8,434
152 166 91,566
FREQUENCY CUM FREQ.. PERCENT
4 [ 2.339
68 __ . _Tz . 19.16b
99 171 57.895
__FPEQUENLY CUM FREQ  PERCLNT
5 5 2,924
.. 94 . L BN 1
12 171 42,105
_..EPCQUENCY _.CUM. FREQ _._PERCENT
1 1 0. 585
.39 .. _40 _ _ 22.807
131 17 76.608
. FREQUEMCY _CUM FREQ . PERCENT
5 5 2.924
. B& . .81 . _ _ 50.272..
a0 i1 46,784
_ EREQUENCY. .CUM FREQ._ PERCENT
16 16 9.357
Lo 123 139 71.4930
22 171 18.713
FREQUENCY _CUM FREQ. PCRCENT
1 : . .
- 2 2 . l.iTe
19 41 22,941
129 170 T5.832
FPEUUENCY CUM FREQ  PERCEMT
1 ‘ i 6
o 4 2.2352
(&3 68 3Tub4T
102 170 60,000

PERCENT

Ha434
100.000

PERCENT. .

2,339
424103
100.9¢C0

PERLENT

2.924%
57.895

100,900

~CUM.

cuM

CuM

CuM

Ly

PERLENT

G.5485

L 234392

100.000
PERCENT

2.924
53.216
16¢.000

PERCENT

9,357
Blecul
10¢, 200

PERCENT

l1.176
24.118
10,000

PERCENT
2,353

40,030
1ug.0C2



Vil FREQUENLCY LM FREQ PEPCENT  Lud PERCENT

i 1 . . "
1 41 41 Z4eilb 244114
fd 127 loB T4,T06 GB.824
3 1 169 [VPRNIY. ] 9,412
% 1 170 04549 160.000
vi2 FECOUENLY (UM FREQ PERCENT CUM PERCENT
L ’ a ’ . ) - o V - .
0 39 19 23,077 23.077
1 47 8 2Te811 504488
3 58 144 34,320 85.207
3 22 166 13.018 38,225
& .3 169 _ 1,175 .._..100.000 __
V12  FRFEQUENCY CUM FREQ  PERCENT CUM PERCENT
T o -V 3z T 1e.713 18.713
1 54 86 31,579 50,292
el 2. BS__ . _AT1_ 449,708 1004000 __

Via FPEQUENCY (UM FREQ PERCENT (UM PERCENT

o 32 T 32 18,713 18,713
1 76 108 44,444 63.158
— 263 171 364862 .. 1004300 .

V15 FREQUENCY CUM FREQ PERCENT CUM PERCENT

o 32 7327 Tiema 18.713
t 50 82 294240 47,953
-2 .89 171 524047....-..100.000 .

vVie FREWUENCY CUM FREQ PERCENT CUM PERCENT

0 32 T3z 7 18.713 18.713
1 4 126 54,971 T3.684
2 .. &5 .. 171 2e.3l6_____100.000_.

vi7 FREQUENCY CUM FREQ PERCENT CuM PERCENT

0 32 T 32 18.713 18.713
1 118 150 £9.006 87,713
e 2Ry Tl . 12428) .. .. .100.000.

vig FREQUENCY (UM FREY PEPCENT CUM PERCENT

0 32 32 18.713 18,713
1 105 137 6l.bls 80.117
2 3% ST L 1%9a8H3 . _100.000 .
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“Other" Responses to Cuecstions and Rdditionzl Comments#

1. Do ryou feel that foreign eocial and political influences are
having more impact than in the past on the investment and
operation decisions of multinational operations?

climate ie unimportant but change is wery important (1853

G2, How important are the foilowing conditions in »our
operations abroad?

4, Folitical economic orientation of the host government?

degree of regulation & growth planning is highly important
{185

82, Has your company suffered politically inflicted damage
within the past 10 years?

2, circled "no" and "ves, in some..", indicated as degree
#4 (82
b. mostly the U,5. (154)

Gd. [+ »our company has experienced politically inflicted
damage, which of the following best describes your experience?

2. variese (227
b. severe in case of Fortugal (74
c, depending on country (Z%717

G%. I+ your company has experienced politically inflicted damage
in any degree, what form has it taken?

7. other?

a., less of orders (%)

b, partial takecver (15

c. nationalization <18J

d. local content regulaticons (22

&, currency exchange controls (22

f. discrimination in govt, institution purchasee (S1)

g. import restrictions (750

h. preferential procurement (75)

i. immigration papers of & use of U.S. citizens in mamt. (82)

* numbers in parenthesis indicates respondent code number



Eg=

freeze on assets (73D

loss of ail tacilities in OKinawa 141D

financing +1543

fiscal policies desighed to prejudice foreign CIES. 1585
industry regulaticon —applies to loacal & expart regulations
particularily (1&5

change in remittancesexchange (1&72

price contral C1&80

politically motivated price controls (1732

prohibition of m¥frg. certain products unleze other
requirements met {18&2

inability to obtain import certificates &“or foreign
exchange (1882

foreign exchange controle (2420

pricing & registration restrictions (248)

detaults on obligations {(Z4%)

pressure, remittance, also exchange rate manipulation 280}
curtailment of operations (322)

Iran/Irag war (3827

exchange controls (40687

change in tariff regulations (4307

price controle (124)

¢é. Has vour company faced restrictions on ownership?

G7.

rnot consistent woanswer #7 (Z15)

What form have these restrictions [on ocwnershipl taken?

maximum ¥ of foreign ownership (157

naticonal staffing requirements (&2

renewal of work papers of Americans (82

recstrictions on services, products we can offer (383>

local government participatian (930

limiting o4 radic stations per corporation <1412

Timiting foreign ownership to 474 (1350}

expansion into new product lines (138}

naticnalization <1787

devaluation a la Mexico (1845

no further capital contributions allowed (12&)

financing restrictione (22683

exclusion from certain product categories (2470

ownership participation of emplorees (zince bought back?’
(252>

prohibition of expansicon of activities (3223

geographic movement of facilities (384D

revaolution & non-payment (3700

mandatory, in—-country manufacturing (388}

local participation— more implied than required (3945

financing tied to local participation (404)

restricticn on recapitalization (3027



ag.

How hase »our company dealt with these requirement [on

cwnershipl?

L]
-

alteration in product or acquisition strategyr?

change in manufacturing strategy (2527

uy.

other?

no actions no immediate sericus pressure (917

problem »et to soluve (S5

maintain status quo position (15&)

non—entry into country {veoluntary or involuntary) (2490
no investment (2538}

not expanded activities (322)

have not grown as planned (3640

What minimum percentage of ownercehip do you consider

rnecessary?

& .
b
Co
d.

M.
Fia
(=3
GID:

i.

would prefer majority (747

no minimum (%3)

not less than S0x (1240

21-50¢ to acquire market share & S1-754 for momt control
manufacturing & business decisions (150>

(Z21-50%) under lccal taw, provides suftficient minority
rights (1&50

(21-50X) if =such company wants to use one or more of our

trademarke or brand nmnames (1730

100 - present feeling C18&)

51-757 & over 754 both circled (212)

S0 w/management control preferred (Z47)
S0¥ in very extraordinary situations (252}

depends upon where balance is held - 20X is sufficient if

remanining 80X is widely held (2817
varies (2147

100 (2430

company confidential {288

£20%-50 - depends on situation (4048)

~0

ot

How often have you encountered the following govt. policies?

Restrictions on repatriation of profits?

capitalized funde (1412



2. Price contraols?
s.govt, controle price {32530
B, MAR 7D

4. Export targets for »our production?

a. WNAn (1% (3B (930
b. not targets for exports as such, but tax tfreatment &
ather incentives generally encourage (242)

&. Health and labeling regulations®

a. NAYA (19 (8B (L8
b. ? (254>

014.To what degree do the following social factors affect wour
product or service?

i-& - not familiar (4092

G1S.How similar are the products or services in your foreign
cperations to those you offer in the U.5.7

a. i1dentical & somewhat similar (1432 (24%) (500>

b. almost (1600

c, quality-wise -~ same; technically adapted to meet local
requirements & conditione (1730

d. very simiiar (3F%1)

@146.To what degree do the following sccial factors affect your
personne]l decisicns in the foreign countries inm which you
operate?

&, personnel policies consistent w/local customs (37
b, not familiar (40%)

G@17.In the countries in which »ou have cperations, are the
laborers organized?

a. Mo (74)
B. Mo- Scotland is the exwception (2420

G18,.How often do you deal with the following labor demands?

8., issues dealt with by local management (37)
bB. all done locally {1834)

c. MR (35S

d. naot familiar (40%)

1040
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2. Requirements on profit sharing with labor?
never— so tar (2425
4. Requirements to provide housing ftor laborere?
hardly ever {2542
G12.0oes your company review overcsease scoccial & political
factorse?

inconsistent w Q20 [when i this process used?)
for response (370

G0z22.To what degree does your corganization rely on the reporte
and sugoestions of this individual or team?

7 (254)

0zZ4.bhat are the total ealee of rour parent organization and its
subsidiaries?

a, MAA (88) (%3
b, contributions (141
c. MR - profit (1445

G25.What ¥ of sales are from your international cperatione?
&, revenue rather than sales (&8

b. contributions (141)
c. not disclosed but &t this time not significant (173



Commente on back of gQuestionnaires

221

For us, political factore are much more important than social
factors €ince we manufacture industrial goods. We ook
favorably on countries which are pro business such ze Singapore
- many countries are excluded for possible investment due to
limiting peolicies on technologies and profit remittance e.g.

Indis.

247

~Increasing nationalistic tendencies thoughout many foreign
countries to protectsdevelop local industry, reduce inflow of
capital etc.

-~dherence to "Foreign Corrupt Practices" #cts for US business
. operating overseas has put US companies at a disadvantage vs.

local s non=~U,S., companies in foreign countries,

124

Multinationale have, in general, been the strongest positive
economic force in post WWII werid. Thie is often recognized by
governments in private but never in public.

The most dameaging form of economic discrimination is through
exchange and price controls, FPrice controls are the weapons
moet frequently used particularily by hi [=sicl inflation

countries,
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141

This guestionnaire seems to concentrate on the ftoreign
governmente social & political factorse - The other ¢ide of the
coin ig the Tack of U.S. government support to conduct busineszss
overseas - especially with regards to military equipment. Cur
~llies U.K., Belgium, Germany, and France use foreign sales to
reduce their production rate caste & increase trade, whereas
the U.E. spends all its time trying to regulate U,5. business

out of foreign sales.

145

We do not regard political change per se as a major risk,
Usually new governments respect our management needs since they
continue to value cur contribution to their economy. Much more
important ie & change in the attitude toward government

planning.

274

Every country¥ is different so that gerneral questions are
difticult to answer. Dealing in different countries ie alsc
heavily influenced by traditional social customs and habits -
think, for instance, of the difference between France and

Germany, or &ny other country and Japan

278

English - Germanic cultures are easier to work in tham Lxtin

1
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cultures,

Existence of bribery and corruption & strong deterrent to our
company .

We do not want to market obsclescent products or license
cbscliescent technologies or ‘export polliution®,

#11 cuverseas operations are auvdited to identizl guidelines
tfinancial, moral, environmental, etc.’ that are applied to any

Li.S. operation.

301
Social cost-benefite in Eur, as ¥ of base wage = 70¥ or =2x US
One of the poorest designed gquestionnaires., Rewiew guestions
and a2sk how you would answer questicon basis 2 investments cne in
iran & one in Japan.

This was not worth my time rnor worthy of KSU

. 405

With presence in about &0 countries including sales offices we
have positive answers to most of wyour questions in one place or
another, but with well over half of the business in lWest Europe,
Canada and Japan restrictions and risks are not excessive on &

weighted average basis.

188
Political & social factore are important. By way of
ciarification of answere to "0Z2'Y [How important are the

following conditions to your cperatione abroad? - political



i@s
climate, host govt attitude, political stability,
politicalseconomic orientation, administrative efficiency,
profit remittance, taxationl Those factors do affect what
business relationshipsSstructure we adopt (ie, investment ve.

license but rarely precliude ue from country representation,

404

Folitical and social influences are no more important now than
they have been in the past, although recent cases like Iran and

Mexico have probably given them higher wvieibility,

154

The zervices we provide are so removed from the general public
in these countries that we do not have to contend with many of
the political and sccial problems raised in your ¢ -ztionnaire.
In moet cases, we would only be marginaliy affected compared to
other multi-national Firms, since we tend to be less wvisible and
tor the most part deal with well-educated professionals, either
ac emploress or clients,

In additicn, very often our services include a good amount of
procurement which generates Jjobe for the supplying firms and,
hence, we are viewed in a positive light., We alsoc bring
technology and provide transfer of technology in host and client

countries,

lde

I believe the pedulum is swinging away from feelings of



1Gs
animosity toward U.8. MMC s toward & more welcoming attitude in
recognition of Jjobs, exports and import substitution that MMC

brings. Thige is especially true in the Third World,

114

fAduertising Agencies located ocutside the U.S, have fewer
proeblems and issues than manufacturing concerns, abviously, In
the advertising industry the impact of social and political
factores is felt throuoh the client of a muitinational agency
rather than directliy, in moset instances, Newertheless, a U.5.
based agentcy with cffices abroad definitely has to be or become
sencitive to the realities of the individual countries in which
it does business. For this reason, most agencies place foreian

naticnale or regicnal experts in positions af respeonsibility

Ex imbank s uncompetitive stance hinders exports and forces

production cut of the U.5.

i

Bll competitars within a gQiven couniry operate under the same
competitive opportunities and constraints, hence
socialspolitical factore are simply elements in the total
businecss environment once you’'re operating there. Lie believe

the best policy ie to be as accomodative as possible.
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HEETRACT

Folitical and social factore in host countries do affect and
infiuence U.S5. multinational firme. Poltitical situationsz and
host government policies appear to be much more important to
coperations than does the social enviromnment. These conclusions
azre drawn from responses to a mail survey of U.S, corporations
with operations in eight or more countrieszs cuteide of the U.E.
Through & questionnaire, respondents identify the social and
political circumstances which they are currently facing and the
importance of these situsations to the firm, the impact of these
factors on the firm, and actions they are taking to respond to
their international environment. Top executives, from 171 of
the 417 surveyed (41%), completed the gquestionnaire.

fmong political and government policy factors, political
stability of the host country and profit remittance and excharnge
reguiations are considered very» important by over three—-guarters
of the respondents. FRestrictions on company cwnership, ancther
type of host government policy, affects 84X of the respondents.
These policies have takKen the form of requirements for local
participation in ownership for %234 of the respondents. One-
fitth of the firms have alsc had to change their product or
acquisition strategy and to withdraw from & country. almost
&0 of the respondents will invest in an ocperaticon giving them
lese than controlling interest.,

Social factors were rated as wvery important ltess often than

were political variables. Religion ig rated as having no impact



on the producte coffered or on personnel decisions by aver &0X of
the reespondentes. The level of technological development has the
moet cignificant impact of the zocial variablies in guestion on
products offered, and the values and attitudes toward work were
considered to have a moderate or large influence on personnel
decigione by almost 804K of the respondents. Eighty—seven percent
of the respondente review soccial and political factors,
especially when studyring an initial investment and in their
strategic planning process. Over half of the firms evaluating
the environment have assigned an individual or team to perform
the analyeis and P74 place a moderate to high reliance on their
suggesticons.

The influernce of social and political factors on U.S.
multinational firms has increased over the past years and most
firme have chosen to adapt to these factore through increased

awareness of situations and flexibility in dealing with host

country demands.





