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Series Foreword

A new recognition of profound mterconnections etween social and
natural systems is challenging conventional intellectual constructs as well
as the policy predispositions informed by them, Qur current intellectual
challenge is to develop the analytical and theorerical underpinnings cru-
cial to our understanding of the relationstops beoween the two systems,
Our policy challenge is to identify and tmplement cHective decision-
making approaches to managing the global environment.

The Series on Global Environmental Accords adopts an integrated
perspective on national, internadonal, cross-border, and cross-jurisdic-
tional problems, prioritics, and purposes. It examines the sources and
consequences of sodial transactions as these relate 1o environmental
conditions and concerns. Our goal is to make a contribution to both the

intcllectnal and the policy endeavors,
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Multinational Corporations and the
Global Environment

Nazli Choucri

Private firms operating across national boundaries have dominated in-
ternational business since the end of the last century. Changing inter-
national realities—politics, economics, technology, finance, and
investments—have forced changes in both the structure and function of
cross-border enterprises. Formidable growth in the scale and scope of
corporate activities has accentuated both the need for change and the
conseqguences of change. The rapid growth in the global economy since
World War II has created unprecedented alterations in ways of doing
business. Now environmental factors generate new challenges for cor-
porate activities, shaping new constraints as well as new opportunities.
This chapter (1) illustrates the environmental implications of corporate
activities worldwide; (2) draws upon the theory of lateral pressure to
illustrate some generic features of the growth, expansion, and increased
complexities of international investments and related transactions; (3)
examines corporate activities in three industries—oil, chemicals, and
construction—to show environmentftechnology linkages and the emer-
gence of awareness, patterns of response, and consequences for corporate
planning; and (4) presents a synthesis of new imperatives for corporate
environmental linkages in terms of theory, policy, and practice.

Generation and Transmission of Effluents

The uneven growth and development of states—while often supporting
economic and political stability—also contribute to a wide range of
effluents that threaten environmental balances (see chapters 1 and 3 of
this volume). International investments and transactions (trade, overseas
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production, and associated activities) that are undertaken primarily for
economic purposes also serve as conduits for effluence generation, energy
use, excessive carbon emission, and the transmission of pollution and
other forms of environmental degradation throughout the global sys-
tem—al! in the course of pursuing legitimate economic and business
transactions. Environmental problems of this sort are traced largely to
normal economic activities—exploration, extraction, production, distri-
bution, consumption, and disposal of both wastes and products (Walter
1982, 23; North 1990).

Agents and Institutions

The generation of effluence and depletion mechanisms is basically in-
advertent in that it is a concomitant material aspect of the development
paradoxes that shape development-environment relationships (see chap-
ter 3 of this volume). These paradoxes may assume different character-
istics (forms and types) as different institutions serve as agents in the
distribution of effluents. As used here, agents refers to technologies
(mechanical and organizational knowledge, skills, designs, tools, ma-
chines, and processes) and to resources and goods (fuels, herbicides,
insecticides, and other materials) that are environmentally depleting and/
or degrading. Such effects can, and normally do, occur at both ends of
relevant international transactions (i.c., exports, imports, and associated
exchanges.) And in this context, by institutions we mean the organized
collectivities (formal and informal), characterized by regular and routin-
ized forms of activities, rules, and regulations, through which the actions
generating international transactions (production, trade, investment,
consumption, etc.) are undertaken.

Earlier we referred to the border-crossing activities and interests of
states, and their populations and institutions, as manifestations of lateral
pressure (Choucri and North 1975, 16-19 and 1989, 294--297; North
1990, 21-24). The political map of the world—a fairly simple and
conventional device delineating “sovereign” entities—may help us to
visualize some of the critical issues that are involved when agents of
pollution and other forms of degradation cross borders that jurisdic-
tionally separate one country from another. This reference to the map
is to remind ourselves that the depletion-pollution-degradation process
normally occurs, to some degree, on both ends of every transaction.
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Environmental effects on the exporting country include resource deple-
tions and degradation associated with product manufacturing, use, and
transportation, whereas environmental impacts on the importing country
are likely to be attributable to consumption, storage, domestic distri-
bution, and end-use effects.

Are these issues matters of trade, of investment, of finance? Should
they be viewed in the context of trade theory, investment theory, man-
agement, and finance? As Rubin and Graham (1982, 62) properly note,
there are tight interconnections among both the empirical realities and
the theoretical perspectives. Compelling stories about the human sources
of transmission and distribution of depleting and degrading agents into
and across the international system are already becoming legendary.
Ilustrative is the exporting worldwide—including, sometimes especially,
to developing countries—by the United States and other industrialized
countries of three prominent categories of enterprise: chemical plants
producing highly toxic goods (asbestos, herbicides, pesticides, plastics,
and so on); those involving heavy metals (copper, lead, and the like);
and automobiles, trucks, tractors, and other machines that generate
highly polluting emissions (UNCTC 1988, 230). Also relevant is the
adoption by the newly industrialized countries of the same type of
polluting and environmentally detrimental industries learned or im-
ported from the industrial countries.

These processes are becoming considerably more complex as a func-
tion of the worldwide process of growth. As countries grow and develop,
their total international transactions tend to expand. “Third-World
multinationals” refers to the corporate structure and activities that orig-
inate in developing countries. There is every indication that multinational
corporations {(MNCs) from developing countries behave more or less
like those of industrial countries {Lall 1983, 2—18). As global producers,
distributors, and consumers—from all national origins—multinational
companies play powerful roles both in the creation of environment as
an issue and in the shaping of investment-environment relationships.

Environmental Accounting

While accepted forms of environmental accounting are still at early
stages of formalization, it is clear that environmental costs are exacted
with most economic exchanges and that some form of measuring device
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must be developed. When extensive patterns of effluence and emission
are generated locally, these impacts may aggregate and translate into
global-level impacts. Under such circumstances the environmental ac-
counting problem becomes more complex, especially in the absence of
an operational view of the global system that integeates natural and
social systems and reflects ecological decision systems (see figure 1.6).

Clearly, there are numerous difficulties associated with efforts to an-
alyze relationships between the exporting and importing of resources,
goods, and services (the purview of economics and finance) and the
agents of environmental depletion and degradation that in effect are
inadvertently generated and transmitted from one country to another as
trade and financial exchanges occur. The quality of environmental data
available from many countries is generally much more suspect than that
of the economic data, thereby making it all the more difficult to consider
specific causal relationships.! Underlying this venture, however, is the
extraordinary difficulty confronted by anyone who attempts to assign
cost/benefit values to the actions of depleting and degrading agents and
to balance these values against the economic costs and benefits with
which they are associated. (Even more compelling are the implications
for intertemporal and intergenerationai effects. See Chapters 10, 11,12
of this volume).

Multinationals in Practice

We begin with three facts: (1) Since multinational corporations conduct
most of the world’s economic activity, they are the major environmental
actors as producers, managers, and distributors of goods and services;
(2) by necessity, these firms are generic polluters as they engage in a
wide range of hazardous and pollution-intensive activities; and (3) cor-
porations are also central to the “solution.” Global enterprises are the
major technological innovators, the institutions of technological change,
and agents of commercialization for new technology (both organiza-
tional and mechanical) worldwide.

Because MNGCs serve as the major innovators and the transmitters of
technology, as well as often being both the sources and the diffusers of
commercial ideas, their involvement in the active search for solutions is
necessary—but certainly not sufficient (Schmidheiny 1992). Their actions
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and strategies are crucial in determining the overall dimensions of the
environmental landscape or, as we point out later on, the environmental
aspects of “organizational fields” for firms (Fligstein 1990). It is the
corporations—their technological capabilities and edge—that will shape
new modes of economic performance.

Scate and Scope

Clearly, industrial countries account for almost all multinational cor-
porate activities overall. In 1980-81 the United States accounted for 28
percent of all direct investment abroad, in contrast to 65 percent in
1965-69. At the same time Japan's share grew from 2 percent to 7.5
percent of all global investments. Concutrently the largest magnet for
corporate investments outside the country of origin is the United States.
Together the United States and Canada were recipients of 25 percent of
the stock of foreign investment in 1980, That figure was roughly similar
to that of all the developing countries hosting foreign investors (which
stands at 27 percent). Europe as a whole also artracted about 27 percent
of the global total. While the shifts in corporate activities worldwide
may have important market implications, environmental consequences
remain unaffected by who pollutes. However, how much they pollute
and why are obviously not neutral with respect to global economic,
political, or legislative effects, as will be noted further along.

Recurrent debates as to whether the size of firms affects external
investments remain unresolved. On the one hand is the argument that
firm size is a significant factor; on the other is the argument that size
does not affect the propensity to expand. Based on a survey of six
hundred international firms with sales over $1 billion, the United Na-
tions Center on Transnational Corporations (UNCTC) found no rela-
tionship between firm size and share of foreign sales relative to total
sales. But there is a threshold: Attaining a certain size is necessary before
external expansion can take place; once that threshold is reached, size
is no longer a significant factor.

By contrast, there is a significant positive relationship between the size
of a firm's domestic market and the propensity to expand outward: The
larger the size of the domestic market, the greater the constraints on
further expansion of size and the higher the propensity for expansion.
In lateral pressure terms, expansion processes are shaped by the con-
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straints on activities within national boundaries, which in turn propel
extended expansion abroad. The UNCTC analyses ap‘pcar to conﬂm:
such a hypothesis with respect to firms in the “billion-dollar clu.b

(UNCTC 1988, 35). The smaler the size of the domestic market n‘:latwe
to the capabilities and output of the firm, the greater the propensity for

outward expansion. A rough indication of this relationship is seen in

figure 6.1.

Environmental and Empirical Evidence .

Industrial activity anywhere and of any sort has the‘ inevitable conse-
quence of generating effluents of various types. Accordm:g to the UNCTC
five trends appear nateworthy with respect to the environmental con-
sequences of international investments (UNCTC 198.?, 47). Togetl'ier
they may provide a sense of broad tendencies upon which more specific
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hypotheses can be framed about the interrelationship between corporate
and environmental action.

First, there are notable differences between sources of process pollu-
tion and those of product pollution—each with distinct patterns, agents,
and effects. Process pollution problems are generated by the chemical,
iron and steel, petroleum, and pulp and paper industries, among others;
product polluters are concentrated in the agriculture, automotive, and
tobacco industries, among others. Such differences have been determined
on the basis of patterns of pollution control expenditures that point to
significant distinctions between product and process pollution.

Second, there is a notable trend in the shift in location—away from
developed countries and toward developing countries. This trend toward
production in developing countries is due mainly to growth and indus-
trialization in developing countries rather than to conscious efforts by
private agents to relocate activities of corporations in industrial countries
beyond their own borders and into jurisdictions of developing countries.
The proposition that relocation of activities is driven by avoidance of
environmental legislation has not been refuted by recent trends (Walter
1975, 129-30).

Third, shifts in the location of investments and corporate activities
overseas cannot to date be attributed solely {or even largely) to differ-
ences in national environmental policies. It is reasonable to expect that
the more stringent the environmental policies may be in a particular
country, the less attractive that country may appear to be to foreign
direct investors. As of 1988, however, “pollution havens” had not yet
become apparent.

Fourth, shifts in corporate location of activities—from more to less
developed nations—are notably attributable to policies of site exclusion
rather than to movement to world environmental legislation. Then,
although shifts in location to exclude industrial activities from densely
populated areas are evident in Japan, Denmark, and Holland, among
others, site exclusion in itself is a significant determinant of the lateral
mobility of industrial activities, The greater the exclusion based on site
characteristics, the greater is the likelihood that industries will relocate
elsewhere, There appear to be no consistent patterns indicating where
“elsewhere” is likely to be.
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Fifth, shifts in responsibility for poliution management are becoming
increasingly apparent. The locus of final responsibility appears to move
away from corporate headquarters, or operations in the home country,
and toward overseas locations. This means that more responsibility is
assumed in the field—in the host country and on site—rather than in
corporate management at the center. This type of shift is reinforced by
the trends in developing countries for national operations to assume
greater control of their own industrial and manufacturing sectors rather

than to perpetuate reliance on foreign companies.

Environmental Investments
In practice, to date the multinational corporations have shown little

environmental responsiveness. With regard to the United States, table

6.1 shows the historical trends of domestic and overseas pollution con-

trol expenditures in relation to total capital spending over a ten-year

period, 1970-1980, by US. firms with foreign operations, by industry.

This was an important decade as it pre-dated the surge of environmental

legislation in the United States. In 1980, gross annual costs for pollution

abatement as a share of the total value of shipments was negligible.

Based on U.S. Bureau of Census data, the average for all industries stood
at .0043, a rather minuscule share. Of the nineteen major industries
examined, primary metal industries showed the largest percentage of
pollution expenditures relative to the value of shipments, namely .0125
percent (UNCTC 1988, 100). All of this reflects the marginal corporate
1 degradation due to industrial activities.

for the controt of pollution by U.S.
industry are presented in table 6.2. Expenditures targeted to the control
of air, water, and solid waste pollution (as percentages of capital spend-
ing) are presented in table 6.3. There is evidence of increased environ-

mental respounsiveness,

response to environmenta
More recent trends in investments

Environmental Legislation
The nature of the relationship between environmental laws and invest-
The strengthening of environmental

ment patterns remains ambiguous.
nt patterns, nor does it serve

faws does not in itself determine investme

Table 6.1 Domest i i
mestic and overseas pollution control expenditures as a percentage of toral capital spending by United States firms with

foreign operations
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214 Nazli Choucri

Table 6.2 Investments for pollution control (millions of dollars)

Percentage
Level change

1988' 1989 1990 1989 1990
Blast furnaces, steel works 520 725 542 3513; —23.3
Nonlerrous metals 210 213 lli 1.1 0.4
Electrical machinery 200 202 Zgo -6-1 0.9
Nonelectrical machinery 180 169 1 . 18.1

Motor vehicles 370 679 802 836 .
Aircraft 110 133 131 206 - 1.3
Fabricated metals 130 169 196 ggg l.;.z
Stone, clay, and glass 200 265 274 . _ 1‘2
Other durables’ 440 440 435 0.0 -12
TOTAL DURABLES 2,360 2,29.: i.,gg; Zgg 1.0

i 1,260 1,36 - . .
l(:':::::e“:lca13 ’720 1,172 1,144 62.3 -2.4
Rubber and plastic 60 73 78 219 gg
Petroleum 1,650 1,619 1,662 -1.9 0.1
Food including beverages 320 287 287 —104 1.7
Textiles 30 40 40 34.0 ‘-‘0.0
Other nondurables 100 200 200 100.0 0.7

TOTAL NONDURABLES 4,140 4,752 4,785 14.8 .
ALL MANUFACTURING 6,510 7,747 7,750 19.0 0.0
Mining 180 178 178 -09 -0.5
Railroads 20 20 ig _;g gg
Air transportation 30 28 B ]2'6 100.3
Other transportation 50 44 26.0 8.1
Electric utilities 1,710 2,154 2,329 —0.2 _0.6
Gas and other utilities 40 40 40 .8 1.2
Communications” 100 101 102 “2.4 2
Trade and services® 380 363 362 4 03

ALL NONMANUFACTURING 2,510 2,928 3,147 16. .
ALL BUSINESS 9,020 10,676 10,897 18.4 2.1

1. U.S. Department of Commerce, Bureau of Economic Analysis estimates.

2. Includes instruments, ' . ‘

3. Consists of communication; construction; social services and membership organiza-
tions; and forestry, fisheries, and agricultural serviccs: ‘ )

4. Consists of wholesale and retail trade; Anance and insurance; personal business services
excluding construction); and real estate. . .

énur«: llelMcGtaw-Hill. 22nd Annnal DRIIMeGraw-Hill Survey of Pollution Conirol
Expenditures, 198890, Lexington, Mass.: Data Resources, Inc., August 1989, p. 2,
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as a clear deterrent in corporate strategy. This is especially noteworthy
with respect to the United States. Some of the strongest environmental
laws are in the United States, and this country ranks first as a recipient
of foreign direct investment. This case in itself belies simple linkages
between environmental laws and the location of foreign direct
investments.

The record of U.S. environmental legislation presented in figure 6.2
reveals the trends in such legislation. A stable (flat) response to emerging
environmental problems is evident throughout the better part of one
hundred years. From 1895 to 1960 or so, environmental regulations
were modest in number and scope. The surge after 1960 was accom-
panied by a shift in content—from technical controls to financial allo-
cations. The Superfund Amendment of 1990, the last datum in table
6.4, was largely financial relative to the contents of earlier legislation.
The surge of regulation over the past twenty years shows little sign of
abatement,

By tracing legislative patterns over time—and shifts in the contents of
legislation—we can infer, even predict, the types of business responses
to thesc trends. We are likely to see more rather than less regulation of
private activities at all levels. Multinational firms as well as national,
state, and local enterprises will be faced with more rather than less
pressure for compliance with environmental regulations and legislation.
In chapter 12 we will sce how similar the patterns are with respect to
the scale, content, and scope of multilateral environmental treaties bind-
ing sovereign states. In chapter 15 these trends are ptesented in graphic
form; here we note only the increasing salience of environmental legis-

lation for corporate management.

Multinationals in Theory

Theorctical perspectives of the institutions of the multinational corpo-
rations (MNCs) can be viewed roughly through three disciplinary lenses,
each reflecting different intellectual and policy traditions: (1} interna-
tional relations analyses in political science, {2) market analyses in eco-
nomics, and (3) organizational theory in business and management. They
all reflect inherent biases, and none effectively addresses environment-
investment linkages.
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Figure 6.2

Growth in the number of U.S. environmental laws

Note: Acronyms refer to specific laws.

Source: Nazli Choucri. “The Technology Frontier: Responses to Environmental
Challenges,” prepared for the Deiger Foundation Malente Symposiom IX: The
ECO-Nomic Revolution—Challenge and Opportunity for the 21st Century, Tim-
mendorfer Strand, Germany, November 18-20, 1991, reprinted with permission
from Technology and Environment, edited by Jesse H. Ausubel and Hedy E.
Sladovich, 1989. Washington, D.C.: National Academy Press, p. 101. Copyright
by the National Academy of Sciences.

Environment in MNC Theory

Remarkable as it may be, to date case studies of the multinationals from
any of the three perspectives make no reference to environmental or
ecological factors or to the environmental consequences—intended and/
or unintended—of corporate activities and investments. However, even
if dominant theories of corporate behavior do not address environmental
effects, they may help highlight environmental implications. For exam-
ple, product-cycle theory might imply that developing countries may
host greater pollution since they operate with older technology. So, too,
the environmental factor might become central to a firm’s “organiza-
tional field” {defined below), and to its priorities for tesearch and de-
velopment (R&D).
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Table 6.4 Growth in the number of U.S. environmental laws

1899 River and Harbors Act (RHA}

1902 Reclamation Act (RA)

1910 Insecticide Act (IA)

1911 Weeks Law (WL}

1934 Taylor Graring Act (TGA)

1937 Flood Control Act (FCA)}

1937 Wildlife Restoration Act
(WRA)

1958 Fish and Wildlife Coordination
Act (FWCA)

1964 Wilderness Act (WA}

1965 Solid Waste Disposal Act
(SWDA)

1965 Water Resources Planning Act
{WRPA)

1966 National Historic Preservation
Act (NHPA)

1968 Wild and Scenic Rivers Act
{WSRA)

1969 National Environmental Policy
Act (NEPA)

1970 Clean Air Act (CAA)

1970 Occupational Safety and
Health Act (OSHA)

1972 Water Poilution Control Act
(WPCA)

1972 Marine Protection, Research
and Sanctuaries Act (MPRSA)

1972 Coastal Zone Management Act
(CZMA)

1972 Home Control Act (HCA)

1972 Federal Insecticide, Fungicide
and Rodenticide Act (FIFRA)

1972 Parks and Waterways Safety
Act (PWSA)

1972 Marine Mammal Protection
Act (MMPA)

1973 Endangered Species Act (ESA)

1974 Decpwater Port Act (DPA)

1974 Safe Drinking Water Act
{SDWA)

1974 Energy Supply and Enviton-
mental Coordination Act
{ESECA)

1976 Toxic Substances Control Act
(TSCA)

1976 Federal Land Policy and Man-
agement Act (FLPMA)

1976 Resource Conservation and Re-
covery Act (RCRA)

1977 Clean Air Act Amendments
(CAAA)

1977 Clean Water Act (CWA}

1977 Surface Mining Control and
Reclamation Act (SMCRA}

1977 Soil and Water Resources Con-
servation Act (SWRCA)

1978 Endangered Species Act
Amendments (ESAA)

1978 Environmental Education Act
(EEA)

1980 Comprehensive Environmental
Response Compensation and
Liability Act (CERCLA)

1982 Nuclear Waste Policy Act
(NWPA)

1984 Resource Conservation and Re-
covery Act Amendments
(RCRAA)

1984 Environmental Programs and
Assistance Act (EPAA)

1986 Safe Drinking Water Act
Amendments (SDWAA)

1986 Superfund Amendments and
Reorganization Act (SARA)

Note: This is an illustrative, not an exhaustive, list. Nonetheless, the basic trend is
confirmed when we consider the entire record of environmental legislation in the United
States.

Source: Reprinted with permission from Technology and Environment, edited by Jesse H.
Ausubel and Hedy E. Sladovich, 1989, Washington, D.C.: National Academy Press, p. 101,
Copyright by the National Academy of Sciences.



220  Nazli Choucri

11 30

78 70 80 a2 B4 86 .1}

I Levet —— Porcent change
(Left scale) (Righl scale)

Figure 6.3

Pollution control spending by all businesses (billions of dollars)

Source: DRIMcGraw-Hill, 22nd Annual DRI McGraw-Hiill Survey of Pollution
Control Expenditures, 1988-90, Lexington, Mass.: Data Resources, Inc., August
1989, p. 1.

It is a historical and intellectual fact that theories of multinational
corporate behavior have evolved devoid of an environmental context or
concern for environmental variables, It is as if private investments and
actions crossing borders are neutral relative to environmental, ecological,
or atmospheric impacts—at any level of social organization. While this
type of “environmental neutrality” is prominent in most forms of social
theory, it is especially stark for theoties addressing collectivities known
as multinational corporations. To date all theories of the MNCs ignore
the impacts of corporate activities on the natural environment and on
ecological balances. Indeed, the term “natural environment” is never
cited in the indexes of volumes on the multinational corperations or
international political economy. (See Gilpin 1987 as an example of this
typical omission.)

States and Trade
The conventional state-centric focus in the study of international rela-
tions has all but obscured international realities of contending and pow-
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erful privately owned enterprises that can exert strong influences on
national behavior, Private actors tend to shape international relations in
ways that cannot be well explained by resorting to theories of the state,
or of international systems, or of international processes, While this
limitation is generally recognized, few theoretical efforts have been made
to address the practice of foreign direct investment. Efforts in that
direction are largely descriptive syntheses of ideas on corporate behavior
{Gilpin 1987) or case studies of contending power and influence (Rod-
man 1988). The MNCs are either completely ignored (in state-centric
power-based theories) or are assumed to play a nebulous role at best
(such as the erosion of sovereignty}, to interact with internal political
forces (such as colluding with anti-democratic local forces at the expense
of the national economy), or to serve as instruments for enhancing
dominant relations (as in structural theories of imperialism, control, and
domination).

Nonetheless, at least three propositions about MNC activities emerge
in the international relations literature:

First, multinationals are seen as both instruments of state behavior
and as institutions shaping state actions. The influence goes both ways,
so to speak, but the conditions and relative weight of directionality are
underspecified. Does state legislation affect corporate action (Ausubel
and Victor 1992)? Or, alternatively, can and do corporations influence
state actions and legislation to “level the playing feld” (Choucri 1990)?

Second, in parts of the international relations literature, multinational
corporations are seen as dominating and shaping the politics of “host”
countries (Gilpin 1975, 1987). A wide range of influences are posited,
as are types of resulting conflicts between foreign corporations and
national governments serving as hosts.

Third, multinationals shape tastes, influence preferences, and effec-
tively create demands for new products and new processes. In this way
the MNCs affect the demand side of the economic equation in host
countries and help to leverage their own responses by shaping the supply
side as well.

Environmental factors associated with these three factors—as causes,
intervening variables, or consequences—are entirely ignored in the in-
ternational relations literature,
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Trade and Markets

In economics the analysis of corporate behavior is grounded in trade
theory. In principle, the practice of free trade versus exchange through
operations of muitinational firms are posed as logical alternatives in
response to market conditions. In the best of all possible worlds, free
trade generates optimal exchanges for all parties. Only when exporting
or licensing is not feasible (for a variety of reasons) is the decision of a
firm to move production outside the jurisdiction of the country of origin
considered to be a reasoned alternative. When trade is not possible,
principles of efficiency are safeguarded by changes in the form, modes,
and location of production (Rugman, Lecraw, and Booth 1985, 97-98).
Production overseas becomes the best among the options for reaching
and shaping foreign markets.

In a world of perfect competition—with differentiated markets, no
barriers to trade, and costless information—trade is the only type of
international exchange (Kindieberger 1969, 13).2 From an economic
perspective, however, multinationals are important because they respond
to market imperfections that impede free trade, and therefore they are
important economic actors. Kindleberger’s work, popularly known as
the “market imperfections™ paradigm—focusing on imperfections in
goods markets, factor markets, economies of scale, and government-
imposed regulations—has been further extended and modified (Calvet
1981) in recognition of an increasingly globalized marketplace.

In this connection, MNC activities are viewed as a response to market
imperfections due to four sets of factors: (1) market conditions, (2)
government regulations, (3) market structure, and (4) market failure.
Calvet noted that the justification and logic for the expansion of pro-
duction and operations overseas increase from (1) to {4), as does the
justification for the horizontal expansion of firms’ organizations (Calvet
1981, 44). It is this “push” logic that provides the connection between
economic and market-based theories of the firm and lateral pressure
theory discussed below.

Markets and Firms
The managerial perspective of MNC behavior shifts the focus from the
market and its properties to the firm and its characteristics, Recent work
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on industrial organizations extends the initial focus on MNCs as eco-
nomic actors by addressing their role in a global marketplace. But the
shift is limited; MNCs' behavior is viewed in terms of reducing trans-
action costs rather than as being the result of other, more complex,
mixes of incentives and pressures. And the industrial organization per-
spective does not consider the consequences of MNCs’ responses to new
incentives and pressures. Among the most pressing of such new factors
are environmental considerations.

Traditionally the management literature has centered on three con-
cerns: one was the product life-cycle type of explanation, introduced
and popularized by Vernon (1966); a second emphasized the respon-
siveness of MNCs to local conditions—customs, legislation, tastes, and
market structures; and a third focused on scale and scope in the man-
ufacturing and distribution of goods. (See Porter 1990 and Bartlett and
Ghoshal 1989). Increasingly all three concerns have been converging,
largely due to the effects of either new technology and technology com-
petition or increased competitiveness, in all aspects of the global mar-
ketplace. Recent developments in both the theory and practice of MNCs'
organization and behavior focus on explanations of the type, location,
and scale of activities at each stage of the production process. The notion
of the globalization of business reflects this convergence and the devel-
opment of new directions of corporate theory (Lessard and Antonelli
1990). But to date environmental concerns have remained singularly
ignored.

Viewed from the perspective of the firm rather than the state or the
market both the globalization of business and increased organizational
complexity are generally explained by three requisites for effective per-
formance—appropriability, internalization, and diversification.’ To-
gether they indicate why a firm chooses production (of the whole or
parts of its output) outside its jurisdiction of origin rather than the use
of contractual mechanisms, such as licensing or other arrangements.
They are also central to explanations of firms’ performance and success.
To the extent that firms respond to market opportunities and/or con-
straints due to greater awareness of and concern for environmental
factors, it will be by anchoring behavior to environment in terms of
these three core requisites. Indeed, from a broader environmental per-
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spective, these three factors can be framed as usefu} policy guides from
which managers can plan for environmental factors and incorporate

them into their decisions.

Decisions and Environment

Actions and decisions of individual managers determine corporate policy
within the firm’s “organizational field” (Fligstein 1990, S-11). Organi-
zational felds, defined as the policy spaces within which decisions are
made about the actions of firms, are in practice determined by charac-
teristic features of product lines, industry, and the sizes of firm. Certainly,
managers (and analysts) appreciate that corporate activities cannot be
seen independently of the state. The state provides “rules of the game”;
and the state is a central actor, both directly and indirectly. As a direct
actor the state undertakes investments—influences state-firm interac-
tions, invests in activities, holds title and ownership, and intervenes in
economic activity (i.e., via taxes and public expenditures, and so on),
As an indirect actor, the state shapes the political atmosphere and the
business climate,

A firm’s organizational field is conditioned by the state and by “the
rules by which actions in the economy are carried out” (Fligstein 1990,
8). As Fligstein notes (1990, 12), “The state and the organizational field
constitute the firm’s external unit.” The power struggle within firms
determines who controls and makes key decisions on behalf of the firm.
The power struggle betiween firms determines which firms (activities,
industries, economic sectors) expand, how they expand, and by how
much.

Environment and environmental legislation are increasingly becoming
relevant to corporate behaviot, interjecting new constraints that may
significantly affect both the nature and the conduct of multinational
firms. Following the scheme in figure 1.1 of chapter 1, environmental
legislation has become a set of parameters within which Airms are ex-
pected to operate. Firms can influence these rules, or they can bypass
them—ot firms can move their operations to other locations that are
less environmentally stringent. In the United States, for example, envi-
ronmental legislation illustrates the dominance of environmental con-
trols. These controls are stronger in the United States than in other
industrial countries, and they may be forerunnets of trends worldwide.

—
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It seems increasingly evident that corporate organization and activities
are becoming increasingly influenced by environmental awareness, leg-
islation, and litigation, Since the role of knowledge and technology (both
organizational and mechanical) is critical to all industries and to their
operations, environment bears on considerations pertaining to appro-
priability, internalization, and diversification.

Lateral Pressure Theory of Corporate Behavior

When applied to the entity of the multinational corporation, the theory
of lateral pressure appears to be best positioned to clarify the environ-
mental effects of both operations and applications and thus to remedy
the weaknesses of the other theoretical perspectives. Designed explicitly
to integrate political, economic, and environmental factors (see
chapter 1), the theory provides a “handle” on the interconnections of
human decisions and ecological systems (chapter 3). Further in this
chapter we refine the lateral pressure theory to address interactions
between private and public entities—i.e., firms and states.

Corporate theory highlights an underlying logic of lateral pressure:
the propensity of firms from one country to engage in direct outward
investment—placing production outside its own national jurisdictions—
will vary according to the level of development and technological ca-
pabilities of that country {Dunning 1988, 14). And as indicated eatlier,
different profiles of states are associated with different types and forms
of effluents. The same is generally applicable to the entity of the multi-
national corporation (Fligstein 1990).

Growth and Expansion: Linkages between States and Firms

In specifying the sources and potential consequences of the process of
gtowth and expansion, the theory of lateral pressure is highly comple-
mentary to paradigms of corporate growth and expansion (based on
Dunning, 1988, among others). From a developmental and transfor-
mative perspective, the corporate investment and expansion paths follow
a logic analogous to that embedded in the profiles of states (see chapter
J). In Dunning’s terms—and consistent with the theory of lateral pres-
sure—a sequenice of corporate expansion outside the borders of the
country of origin can be framed both historically and developmentally.
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The sequence of corporate expansion yields a dynamic approach to
corporate growth and expansion that is related to the level of growth
and development of the home state. Where the theory of .Iateral pressure
is considerably more explicit than the conventional business and man-
agement literature is with regard to the direction of corporate expansion
and the consequetices in terms of differentials in growth -and develop-
ment (and capabilities) between the home and host countries.

Drawing on MNC theory and tefining lateral pressure theory, the
corporate-state growth and development process can be roughly char-
actetized in sequential terms as follows. In eacly phases of devcfl(fpment
a country will generate neither outward nor inward MNC activity due
Jargely to limited technology and limited institutional and organizational
capability. In essence, poor countries such as those at the bom')m- of
Group 1 {in terms of the groupings in chapter 3) would. have limited
MNC activities, if any. As investments are made domestically 'and the
infrastructure improves, the demand in the home count'ry for interme-
diate products will grow, leading to the expansion of :mporf demand
and to active imports. The ability to import is of course c‘ontmgt':nt. on
the ability to pay for imports. Hence exports arc essential, This is a
generic aspect of the development process. However, at that stagelof
development the agents and organizations responsible for uflder.taklmg
and for initiating trade will normally be of small siz.e, with l.n:mted
capacity. So institutional capacities will be limited, as will the ability to
engage in external transactions. .

Over time, as a2 country grows and develops sufficiently s as to
generate its own corporate activities and extend its own sovereign own-
ership over production and operations, external activities become more
common. At this stage the choice of investment and related economic
activities and transactions will reflect economic conditions in the lfor‘nc
country (prevailing factor endowments) and its profile t:haractenstncs
(interactions of technology, resources, gnd population attnbute.s). Grad-
ually, through its private organizations, a country generates a wnfie range

of cross-border activities and may even become a net outward investor.

The number of listed domestic companies for countries with “devel-
oped” and “emergent” markets in table 6.5 sl?(?ws very clearly the
development of internal entrepreneurial capability—with allowance
made for differences in the quality and type of capability. The more
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“developed” the country is, the greater are its entrepreneurial capabili-
ties. Each of the country names is preceded by a profile designation as
defined in chapter 3.

Further reference to some empirical observations will shed light on
the dynamic processes described here, their implications for state profiles,
and expansion and external investments as a function of growth and
development, Table 6.6 shows a rough distribution of equity market
indicators by developed and developing countries and their profiles.

Table 6.7 shows market capitalization by country (and profile type)
from 1980 to 1988. “Developed” markets are distinguished from
“emerging” markets. (This designation applies to size of equity markets,
not level of economic development.)

As the advantages that led to a country’s initial outward expansion
become more firm-specific and less country-specific and the organiza-
tional responses of the firm become more firm-oriented and less home
country-based, domestic constraints become less binding and corporate
activities abroad expand significantly. Accordingly, it will be the capa-
bilities of the firms, rather than the power and profile of the home
country, that will become more significant in shaping corporate activities
abroad. This means that the initial conditions that lead to the growth
and development of the country in the first place and generate corporate
expansion abroad improve and shape the development and expansion
of the firm itself. Concurrently, then, corporations make investment
decisions on the basis of broader regional, international, and even global
market and strategic bases rather than on the basis of economic condi-
tions, endowments, or the profile of the home country.

In this process the dynamics of lateral pressure of the “sovereign”
entity may support and reinforce the processes of expansion abroad for
corporate entities. The firm’s strategies become nearly independent of
the state’s profile, although synergism may remain. If the level and
composition of environmental discharges are concomitant with the type
and extent of economic activity, then economic expansions mean the
spreading of effluence. At each stage of this developmental process, the
country-corporate relationship changes in type and form. Whether there
is an empirical relationship between state profile {Groups 1-1V), on the
one hand, and stages in the development of MNC activities abroad as
related to the developmental level of the home country, on the other, is
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1980 1981 1982 1983 1984 1985 1986 1987 1988

(continued)

Table 6.5

Nazli Choucri
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44
502
171

43
389

40
355

38
342

36
336

36
328

35
334

3s
343

38
352

Group III:
Jamaica
Korea

143

40

24

23

25

26

23

25

116 111 113 113 114 1;; 114 116 119

Portugal
Group V1
Greece

Kuwait

65
33

64
33

70
33

k11

36

163

10,935
28,956

141
10,672
29,816

130
9,789
29,521

127
8,472
26,656

123
8,091
25,563

119
6,703
23373

113
7,282
23,030

107

5,359
21,453

102
5,467
21,161

Trinidad and Tobago
Not ranked:

Taiwan, China
Subtoral
Tortal

Source: Adapted from International Financial Corporation 1988.

Note: Profile groups are defined in chapter 3. See table 3.1.

— Not available.

1. Estimated.
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Table 6.6 Equity market indicators, 1987, by profile group

Average market

Turnover ratio®

capitalization’ {percentage of Number of
(percentage of average companies
Country GNDP) capitalization) listed
High-income countries
Group V:
United States 58 93 7,181
Group VI:
Japan 92 93 1,912
United Kingdom 80 72 2,135
Germany, Federal 21 161 307
Republic of
France 18 56 650
Developing countries
Group §:
Jordan 60 15 101
Chile 27 11 209
Zimbabwe 10 4 53
Brazil 7 43 590
Venezuela 7 8 110
Colombia 3 8 9%
Argentina 2 16 206
Group II:
Mexico 8 159 233
Philippines 7 62 138
India ' 19° 6,017
Malaysia 58 23 232
Nigeria 4 1 100
Pakistan 5 9 379
Thailand 9 114 125
Turkey 3 6 50
Group Ili:
Korea, Republic of 19 111 389
Portugal 10 44 143
Group VI
Greece 5 18 116

1. Average macket capitalization is a five-quarter average of the total value of fisted stock,
based on year-end data, asseming constant exponential growth during the year,

2. Turnover ratio is the value of stocks actual}

total value of listed stock.
3. Bombay exchange,

Source: Adapted from World Bank 1939, 109,
Note: Profile groups are defined in chapter 3. See table 3.1.

y traded as a percentage of the average
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94,238
7,172
4285

11,836

120,017

377,426

9,776,258

1988

32,905
8,857
4,464
14,196
388
48,634
205,097

7,896,714

1987

13,924
748
1,129
10,108
374
15,367
144,015
6,511,463

1986

7,381
192

765

463
10,432
115,255
4,598,248

1985

6223

73

766

843
9,889
94,993
3,422,976

1984

4,387

84

964
1,011
7,599
84,297
3,370,993

1933

4,408

92

1,923
1,357
5,086
71,054
2,727,875

1982

156

1,175
87,657
2,574,925

Source: Adapted from International Financial Corporation 1988,
Note: Profile groups are defined in chapeer 1, Sec rable 3.1.1.

1. Estimated.

4224
2,266
5,312

1981

191
6,082
85,592

3,016
2,723,069

3,829

1980

Table 6.7 (continued)
Portugal
Trinidad and Tobago
Unranked:
Taiwan, China
Subrocal
Total
— Not available.

Group VI

Greece

Korea
Kuwait
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a question with both theoretical and empirical properties. At issue are
the interactions between firm and state as their respective capabilities
expand.

Refining the theory of lateral pressure to explain the activities of
multinational enterprises, it appears plausible that propensity to invest
outward or to host the investment of others inside national jurisdictions
generates a range of hypotheses about the propensity of private actors
to extend their commercial activities worldwide. These bear upon the
generic elements of lateral pressure inherent in the behavior of firms
within their organizational fields. These elements have led to the altered
global business context, creating new corporate strategies and structures,
and to new modes of interaction between government and business.

Among the most compelling propositions drawn from the logic indi-

cated above regarding trade, market, importation, and foreign opera-
tions are those pertaining to the “master variables,” economic
conditions, and institutional capability, Here we extract from the liter-
ature four types of propositions. These are as follows: (1) The higher
the level of technology in a country, the larger will be the skilled pop-
ulation and the greater will be the propensities for outward corporate
activities; (2} the greater the extent of market failures at home, the
greater will be the propensities for expansion abroad; (3) the more
advanced the level of technology in a society, the greater will be the
trend toward the establishment of specialized capabilities; (4) the more
specialized functions and capabilities that are developed in a country,
the more likely it is that corporate activities will expand beyond the
country’s borders; and (5) the more developed the institutional capabil-
ities in a country are (such as the prevailing contractual systems), the
greater will be the ease with which propensities for expansion abroad
are realized.

In table 6.8 is shown the distribution of direct investment flows—both
outward and inward—in two paths of time, 1975-80 and 1981-85.
Instructive in these figures is the complexity of directionality: Flows go
“both ways,” but “outward” flows are greater for developed countries
and “inward” flows are greater for developing countries. These patterns
are entirely consistent with what would be predicted by the lateral
pressure theory of corporate activities.
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These patterns are further confirmed in tables 6.9 and 6.10, which
show the distribution of the world stock of direct investment abroad—
outward and inward—at five points in time from 1960 to 1984. Again,
both the industrial countries and their profile designations are indicated.

Implicit in these propositions are the dynamics of gtowth and devel-
opment {of size and capability, of adjustments and of transformations).
The more developed these processes are, the greater are the propensities
for corporate expansion abroad. Central to these processes is the fact
that patterns of industrial activities and the locations of activities rep-
resent, and are congruent with, the prevailing profile groupings. As a
generic process, growth entails economic expansion; both growth and
expansion have the inevitable and invariable concomitant effect of gen-
erating effluence. By contrast, development—defined in terms of profile
transformation—allows for the potential decoupling of the historical
trends in effluence-growth linkages and draws attention to both the need
for and prospects of effluence-minimizing technological changes and
institutional adjustments. Such prospects would then serve to break the
close, and to date seemingly inevitable, link between growth and envi-
ronmental degradation.

From a corporate perspective these connections point to the impor-
tance of incorporating (and internalizing) environmental strategy and
pollution abatement policies and expenditures within the frame of the
firm's own strategic mandate. As more firms—from a wider range of
countries—extend their behavior laterally, the need for internalization
of environmental factors increases. (This issue is discussed below.) In the
longer run this reorientation of corporate concerns, such as internalizing
environmental factors, may be more important by far than efforts to
control or directly regulate sources of either process or product pollution.

The Environment in Three Global Industries

This section looks at the environment as a factor in the petroleum,
chemical, and construction industries wotldwide. These industries have
been chosen for analysis here based on four criteria: First, they are
central, even essential, to industrial processes everywhere—to the main-
tenance of industrial capacity and to the growth of new capacity—at all
levels of economic development worldwide; second, activities within
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Table 6.8 Distribution of international direct investment flows by major
source and host countries {percentage share)

Outward capital flows  Inward capital flows

197580 1981-85 1975-80 1981-85

All countries* 100.0 100.0 100.0 100.0
Developed countries 98.8 96.6 75.5 752
Group I: ’
South Africa 0.5 0.4 -
Souh At ) 0.3 0.4
Canada' 5.2 8.8 2.8
. . . . -0.5
Australia and New Zealand 0.9 30 5.1 3 3
Group V: ‘
United States® 442a3) 193 a) 25.8 39.5
Group VI
Japan' 5.7 11.4 0.5 0.7
Enrope: 42.3 53.7
G, 411.6 Jo.s
Sweden 1.5 23
Group VI: o3 o3
France' 4.9 6.2 7.0 4.5
IGclmilany 8.3 7.7 35 2.1
taly 1.1 kR 1.9
Netherlands' 73 86 38 ¥
Switzerland — 25 — 1 .I
United Kingdom 16.8 19.5 13.1 8:6
Unranked:
Belgium-Luxembourg' 1.4 0.4 4.0 26.8
Other European Countries® 0.6 1.2 38 28
Developing countries' 1.2 34 24.5 24.8

i;:rsce: Adapted from U.S. Department of Commerce, lnternational Trade Administration
*Profile groups are defined in chapter 3. Sec table 3.1,

1. Qutward and inward capital flows for the countries shown, and for a number of other
'Eumpean and developing countrics not shown separately, do not include reinvested eatn-
ings. Belgium and Luxemtbourg, Malaysia and Singapore do not identify reinvesied earnings
on direct investment separately from total investment income. The Netherlands does not
collect reinvested earnings data for the banking industry. If reinvested earnings data were
available for these countries, their shares would be higher.

2. Net capital inflows from U5, divect investment in Netherlands Antifles finance affiliates
for the years 1977-85 are excluded.
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each industry entail both process pollution and product pollution at each
phase in the respective production process; third, to a large extent these
three industries are interdependent, with their respective products and
processes contingent on the products and processes of the others; and
fourth, all three industries represent ubiquitous processes in the modern
era.

Almost overnight, global companies have confronted concerns well
beyond the pale of conventional strategic planning—concerns that were
certainly not the subject of traditional education in business schools or
schools of management. The challenge for the MNCs is not whether to
respond to the new business context, but how; it is not whether such
action will reshape competition, but how fast and how effectively it will
do so. This is true across the board, in all sectors and in all facets of
intecnational and, increasingly, global business. To the extent that firms
act voluntarily, they will maintain the advantage of being able to choose
their responses and identify their options.* To the extent that environ-
mental practices become regulated, legislated, and controlled, the com-
panies will find themselves on the defensive and their activities bounded

by external conditions.

Constrained by Market Signals: Oil

For a long time the oil industry was insulated from any significant
constraint on operations or on policy—either by governments or by
private groups. The nearly total absence of environmental codes in
overseas exploration and development, Jet alone transport by ship or
land, gave the industry free rein. All that has begun to change. The
public at large is now concerned about such mishaps as spills, which are
inherent to the transport of oil given prevailing practices. In the United
States alone, on the average a spill occurs each day. Reliable worldwide
totals of oil and related hazardous spills are difficult to find (Mills and
Graves 1986), but the evidence suggests a relative decrease of the total
number of spills throughout the decade of the 1980s.

Globat oil enterprises will find themselves increasingly engaged in
public relations wars with potentially high legistative and regulatory
stakes. The hazards to the corporate bottom lines are obvious: Higher
environmental standards could well bite into profits. But what are the
opportunities associated with this new reality? Exxon, Texaco, and
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Chevron, among others, have charged remarkably high environmental
costs against profits—a new fact of corporate life, Phillips Petroleum’s
token donation of $625,000 over five years to preserve wetlands in the
Southwest may be illustrative of things to come, with environmental
strategies including preventing damage as well as repairing it. And Con-
oco, a subsidiary of DuPont, recently ordered two double-hull tankers
designed to reduce the extent of oil spills. These incidents all represent
departures from traditional practice for this industry.

There are business opportunities well beyond those for public relations
firms and clean-up technology. Such opportunities involve creating and
shaping markets at the technological frontier in each phase of the oil
industry—from exploration to transportation and utilization. Both on-
the-shelf and beyond-the-horizon technologies are beginning to play a
role--and, most particularly, technologies designed to reduce effluents,
wastes, and byproducts in the extraction, production, and consumption
processes. Will such moves reshape the competitive arena? In retrospect
the petroleum industry has traditionally responded well to market sigj
nals—for example, by exploring new kinds of contracts when the ne-
gotiation power of host countries has grown. In the same manner, the
development of voluntaty environmental codes and guidelines by the
industry could preempt the most demanding legislative constraints,

The Dual Role of Technology: Chemicals

Like the oil industry, the chemical industry faces ubiquitous environ-
mental problems, but global chemical companies are positioned more
precariously than oil companies with respect to the environment, They
are already subject to international regulations sanctioned by formal
intergovernmental agreement. Accidents have mobilized the chemical
industry. The 1984 Union Carbide blast at the Bhopal pesticide plant
dramatized the potential environmental consequences of the industry.
Bhopal drew attention to the wide span of hazardous chemical opera-
tions and highlighted Union Carbide’s weak envitonmental protection
policies. In a business climate already strained because of a2 massive 1976
chemical explosion at a factory in Seveso, Italy, that was owned by the
.Swiss firm Hoffmann-La Roche, Bhopal augured poorly for the whole
industry. The Seveso blast, grossly mismanaged by Italian authorities,
was not reported until twenty-seven hours after it happened, and then
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as a “herbicide cloud.” Waste disposal was contracted to a French firm.
Transmission mechanisms were poorly understood or vastly understated.
The toxic materials surfaced in France seven years later.

Chemical companies are essential to technological solutions of envi-
ronmental problems. They are by far the most visible multinationals in
ongoing international deliberations on the regulation and management
of effluents. Two landmark events of international deliberation, the Basel
Convention and the Montreal Protocol, are illustrative of emerging
trends (see chapters 12, 13, and 14 of this volume). The Basel Conven-
tion should best be seen as a regulatory response to prevailing “free”
market conditions. Against the background of rapidly growing trade in
hazardous materials, the Basel Convention sought at a minimum to
devise rules for transactions in hazardous wastes and byproducts. Over
the past decade the number of countries that either import or export
hazardous wastes has grown dramatically. About three million tons of
toxic waste cross European boundaries annually.

The former West Germany exposted its wastes to the former East
Germany. Now the Federal Republic of Germany finds itself in the
anomalous position of having to clean up these same sites. And while
efforts to handle hazardous waste problems at first focused on reducing
exports to developing countries from industrial nations, the transport of
wastes among industrial states is also extensive. In the United States,
about 80 percent of our wastes is shipped to Canada and Mexico. Great
Britain has continually increased its imports of hazardous wastes—thus
belying the rather simplistic view that it is always the rich countries that
dump their wastes onto the territories of poor countries.

The chemical industry is now confronted with both international
directives and national regulation to control and phase out the produc-
tion of ozone-depleting chlorofluorocarbons {CFCs). While industrial
societies are the principal consumers of CFCs, exports to developing
countries are coming under scrutiny—with or without the participation
or full consent of potential “buyers.” It appears that the international
community is no longer willing to permit the unrestricted production or
diffusion of, and transactions in, materials and chemicals that are fully

recognized as hazardous to natural or social environments.

The 1987 Montreal Protoco! to teduce CFC use is of global signifi-
cance both in recognizing a class of environmental problems and in

Sy
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establishing the need for worldwide efforts to resolve them. The gradual
shift from adversarial to cooperative negotiation is one of the most
significant aspects of the entire process. The large chemical companies
played a major role in that process. Of these DuPont was clearly in the
forefront (Benedick 1991). In 1990 the protocol was revised and more
countries signed it, suggesting an expanded role for intergovernmental
agreements of this sort.

Private nongovernmental organizations (NGOs) are more central to
the ongoing process of CFC/ozone-related negotiations than they were
to the deliberations leading to the Basel Convention. The participants in
the informal, but critical, discussions leading to the Montreal Protocol
included fifty-five states and many transnational public interest groups
and scientific organizations, as well as formal regional and international
institutions and chemical companies, notably DuPont. Although the
formal signatories were national governments, the direct and indirect
participants in the emerging bargaining, negotiation, leveraging, and
counterleveraging varied in size, interest, representation, national juris-
diction, and institutional affiliation. In this respect the protocol is un-
precedented in the scale, scope, and variety of the actors engaged in the
bargaining process. Chemical companies could neither ignore nor control
such strong alignments of interests. These alignments consisted of too
many parties that in the aggregate were becoming too influential.

As the CFClozone issue shows, technological innovation is two-edged:
It can generate both hazardous and less hazardous alternatives. For
example, a joint venture between DuPont and Merck, announced in July
1930, presages business as well as environmental opportunities in the
chemical industry. Merck, the world’s largest pharmaceutical company,
has a reputation for environmental responsiveness. DuPont and Merck
could jointly develop a strategy to influence regulatory standards for the
chemical industry worldwide. If they do not, others will do it for them.
Whatever the outcome of efforts like that of DuPont and Merck, the
prospects are improved that growing concern for codes, protocols, and
environmental responsiveness could make the search for and relocation
of wastes to places with lax environmental laws difficult, if not impos-
sible. Depending on the industry, the issues, and the companies involved
the result may well be the creation of something of a “level playing'
field.” This would mean that global companies would all be subject to
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generic constraints. Under these conditions only a foolhardy CEQ would
limit attention to the environmental dimensions of corporate activity
(Choucri 1990). Underlying these concerns is a fundamental problem.
Conventional accounting methods ignore the environmental costs of
resource depletion and degradation. As indicated in chapters 9, 10, and
11, good intentions are not sufficient unless corporations and consumers
alike have access to more rigorous cost-benefit and inter-generational
time discounting analyses applicable to natural as well as social envi-
ronments. Additionally, data from such record-keeping should facilitate
the search for more energy-efficient production processes, technologies,
and resource uses.

Managing Built Environments: Construction

The construction industry’s dilemma is in many ways even more stark
than that of either the oil or the chemical industry. The problem is this:
By definition, building physical structures means dislocating natural sys-
tems. All facets of the construction industry clash with nature, from the
harvesting of building materials to site preparation, transportation, ac-
tual construction, and the disposal of residual materials. Dislocations
cannot be avoided; at best they can be managed and minimized.

In industrial socicties construction has already changed the environ-
ment in major ways. Here the challenge is to repair, upgrade, and expand
structures without significantly altering the environment further. But for
developing countries the problem is just beginning, and it is in these
markets that the industry envisages its most extensive expansion. Inter-
national environmental groups are already braced for encounters with
global construction. In the confrontation between those who desire to
build and those who oppose it, the governments of developing nations
will be in a precarious position: They must develop their infrastructures
but cannot be viewed as declaring war on nature.

These governments are already beginning to seek a way out by ex-
ploring the bargaining possibilities inherent in environmental protection.
For example, a wide range of debt-for-nature swaps are reducing the
burden of past financial commitments and may free resources to meet
more immediate social needs. Simitarly, nature-for-technology swaps
may be negotiated to facilitate access to less polluting technologies. This
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is especially important in the area of energy, where the potential for
conservation and the development of more efficient technology is exten-
sive. In developing countries such efforts may target the reduction of
both carbon emissions and the rate of deforestation.

Still, the construction industry has yet to think seriously about the
?nvironment, remarkable as that may be in an industry whose purpose
is to transform natural systems into built ones. But the environment is
clearly becoming a salient factor in strategic planning for the construc-
tion industry. Like the oil industry, construction faces important oppor-
tunities for staying ahead of environmental constraints and for shaping
the way in which national and international bodies address these issues.
It may well be that pollution prevention would pay for itself by reducing
the need for waste disposal. At a minimum it could reduce liabilities.

In sum, the crucial equation connecting business and the environment
in these three industries is this: Consumer protection legislation plus
emerging environmental protection ethos plus precedents for payments
to pollution victims equals increased liability costs (Choucri 1991, 40),

The Environment Factor in Corporate Strategy

If a firm is to compete effectively in an increasingly competitive global
market, it cannot misread the signals of the growing environmental ethos
and conduct business as usuval, But while governments, public interest
groups, and international organizations are searching for institutional
innovation and adaptation in this area, global corporations, with few
exceptions, have generally failed to develop a strategy for dealing with
the environment. We conclude this chapter by discussing matters of
theory and practice.

New Directions in Theory

Internalizing the Globalization Process. Against a background of de-
velopment in the theory of corporate behavior and the practice of cor-
porate expansion, adjustments to environment in three industries-—aoil,
chemicals, and construction—reveal new trends in global business. These
trends have important implicarions for environmental policy and envi-
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ronmental management, Informed in part by recent surveys of market
changes {Lessard and Antonelli 1990, 15-17), trends in these three
industries have contributed to new corporate responses designed to man-
age the hazards of enhanced environmental concerns.

First is the globalization of competition in terms of integration of
markets and increased specialization of production. Driven by a global
trend toward reduced barriers to trade, competition shifts to production
and to all associated activities. In this context, responding to imperatives
of environment {of a highly uncertain nature) constitutes both a chal-
lenge and a constraint. The quest for appropriability, internalization,
and diversification extends to environmental products and pollution
management technologies. Since <uch markets are still at early stages of
development, the globalization of competition will accelerate that pro-
cess of market formation.

Second is a corollary of global competition—namely, greater parity in
technological capability and in environmental protection processes and
procedures. A certain standardization of responses may eventually evolve
as the international community secks to develop shared understandings
and shared strategies toward environmental management. Prospects for
corporate flight from environmental legislation—in terms of relocating
investment and production capabilities into regions, countries, or mar-
kets with weaker environmental controls—may be dampened to the
extent that a degree of global environmental consensus emerges.

Third is a new, but countervailing, role for national governments. On
the one hand is a trend toward decreased government investments in
markets (privatization); on the other hand is a trend toward an enhanced
government role in regulation {environmental legislation). The corporate
community is thus confronted by both reduced constraints of one sort
and increased constraints of another.

New Strategic Outlook. With the public demanding accountability and
more government intervention in the offing, how will each industry
manage potential embarrassments? How can firms minimize, manage,
or channel government intervention? And most pressing of all, how will
they take advantage of the changing business environment? First, global
firms are beginning to appreciate the pressures they are under to be

environmentally responsible over the long run. This environmental sen-
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sitivity may no longer be viewed solely as a posture of convenience or
as a way to maximize short-run profits. This flexibility may facilitate
the renegotiation of agreements and encourage international delibecation
on other related environmental issues. Further, the increased acceptance
of the “polluter pays principle” (PPP) in international forums puts added
pressures on the multinationals. MNCs will be able to respond only if
they hav'e responsible environmental strategies that adopt a longcr—t:rm
perspective, extending beyond concerns regarding the maximization of
profit in the short run.

Second, the marketing challenge—once limited to identifying a prod-
uct-—now extends to explaining what a company will do about the
environmental consequences of its activities and how it will protect the
natural environment. Managing an inquisitive and possibly hostile public
rust be part of maintaining a positive image, but public relations with-
out environmental action will surely backfire. Third, global corporations
are beginning to appreciate the business opportunity inherent in envi-
ronmental sensitivity. One case is DuPont’s accelerated R&D on replace-
ments for CFCs. This is an interim measure that will buy goodwill for
DuPont for some time. In the oil industry the Norwegian firm Norsk
Hydro argued that it was making a strong claim for sound environmental
management. Since it also enjoyed some of the goodwill accruing to
'Nonvay for its sensitivity to the environment, such claims could translate
into augmented goodwill. But at some point the company will be called
upon to show evidence of performance, not simply of intent.

Fourth, firms might increasingly find it necessary to identify appro-
pnat‘c .environmental niches. For example, World Envirotech, a U.S
subsidiary of the Kubotu Corporation of Japan, has found a ,niche m
offering- to dispose of refuse left after treating sewage. Adopting an
aggressive approach to marketing waste treatment technology in the
Ufnted States, World Envirotech creates opportunities and reaps good-
will. Finally, firms are shaping and will shape the creation of new markets
for environmentally sensitive products and processes. How rapidly a
firm understands and addresses the changing norms and values regardin
thc‘cnvironmcnt will in part define its competitive edge. Companies musgt

fieadc whether they will impede or preempt, prevent or participate in
international efforts to develop effective global environmental strategies.
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New Directions in Practice

The symmetry between theory and practice is seldom perfect. Th'rcc new
directions in strategy appear to be salient in corporate practices. All
three are institutional in character and are therefore likely to have mote
long-term significance. These are (1} establishing a corporate consortium
for enviconmental management, (2) developing financial systems for
environmental investments, and (3) strengthening the “technology

triangle.”

Establishing a Corporate Consortium for Environmental Matfage—
ment. Retaining a competitive edge in an era of increasing environ-
mental awareness will be a formidable challenge. The “soft technologies™
of management need to be improved, updated, and tuned, Industry will
continue to be on the defensive unless it buttresses environmental man-
agement and corporate organizational charts reflect environmental priot-
ities. Risk assessments and contingent respounses to hazards must be
routine. With latge multinationals uniquely positioned to frame p.ubli.c
policy, a good offense may be the best defense. Shaping publi'c policy is
good business—providing it is done with a modicum of ethics. Unless
the multinationals develop a strategy for influencing policy, they will be
reduced to responding directly to outraged citizens. The legal implica-
tions are obvious, and the precedents of cross-jurisdictional litigation
are numerous. Developing networks for access to specialized services in
environmental products and processes may reduce both the risk and the
pain for all firms. New alliances may also force governments to make
regulation rational.

Under these circumstances the case for establishing a “corporate con-
sortium on the environment” seems powerful. The goal of a consortium
would be to help level the environmental playing field and keep com-
petition where it should be: focused on energy-cfficient, matcrial-sa\rfng
technology, improved management skills, and the creation and shaping
of environmentally sensitive markets. In the case of environmental con-
cetns, the shared predicaments outweigh by far the idiosyncratic risks.
The rules of global investments are changing, and it is in the joint interest
of global firms to make the new rules provide the best markets. Because
markets function efficiently and serve social objectives only given stable
and well-understood norms, corporations must strive to help steer global
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deliberations toward clarity and consistency. Preserving the planet’s nat-
ural assets could become sound business practice as surely as it is already
excellent public relations (Choucri 1991b).

Developing Financial Systems for Environmentai Investments.
Numerous proposals have been put forward for financing environmental
investments, for “clean-up” as well as for new facilities. The establish-
ment of the Global Environmental Facility, an international overture
involving the United Nations Environment Program, the United Nations
Development Program, and the World Bank (and managed by the World
Bank), is an institutional step of significant proportions. While the issue
of finance is cleatly crucial, equally important are the institutional mech-
anisms necessary to ensure the effective utilization of global funds and
to guarantee fiscal and operational responsibility. Here we address such
institutional requisites, leaving aside the dual issues of the true costs of
environmental management and the mechanisms for securing needed
finance.

Following the analysis in Lessard and Perotti (1990) of the essential
features for an effective financial system at the national level, we extend
their analysis by arguing that analogous logics pertain to the institutional
requisites for the effective management of global funds targeted to en-
vironmental purposes. They identify five requisites. These are risk inter-
mediation, risk diversification, risk mitigation, incentive creation, and
contract enforcement. To these must be added, in our view, two other
requisites that are fundamental 1o global financial transactions: norm
development and compliance and monitoring. These factors are defined
as requisites because they must be construed as processes that require
behavioral and institutional adjustments (the nature of which is beyond
the scope of this chapter). Even if treated as a checklist, they can help
define the conditions necessary for the effective management of financial
resources targeted for environmental protection.

Strengthening the Technology Triangle. If the international commu-
nity's experience with large-scale science and technology enterprises has
taught us anything, it is that value added can be accrued by facilitating
linkages among the core institutions bearing on the generation of new
knowledge for both scientific and commercial purposes. In industrial
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societies these linkages are embedded in what has become known as the
“technology triangle” (Choucri 1989). In developing countries both the
need and the underlying requisites for establishing and marketing a
“technology triangle” have been widely recognized (Ramesh and Weiss
1971, 139, 169).

The technology triangle refers to robust linkages between three sets
of crucial actors influencing innovation and technological change: (1)
government, which influences policy and public expenditures; (2) busi-
ness and industry, which influence government policies and are the
commercial innovators and transiators of ideas into the marketplace
both nationally and internationally; and (3) research institutions and
universities, which are the generatots of new ideas and embody both the
quality and the quantity of a society’s human capital {Choucri 1984;
1991).

The essence of the technology triangle is that each party assumes
particular responsibilities whose effective discharge is contingent on the
effectiveness of the others (Choucri 1991b). In many countries govern-
ment serves as the source of large-scale financial resources for new
research ventures and for sustaining existing ventures when necessary,
Business is the ultimate user of ideas generated by professionals in the
knowledge industry (the universities and the scientific institutions). These
professionals are dependent on both—one for resources, science and
technology, and research targeted to national needs; the other for access
to the demand side, those that will utilize the output of the universities
in terms of human capability as well as organizational and mechanical
processes.

In areas in which uncertainties are legion and the risks are extensive—
as in all environmental management sphetes—the triangle may play an
especially important role. In the United States this triangle is relatively
well established, It is considered an important and legitimate mechanism
of technological change and, to a large extent, desirable by all three
parties. In Europe the linkages are generally weaker. In Japan the link-
ages are strong largely between government and industry, In developing
countries neither the technology triangle nor its individual components
may even be recognized as significant factors for enhancing national

capability.
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The logic for stressing the technology triangle as an institutional mech-
anism for accelerating “appropriate” technological change both nation-
ally and internationally is embedded in the overall deployment of a
country’s intellectual and business assets. The closer the linkages, the
greater the information transmitted and the greater the efficiency in
k.nowledge generation, and in its application, management, and diffu-
sion on a worldwide basis,

Notes

1. ThF N?ttonal R.cpc.)ns prepared for UNCED 92 constitute important steps in
thc. d;rcc.tlon of unifying environmental description, assessment, 2nd accounting.
2. To Kmd_lebergcr {1969) is due the credit for the frst survey of theoretical
Ml_\le. which focuses on the MNCs as collectivities in roles as economic actors.
This focus on MNCs as economic actors is further due to Hymer's seminal
theories that locate MNCs within the realm of industrial organizations rather
than th.at of foreign direct investment. The Kindieberger-Hymer theses provide
the basis of an cconomic theory of cross-border firm activities.

3. Apgropriabih’ty refers to accruing return on investments associated with
advancing technology. Internalization refers to the ability of the firm to retain
the advantage' of knowledge and skills. Diversification refers to the internaliza-
tion of financial activities and transactions within the firm, driven by a recog-
nition of imperfections in financial markets. ¥
4. Groups such as the Business Council for Sustainable Develo men

and the lnternat@onal Chamber of Commerce (ICC) have dircctfd thctiru:fcfcsrgl
toward formulating “principles” for corporate environmental responsibility.



