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The large scale migration of United States capital to foreign countries 

in recent years and the coming to prominence of the multinational corporation 

has stimulated a world~~ide discussion about the nature and significance of 

this latest stage in the evolution of business organization. The purpose of 

this essay is to examine the problem of direct foreign business investment 

in its European context using a simple oligopoly model combined with data 

on the 500 largest industrial Corporations in the world (approximately 300 

u. s. and 200 non-U. s. ). Our aim is to analyze 't'1hat might be termed the 

dialectics of the multinational corporation, the thrusts and counterthrusts 

of u.s. and non-u.s. corporations as they compete for shares in the world 

market using direct foreisn investment as one of their chief instruments. 

Our hope is to clarify the debate on the "American Challenge, " a debate 

't'1hich we think is in many ways a manifestation on the political level of 

the oligopolistic rivalry of large corporations on the business level. We 

also wish to draw out some of the implications of t~ current European policy 

to merge and rationalize in order to meet the "specter of the American 
1 Multinational Corporations. " 

2 Servan-Schreiber's analysis of the American Challenge provides a 

useful starting point. His analysis rests on three basic propositions. 

First, modern technology requires large corporations. The large corporation. 

because of its ability to concentrate capital and administer it effectively, 

is an essential requisite of growth and modernity. The parallels on this 

point, between Servan•Schreiber's analysis and that of Galbraith in The New 
3 Industrial State, are of course obvious. Second, a country (continent) 
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without its own multinational corporations will become a colony. If Europe 

does not create corporate capitals to match the American giants it will be 

reduced to playing a secondary. colonial role, not just in the economic 

sphere, but in the political, social, and cultural spheres as well. Third, 

the appropriate remedy lies in positive rather than negative measures. 

Negative measures to restrict· the inflow of u. S. corporation investment, as 

the Japanese have done, would in Servan-Schreiber's view,avoid the American 

Challenge rather than meet it. Instead he argues that positive measures 

are needed on a European wide basis to creat giant European corporations 

using advanced methods of business organization and 't11orking in close col. 

laboration with universities and government to create an economic structure 

suited to modern technology. 

This brief summary of Servan-Schreiber's analysis does not pretend to 

do justi~2 to his views. Rather we have singled out certain key features, 

widely accepted in Europe and in the United States, which we feel require 

furthet: investigation. The vie't11 that Europe 1 s challenge is to emulete the 

United States model of industrial organization l't!ises U1."tain important 

questions for analysis and the task of this essay '11ill be to formulate 

some tentative answers to them: 

(i) Hhat has been the relative performance of u. s. corporations and 

non -U .s. corporations in recent years and how much of an advantage has 

size been? 

(ii) Hhat is likely to be the impact of the European merger movement 

on the strength and performance of European Corporations end on the pattern 
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of trade and investment? 

(iii) With regard to Servan-Schreiber's political analysis, how is 

the creation of European giant corporations likely to effect the "indepen-

dence" of Europe? 

I. An International Comparison Of The Size And Performance Of u.s. 
And Non-U.S. Industrial Corporations 

(a) Size 4 

A major focus of the debate on the American challenge has been the 

large size of u.s. corporations. Table 1 shows the distribution of the 

500 largest corporations by size of sales in 1967 and illustrates the "giantism" 

of the u. S-· corporations. The United States accounts for about half of the 

industrial production of OECD countries but U.S. firms have a much larger 

share of the sales of corporations in larger size categories. 

The phenoraenon of giantism can also be seen in Table 2 which shows 

that the sales of the top ten U.S. corporations are about 2-1/2 times as 

large as the sales of top ten non-u.s. corporations but that the relative 

size ratio declines for smaller corporations and stabilizes at about 1.6 from 

the 40th largest corporations to the 200th. When size is measured by assets 

rather than sales, giantism, though still present, is less marked. The 

relative size ratio is slightly under 2 for the 20 largest firms and about 

1.5 thereafter. (The differences in the sales asset ratio may reflect 

differences in accounting practice). l·Jhen size is measured in terms of 

number of employees u.s. firms have only a slight size advantage. 
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Table 3 compares the size of u.s. corporations to the size of leading 

non-U.S. corporations on a country by country basis. These binary comparisons 

exaggerate the giantism of U.S. corporations and are of interest because 

countries and regions frequently compare their corporations directly ~-Jitb 

those of the United States and naturally feel overwhelmed. u. s. corpor-

ations, of course, are interested in the strength of their rivals collectively 

and not separately. 

Table 4 shows that the relative size of U.S. and non-u.s. corporations 

differs substantially from industry to industry and serves as a warning 

against overgeneralization. In the chemical industry U.S. and non-u.s. 

corporations are just about evenly balanced, the large u.s. corporations 

are smaller than their non-U. s. counterparts while medium sized u. S. firms 

are a bit larger. 5 In the automobile industry, u.s. Corporations have an 

overwhelming size advantage over the leading non-u.s. corporations because 

production is much more concentrated in the United States than in Europe 

(taken as a whole). In addition, large scale foreign investments by the 

U.S. giants have enabled them to capture a significant proportion of the 

European market and this accounts in part the small size of their non-

u. s. competitors. Other industries show variations on these two patterns. 

United States corporations are thus formidable competitors. Their 

ability to mobilize very large amounts of capital for specific purposes 

gives them a great financial advantage especially in modern industries. 

However this advantage is somewhat overstated in the size coe1parisons. Since 

many non-U.S. corporations though operationally separate from each other 
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are linked through banks and financial institutions and form a corporate 

group not unlike the large United States corporations. U.S. corporations 

also appear to have a qualitative advantage in their administrative 

structures which gives them a certain flexibility and mobility that non-U. s. 

corporations do not have. In order to meet the challenge of their peculiar 

rr.arket, u. s. corporations had to develop an administrative structure capable 

of managing units spread out over an entire continent in an environment of 

rapidly and continuously changing markets. 

Their answer - the national corporation (circa 1900), the multi-
6 

divisional corporation (circa 1920), and now the multinational corporation, 

involved enlargement of the corporate brain and the development of business 

administration as a specialized profession with its o°t'm elaborate division 

of labour and its own system of education. The U.S. corporations thus 

represents a very highly developed form of capital (where capital is defined 

in the businessmen's sense of a concentration of wealth combined with the 

ability to use it for productive activities) and it is no wonder that 

European business enterprises wish to emulate it in size and organization. 

But as "t-3e shall see, it is not sufficient to point to the large size of 

the U.S. corporation, the apparently smooth functioning of its mechanism and 

its ability to defend itself in international competition to establish 

its superiority as a mechanism for organizing economic activity to meet 

today's problems. 

(b) Performance 

Size comparisons by themselves are of little importance. Hhat interests 
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us is perfonaance. The available evidence on the growth of industrial 

corporations in the ten ~ears following the formation of the common market 

(1957-1967) shows that u.s. corporations have not been outstripping their 

rivals in recent years. Rather they fell behind from 1957 to 1962 and only 

managed to keep pace bet"t·1een 1962 and 1967. Table 5 shows a shift in the 

relative size ratio against U.S. corporations between 1957 and 1962, and an 

approJtimate stabilization thereafter. Table 6 indicates that this pattern 

holds for nearly all industries. There is thus a sense in which the u.s. 
corporations have been challenged rather than challenging. 

To what e2ttent 't'7as size an advantage in international competition 

during this period? To help anm·1er this question a regression analysis was 

performed relating the data of growth of a corporation to its size, nationality 

and industry. The size of a corporation, S, was measured in terms of its 

sales at the beginning of the period. The growth rate, g, was measured by 
7 the average annual percentage change in sales over the period. Country 

and nationality were indicated by a set of dummy variables, c1 and Ij' where 

Ci = 1 for a firm from country and i and o otherwise, and Ij = 1 for a 

fi f h .th . d d h i rm ram t e J in ustry an o ot erw se. 

For econometric reasons it was necessary to exclude the dummies of an 

arbitrary country (The United States) and an arbitrary industry (Miscellaneous). 

The basic estimating equations were then of the following form 't11here a1 is 

coefficent of the country-dumm.y. variable for the u. s. and b1 is the 
8 coefficent of the industry dummy variable for the Miscellaneous industry. 
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n 
(a i.· - a 1 ) Ci + L- (b . 

2 J 

The sample for 1957 to 1962 and for 1957 to 1967 consisted of the 100 larg-

est U.S.and the 100 non-U.8. corporations. The sample of the second period 

1962 to 1967 consisted of the 500 largest coiporations, approximately 300 

U.S. and 200 non-u.s. (A number of firms dropped off the Fortune list 

during the period and so the actual number of firos which could be used were 

183 for 1957-1962, 438 for 1962-1967 and 173 for 1957-1%7). The main 

results are presented in Table 7. For simplicity the constant term and the 

coefficients for industry dummies have been excluded, as they are not relevant 

to the hypothesis under test. Three regressions are presented for each 

period; first excluding the size variable altogether, second including it, 

and third using a logarithmic form. Regressions were aiso run separately 

for major industries, but the results are too long and involved to be 

presented here. For the moment we merely note that the main conclusions 

of Table 7 were broadly corroborated by the industry studies. We might also 

mention that the results were unaffected by additional tests involving 

changes in the sample, in the function fitted, and in the methods of estimation. 

The first important feature to emerge from the investigation is the 

significant relationship between size and growth. The coefficients are 

negative for S and log 8, and positive for 82 and (log 8) 2. This indicates 

a U-shaped relationship in which size has a negative effect first and then 

a positive one. The exact strength of the upward twist is not well 

established and · dffers oubstantially according to whether we use the 
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parabolic equation, [f (s) = constant + eS + fS 2] or its log equivalent 

[f (S) =constant+ e log S +flog s2]. In the former case for example 

the turning point occurs when a firm's sales reach 8 billion dollars (accord-

ing to the 1962 to 1967 equations); Hhile in log form, the turning point 

occurs at sales of 3.2 billion dollars in this period. However, in 1962 

there were only 3 corporations whose sales exceeded 8 billion dollars 

(all from the U.S.) and 9 corporations whose sales exceeded 3. 2 billion 

(7 from the United States). In the earlier period, 1957 to 1962 the turning • 
points are 5.4 for the parabolic firm and 3.8 for the non-parabolic firm 

and the number of firms which sales exceeded these figures were 4 (3 from 

the United States) and 7 (5 from the United States), respectively. The 

upward twist therefore applies only to a handful of giants. For the rest 

of the sample the relationship between size and growth is clearly negative. 

An examination of the residuals suggests that even this upward twist 

may be an illusion caused by the types of curve we have fitted. Indeed for 

the period 1962-67 the industry regressions show a negative relationship 

between size and growth rate over the whole range. 

The Second important £onclusion of the regression analysis is that 

nationality has frequently been a significant variable in explaining the 

growth rates of firms. This is because many firms are national rather than 

multinational and their fortunes depend very much upon the countries to 

which they are attached. Recalling that the coefficients measuring the country 

effects in Table 7 refer to the difference between the Rrowth rate of 

companies based in a particular country and that of the United States, we 
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note first that these coefficients are mainly positive from 1957 to 1962 

and mainly negative from 1962 to 1967. This indicates a country effect or 

connnon factor for U.S. firms that was disadvantageous in the first period 

and advantageous in the second. 

Surprisingly, when the regressions for 1962 to 1967 were run for a 

reduced sample of the 178 large continuing firms (i.e., those firms that were 

among the 100 largest U.S. or 100 largest non-U.S. firms in 1957 and were 

still on the Fortune list in 1967), the country coefficients were uniformly 

higher in nearly every case. This indicates that non-U.S. corporations 

held their own better in the middle and large range than they did in the 

smaller range. To put this another way, small U.S. corporations had some 

advantageous factor in common so that they performed better as a group than 

predicted by our equations relating size to growth. 

As for other countries in the first period it was disadvantageous to 

be a British or Canadian firm, relative to the U.S.,but this disadvantage was 

removed in the second period when the country affect cane to closely 

approximate that of the United States. Germany and Italy showed the 

opposite pattern to the United States; a relatively strong positive country 

effect in the first period that disappears in the second; (in the case of 

Germany it becomes strongly negative). Finally the Japanese country effect 

as expected, was strongly advantageous in both periods. 

Before we apply these empirical findings to the second and third 

questions raised in the introduction, we should perhaps stress their tentative 
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nature. A number of empirical studies on the effect of size and growth have 

been conducted for samples drawn from within a country and these in general 

have concluded that there is little correlation between size and g:rOWth. 9 

Since the problem of sorting out the effects of size, industry and national 

is difficult and complex, our experiments far from exhaust the possible 

interrelationship which can be tested. However it is clear that the data 

do not support the view that size has been an advantageous, much less a 

crucial, factor in growth during the first decade following the establishment 

of the common market. 

II. Dialectics of the Multinational Corporation (1957 to 1967) 

If the U.S. corporations did not grow faster than their European and 

Japanese rivals where did the notion of the ':American Challenge" come from? 

~Te suggest it was due, in part at least,to myopia. Europeans felt threatened 

because they saw U.S. corporations gaining an increased share of the 

European market. They paid little attention to the fact that, in the world 

market taken as a whole, U.S. corporations were themselves being threatened 

by the rapid growth of common market and the Japanese economy and required a 

rapid expansion of foreign investment to maintain their relative standing. 

To understand the divergent views on who is being challenged and who is 

challenging, it is useful to distinguish between Gp,the growth rate of the 

U.S. parent firm (including its subsidiaries), Gs, the growth rate of its 

subsidiaries, and Ge, the growth rate of non-U.S. firms. The stylized facts 
10 

of the period were something like the following: 

Gs> Ge ~Gp 
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European firms compared Gs to Ge and felt they were being challenged. 

U.S. multinational corporations compared Ge to Gp and also felt a challenge. 

The fact that both parties could feel challenged stemmed from the difference 

in the horizons of national and multinational corporations. Multinational 

corporations see the world as their oyster and judge their performance on 

a world-wide basis. They look to their global market position. National or 

regional firms keep thei~ eyes close to the ground and concentrate on their 

share of particular sub-markets. Thus the same phenomenon appears different 

according to the eyesight of the beholder. To the short-sighted European firm, 

whose markets are mainly European, U.S. investment seems to be an aggressive 

move to dominate Europe. To the long-sighted American firm, on the other hand, 

this investment appears to be a desperate attempt to defend its existing 

world share and keep up with the dynamic Europeans. 

A more interesting interpretation of the ten years between 1957 and 1967 

would recognize that a firm can be challenging and challenged at the sa..~e 

time just as a military strategy can be both offensive and defensive. The 

rapid growth of the common market and Japan in the fifties challenged the 

dominance of the U.S. giants who responded with an aggressive policy of foreign 

investment. Their great strength, their past experience with continental 

and multinational markets, plus the open door policy of European governments 

made this counter-strategy successful. 

This invasion of Europe threatened the position of European firms who have 

now begun their countermeasures. The threats,of course, have not been felt 

evenly. The United Kingdom, for example, seems to have felt less challenged 
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than other countries even though U.S. penetration of the U.K. is far higher than 

for the continent. This is because linkages are well established and because 

many leading British firms are themselves multinational and think in terms of 

world markets. Japan also did not feel as threatened as other countries but 

for different reasons. By virtually prohibiting foreign investment, the 

Japanese government reserved its rapidly growing market for its own firms and 

frustrated the attempts by U.S. corporations to redress the imbalance caused by 

the Japanese challenge. This has created considerable tension and may soon 

have to be modified as Japanese corporations encounter increased resistance to 

theii;·penetration via exports. 

Uhat about the next round? It is a foregone conclusion that Europe will 

follow (is following) the policies advocated by Servan-Schreiber. The 

European merger movement is well under way and nearly all European governments 

are actively taking positive measures to strengthen their large corporations. 

Negative measures are out of favour, in part because they are unworkable in 

the context of the common market, where an American firm denied entry to one 

<01ntry can always locate in another and penetrate the forbidden market 

through exports. Unanimous agreement is therefore required but is not 

possible due to divergent interests and outlook. In any case, by now the 

die is cast, since all of the top U.S. corporations have staked their claim 

in the European economy. 

Where will the positive measures lead? There is no reason to believe that 

newly enlarged European corporations will increase their rate of growth merely 
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because of their increased size. On the contrary, the data of the past 

~~d:e:r!'!J<U,~~'tes that· ino.st.:,;tnergei.;:-e· will slow down the rate of growth. 

With the exception of the very largest firms, for which there does not seem 

to be any well-established relationship between size and growth rate, most 

firms are located on the downward sloping part of the curve where the larger 

their size the slower their growth. These equations for 1957-67 may well not 

apply to the future: but taking into account the numerous other studies on 

the relationship between size and growth cited above, we can predict with some 
. . -

confidence that an analysis in 1977 or 1987 of the growth rates of firms will 

at least not show any positive relationship between size and growth. 

The European merger movement is ,however,likely to result in a crucial 

qualitative change in the nature of European business. By increasing the 

average size of European firms it will make them less regional in outlook 

and more mutinational, with the result that they,like American firm,will 

invest heavily overseas. Amongst the most important reasons for this change are: 

(1) 11ergers and rationalizations will lead to corporate reorganization 

and the creation of new administrative structures more akin to those of 

the American corporation and better suited to multinational expansion. Or, 

to put the matter differently, as European firms increase in size and 

complexity their administrative 1 brain' will increase more than proportion-

ately and their attention will focus not so much on national or European 

markets but on the world as a whole including the United States market 

itself. In a sense, the vision of a finn depends on the height of its 

head office building. 
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(2) Greater financial strength will enable European f irrns to invest more 

overseas. Investment in a foreign country often involves a more direct 

challenge to established firms than does exporting. Firms which were 

previously prepared to tolerate some competition in the form of exports may 

not be Hilling to tolerate direct investment. To protect themselves· 

against what they consider to be a policy of aggressive expansion, they 

may attempt to drive the intruder out of the market before he gets too 

strong. The outcome of this struggle is likely to depend upon the relative 

financial strengths of the established firms and the firm attempting to 

increase its market share by investing, which in turn depend· upon their 

relative sizes. 

The financial resources associated with size confer other advantages 

on the big firm. It can buy its way into markets by taking over local 

firms. It can afford to take risks. For a firm the size of the American 

giants, with a capital of billions of dollars, the purchase of an overseas 

plant costing say twenty million dollars may be a relatively minor affair. 

For a firm with a capital of millions of dollars this plant would be a major 

undertaking to be contimplated only if it was fairly sure to succeed. Thus 

the smaller firm must be cautious where the bigger firm can afford to 

experiment. 

(3) By consolidating the overseas sales of European firms, mergers will 

make them better able to establish subsidiaries of an efficient size. 

In any particular market a big firm is likely to have actual or potential 

sales larger than those of a small firm, either because it is already 
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selling more in the form of exports or because it can afford to finance a 

costly promotion and distribution progra~ :, for its products. Equally it 

can afford to establish a large and efficient subsidiary which can produce 

the output necessary to satisfy this larger market. From the point of view 

of both supply and demand the big firm is therefore better able to produce 

on an efficient scale. 

As a hypothetical example, consider the case of four European firms, 

each with actual or potential sales of twenty millions dollars in the 

United States. At this level it may be hopelessly inefficient to produce 

locally,and therefore they export from their domestic plants. Suppose they 

now merge. Then the resulting firm will have actual or potential sales 

worth eighty million dollars - a significant share of the American market -

which may be high enough to justify setting up a local subsidiary. 

A brief examination of the relevant statistics supports the view that size 
11 

is a major determinant of overseas investment.· In 1957,out of 1,542 firms with 

investments overseas,15, each having foreign assets worth over 100 million dollars, 

accounted for 35% of total American manufacturing investments abroad. Together 

with 64 others having investments worth over 25 million dollars each, they 

accounted for 69% of the total, leaving 1,463 firms to share the remaining 31%.12 

In the British case the big investor is equally dominant. Some 46 firms, most 

of them large, accounted for 71% of manufacturing assets overseas in 1962 and 
13 3 firms owned virtually all petroleum assets overseas. Between them they 

accounted for around 83% of all British investments in petroleum and manufacturing 

combined. 
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The role of investment in the expansion of American and European firms in 

each other's markets is well illustrated in Table 8 which shows the local 

production of foreign-owned subsidia~ies in manufacturing and ~etroleum {P) and 

the exports (X) of various countries. Although some of the figures are rather 

rough estimates the broad pictures they reveal is accurate. Three European 

countries - the U.K., the Netherlands, and Switzerland - account for about 

nine~tenths of the sales of all European subsidiaries in American manufacturing 

arid petroleum. These sales are roughly twice as much as the total exports 

to the United States of these three countries combined. By contrast.other 

European countries rely mainly on exports to serve the American market,and 

of these the most striking is Germany,whose firms exported twenty times 

as much in 1966 as they produced in the United States. 

As a result of investment, firms of the first group have been able to 

maintain a clear lead in the American market over other European firms. 

Despite an impressive growth of exports to the United States, which doubled 

in nine years, by 1966 Getman sales were still only a quarter of those of the 

first group. Moreover, the absolute gap increased dramatically as this· group's 

sales increased by over 4 billion dollars as compared to 1.4 billion for Germany 

and 0.4 billion for France. 

It is clear that if French or German firms wish to establish themselves 

extensively or even securely in the American market they will have to invest 

heavily, something they have not yet done. 14 Why have they not done so? After 

all the American market is important to them, as their export performance shows. , 



-17-

Nore to the point, they have been investing heavily in other countries as Table 9 

shows. During the years 1961-64 German firms invested an average of 220 million 

dollars a year abroad and French firms an average of 100 nillion, compared to 

which their investment in the United States looks trivial - an average of 5.5 

million dollars a year for the Germans and 9 million for the French. 

Part, if not the whole, of the answer lies in the small size of French and 

German firms, particularly in those areas where European investment in the United 

States has been heavy. Using the sectoral distribution of investments in 1959 

as a guide we find that· the bulk of them lie in areas where firms of the U .K., • 
the Netherlands, and Switzerland have a clear lead over other European firms 

15 and are of a size comparable to the American giants. Unilever (Anglo-

Dutch), Nestle (Swiss) and British-American Tobacco (British) are many times 

larger than other European firms in their sectors of food and household products 

and are about the same size or even larger than their American rivals. In 

petroleum Royal Dutch - Shell (Anglo-Dutch) and B.P. (British), which has 

recently begun a massive expansion into the United St&tes, are several times 

larger than other European firms. In pharmaceuticals, a comparatively small-

scale industry, Switzerland has the only four specialist companies on the 

Fortune list of non-American firms. In rubber and paper British firms are 

the biggest in Europe and rival the Americans, and in electrical goods the 

Netherlands has the largest non-American firm. Of course~ there are exceptions. 

Switzerland, for example, is mentioned by the U.s: Department of Commerce 

as having investments in the electrical industry,yet the largest Swiss firm is 

only fifth in Europe. But on the whole the correlation holds up fairly well. 
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In industries .where the three countries are not European leaders - iron and 

steel, machinery, automobiles - their firms are fairly small in comparison to 

American firms and they tend not to invest in the United States. Even the 

apparent exception of chemicals, where British !CI is the larBest in Europe 

(excluding Unilever) and relies on exporting, reinforces our argument, for 

ICI is planning to expand rapidly in the United States f tom its comparatively 

small base in artificial fibres. 

As it stands,this all leaves the question of causality open, for it would 

be possible to argue that these firms are giants because they invest in the 

United States rather than the other way around, and that if European firms merge 

to become giants there is no reason to assume that they will follow the same 

path and also invest in the United States. If the European giants produced a 
third, a half or more of their output in the United States this argument would 

be plausible, but they do not. Over the last decade, for example, Unilever has 

never produced more than a sixth of its output in the American continent as a 

whole, both north and south. Even British-American Tobacco, perhaps the most 

dependent on its American investments has only a third of its assets there. We 

can conclude, therefore, that as a rule the causality runs from giant size to 

investment in the United States at least as strongly as it does from investment 

to giant size. In cases such as ICI or BP,which are just beginning to invest 

seriously,the causality is clearly far stronger in the size to investment,direction. 

This is not to deny that overseas investment does not or will not play a crucial 

part in the 3rowth of large firms, particularly in the case of small countries 
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such as Switzerland or the Netherlands. On the co:~::rary, the most common path 
I 

for European firms may well be domestic growtL on ..:~1e basis of home sales and 

exports up to the point where they are well :::nough established in foreign markets 

and financially strong enough to consider fm:£ign investment. At first they 

begin by investing outside America in markets which are easier to enter. 

Eventually, when they have gained the experience, :.:reated the organizational 

structure, and, perhaps most important of all, gained the extra financial 

strength necessc:.ry, they invest in the United Stat<~s. 

Clearly most European firms are still ec the :first or second stage. Either 

they have not invested abroad at all, or are investing outside of America. Uergers, 

by adciing to their financial strength and ccnsolidating their foreign sales, will 

enable these firms to accelerate the first a~d second stages or even to skip the 

intermediate stage so that they go straight £rom hcne protection to investment 

in the United States. Rather than labour th:Ls poL1t any longer, we shall assume 

that the European merger movement will result in b:th heavy overseas investment 

outside the United States, and in the slightly lov.~er rur·. in t1'e United States 

itself. 

How will U.S. corporations react to th£ chall nge of outwci.rd investment 

by European firms? U.S. corporations have el.so be n undergoinr; a large merger 

movement which may have maintained or increa,3 1~d tl-, ir relative size. Since 

U.S. corporations are large and powerful the:: is r:o reason for them to 

accept a lower rate of growth. Moreover, pr c:c:~.iseI =; because they are the 

dominant firms, they must worry about losseE in rE.'.ativ'e posit:.on and be 

prepared to adopt defensive measures when tr>:3ater·:d. Although they might be 
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willing to accept a loss of a few points in their market shares to a large 

number of medium and small rivals, they are not likely to regard even a small 

loss to a rival European giant with equanimity. Thus,the merger movement makes 

it even more likely that they will do everything in their power to maintain 

the same rate of growth asnon-U.S. firms: as their resources and skills are 

very great they are likely on average to be fairly successful in this effort. 

European firms will have the advantage at first of great government support, 

but if the world balance is threatened the United States government can be 

counted on to come to the rescue of its corporations. 

The American response is likely to assign an even greater role to increased 

foreign investment. For one thing it is very costly for a dominant firm to 

resist incursions into its own market by serious rivals (since the loss caused 

by a 1% reduction in price is greater for the establishment firm than for the 

new entrant). Equatly European attempts to gain a foothold in the U.S. market 

are also likely to be successful for it will be easier for the U.S. corporations 

to counterattack abroad, and to meet inward foreign investment with outward 

foreign investment. Indeed,U.S. corporations might even welcome an exchange 

of markets since it will create a better world-wide environment for multinational-

ism. Another factor is that the growth of the U.S. economy may slow down, if the 

new Republican Administration adopts a deflationary monetary and fiscal policy 

over the next few years. To maintain their world position U.S. corporations 

would have to expand even more rapidly abroad in order to compensate for their 

slowly growing home base. A slowdown in the growth of the U.S. market will 
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present less of a problem to non-U.S, firms because they start from a smaller 

base. Investment in the U.S. would likely continue and combined with deflation-

ary policies would improve the U.S. balance of payments and facilitate the out-

ward migration of U.S. capital. Finally, added pressure to invest abroad 

comes from the fact that U.S. corporations will not be able to stand idly by 

and allow Europeans to capture important markets in the underdeveloped countries 

or in the commun:l.st countries. 

We can therefore expect a period of intensified multinationalization (almost 

amounting to capital flight) over the coming decade as both U.S. corporations 

and non-U.S. corporations try to establish world-wide market positions and 
16 protect themselves from the challenges of each other. The cross-penetration 

implied by the simple oligopoly model we have just described has as its logical 

end a stable equilibrium where all of the dominant oligopolists have similar 

world-wide distributions of sales. This logical end is not likely to be 

achieved in practice but the following equations are useful device for illumin-

ating current tendencies. 

wlere s1 equals the aggregate sales of the "dominantn U.S. corporations; 

s2 equals the aggregate sales of the "d.:>minant" non-U.S. corporations; Y1 , 

the size of the U.S. market; Y2 ,the size of the non-U.S. market; and the 

aij's represent the share of a firm from country i in the market of country j 
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(obtained either through exports or local sales). The stylized fact of the 

present world structure of industry is that a21 (the European share in the 

U.S. market) is very low. Hence if Y2 grows faster than Y1 , non-U.S. corpor-

ations will grow faster than U.S. corporations, unless Americans increase a 12 • 

As we suggested above, this perhaps describes the period 1957 to 1967 in a 

rough sort of way. The increase in a12 and the slowing down in the rate of 

growth of Y2 has threatened European firms and led them to take steps which 

increased a 21 . This in turn we suggest will lead P..merican firms to further 

increase As this dialectical process unfolds, the world distribution 

of sales of American and European firms will tend to approximate each other 

nore closely. As all approaches a21, relative size s1 /s2 becomes less and less 
al2 a22 

affected by differences in the rate of growth of Y1 and Y2 . In other woras, 

corporations of both centers will come to experience similar rates of growth 

regardless of whether Europe is growing faster than America or America is 

growing faster than Europe. But this solution to the :iAmerican Challenge11 on 

the level of oligopolistic competition will not remove conflicts at the political 

level. A breaking of the link between corporations and countries '·lill create 

conflicts between the private and public interest and between one nation and 

another that are difficult to resolve. In the next section we turn to these 

more intractanle and more important problems. 
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III International Capital and National Interest 

The concept of the "American Challenge'; as a diagnosis and prescription 

of Europe's current predicaments is in large part a myth resting on an exagger-

ation of the prowess of the large U.S. corporation and a myopic view of the 

dynamics of international competition. It is in fact one of the guises for a 

new form of protectionism and as such is an attempt to identify the national 

interest with the interest of certain dominant firms. The instruments of this 

neo-protectionism differ from those of the old. Instead of tariffs to preserve 

the domestic market for nationa+ firms, businessmen are asking for positive 

help to penetrate foreign markets. The theme,however,is the same; the growth 

of a certain sector of private business is elevated to a national goal and the 

economic problems of the entire country are viewed from a particularly restrictive 

vantage point. 

Our analysis suggests that the main result of the strategy of "positive 

measures;; to help large firms will be to change European business qualitatively 

towards multinationalism, rather than to raise the relative growth rates of 

European finns. 

The increased multinationalism that follows increased size, by the weakening 

link between country performance and company performance, will help to 

equalize growth rates of firms of different nationality and make it easier for 

U.S. corporations to maintain their position. 

If the goal were to develop a strong national business sector, it would 

probably be better to follow the Japanese example of fostering the growth of 
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the internal market, restrictin'5 inward investment, and penetratinr, foreign 

markets through exports rather than investment (though this policy,too,has 

its limitations). The present strategy will strengthen a few very large 

corporations but divorce their interest from that of the national economy, and 

may well have a negative effect on international trade,as corporations concentrate 

on foreign investment rather than exports. For example, the data from the 

Reddaway Report (Table 10) covering the 15 countries which receive most 

British direct foreign investment show that the bi3 investors produce locally 

twenty times as much as they export. Furthermore their exports to these 

markets have fallen by 7% whereas their local production has risen by 62%. 

In the same period, the exports of other British firms which did not have 

local foreign investments have risen by 42%. It seens inconceivable that the 

big investors, if not allowed to invest overseas, could not manage to raise 

their exports well above the f.106.2 million that they presently export. Hore 

work is needed for other countries, but this example should serve as an illus-

tration of the difference between policies to maintain a corporation's shares 

of the world market and policies to maintain a country's share. 17 

What will be the overall effect on economic performance and political 

independence of a world of multinational corporations, some from one side of 

the Atlantic, some from the other, (and perhaps a few from the underdeveloped 

world)? ~Je can here provide only the briefest summary of various approaches. 

The United States anti-trust tradition~ as exemplified by Kasyen and 
18 Turner for example, would tend to view the current wave of national and 
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international mergers and take-overs suspiciously, just as this tradition 

viewed with alarm the merger movement in the U.S. at the end of the 19th 

century. At that time the growth of the national corporation led to great 

concern in the agrarian and emall business sectors about ''the fate of small 

producers driven out of business or deprived of the opportuning to entar it by 

'all-powerful aggregates of capital'~" and about "the power of monopolies to 

hurt the public by raising prices, deteriorating products, and restricting 

production"; while on the political side, "concentration of resources in 

the hands of a few was viewed as a social and political catastrophe,'· a belief, 

as Kaysen and Turner point out, ''which can be rationalized in terms of 

Jeffersonian Symbols of wide political appeal and great persistence in American 

Life: business units are politically irresponsible and therefore large business 

units are dangerous." Th~ anti-trust tradition would argue for competition 

rather than size to obtain efficiency and innovations and would resolve doubts 

;,in favor of reducing market power rather than maintaining it." These political 

forces,however,had little influence in the U.S. As Hason points out in his 

preface to Kaysen and Turner, "the battle against size was lost in the merger 
19 movement at the turn of the century... Similarly the battle against size on 

the international plane is being lost in the current international merger 

movement,and international anti-trust is not likely to challenge the resulting 

size structures in any serious way. Indeed, it is supporting them. 

International trade economists have in general been less concerned about 

the dangers of high concentration_and oligopoly,and have welcomed the free 

flow of capital as a device for integrating the world economy. They have 
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stressed the advantages of scale and argued that the multinational corporation, 

because of its organizing ability, will be a powerful force in allocating 

capital efficiently, and spreading technology from advanced to less advanced 

countries. They welcome an: industrial structure uhere large firms span the 

entire world producing each component in the country where costs are lowest 

and making technical advances and product innovations quickly and evenly 

available throughout the world. Their suggested model is perhaps the United 

States economy where major firms are spread over most of the country and take • 
advantages of differences in relative supplies of labor, capital, or natural 

resources. On the international plan, the prototype is perhaps United States -

Canadian integration,which, symbolically speaking has proceeded on North 

South lines,i.e. pairing of Canadian enterprises with their counterparts to 

the south, rather than on East-'West lines, i.e. co-ordination with Canada 

of the various parts of its economy. 

Socialist economics also stresses the advantages of scale in keepinp, with 

Narx's analysis of the increasingly social nature of production (including the 

increasingly social nature of management). However, it does not always agree 

with the international trade approach on the way in which capital should be 

concentrated and centralized. Whereas the trade approach argues for coordinating 

one industry across many countries ,socialist economics points to the advantages 

of coordinating many industries within one country. It thus argues for 

combining oligopolies to form monopolies (because it views the choices offered 

by oligopolistic product differentiation as usually meaningless and some-

times harmful); for combining industries to harmonize complementary and 
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competing sectors, and of course for central planning to provide overall 

coordination of all enterprises. Most important,it stresses the need for 

political control of economic decision makers. This implies that the 

boundaries of an enterprise should be contained by the boundaries of the 

political unit,since enterprises which extend over several untis can escape 

political regulation by any one unit (on this argument the conglomerate 

enterprises should perhaps be organized on regional rather than national levels 

in order to be more sensitive to local requirements). 

Since the multinational corporate system is the prevailing one, we might 

spend some time discussing it in more detail and especially its relations to 

nation-states. George Ball has put the case for the withering away of the 

nation-state most succinctly: 

11 the structure of the multinational corporation is a modern 
concept designed to meet the requirements of a modern age; 
the nation-state is a very old-fashioned idea and badly 

,20 adapted to serve the needs of our present complex world. ' 
21 The idea behind this point of view, as expounded by Sidney Rolfe ,for example, 

is that the phenomenal progress in communications and transportation have created 

an interdependence of human activity that renders national boundaries 

obsolete. All countties,the U.S. included, nthe conflict of our era is 

between ethnocentric nationalism and geocentric technology. 11 The multinational 

corporation is modern because it is the first of the major institutions to 

grasp the significant fact that ''history is not of the essence here, evolution 

is, 11 and "what the world faces is le d'fi international rather than le d~fi 

American." 
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This argument contains a strong element of technological determinism,and 

in our view greatly oversimplifies and perhaps badly mistakes the trends of 

the modern world. Althoueh it is quite true that modern world technology makes 

it possible to coordinate production and marketing on a global basis, it is 

also t~ue that modern communications make centralized planning withitl·,one 

country possible. Moreover, the high productivity of the new technology allows 

countries greater scope for national independence, since it becomes far less 

urgent to concentrate on economising scarce resources. Host important, 

improved communications make it easier for small regions and units to obtain~ 

the most advanced knowledge quickly and cheaply without formal institutional 

lines of connnunication. This provides increased scope for independence and 

re-enforces polycentralism rather than centralism. It is not at all clear 

that heirarchal authoritarian corporate structures are well suited to this 

environment. In an age when it is possible for every nation or city to 

be almost instantaneously in communication with every other nation or city, 

the technological distinction between hinterland and centre disappears,though 

it can still be maintained by political or economic institutions. In short, 

the options available under the new technology are much wider than those 

suggested by the proponents of the multinational corporation and it is 
22 

unjustified to foreclose debate at this time. 

Whatever the force of technology, it is clear that the growth of 

multinational corporations, by itself tends to weaken nation-states. Multinational 
? 

corporations render ineffective many traditional policy instruments, the 

capacity to tax, to restrict credit, to plan investment,etc., because of their 
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international flexibility. In addition.multinational corporations act as 

a vehicle for the intrusion of the policies of one country into another with 

the ultimate effect of lessening the power of both. 23 These tendencies 

have long been recognized in dependent underdeveloped countries, but it now 

also evident that even the United States, as a nation-state is losing some 

of its 11 independence11 as it'' attempts to cope with the tangled web woven by 

its international business. 24 

The battle,however,is far from over. Nation-states are powerful and 

are not likely to die easily. Herely to ask which institution one expects 

to be around 100 years from now, France or General Hotors, shows the nature 

of the problem. Moreover,the implication of I3all's point of view is that 

the United States must also wither away as a nation-·state. 25 R~w exactly this 

is to occur is, to say the least, not clear. The growing feed-back operations 

of U.S. corporation on the United States has already created considerable 

difficulty and can be expected to lead to increased attempts by the American 

state to control its corporations. Other countries will also try to control 

the eroding forces of multinational business. Even the government of Canada, 

which for unique reasons has been less resistant to giving up i;independence!! 

for foreign investment than other countries, has stopped short of full 

integration and has for example used tariffs to interfere with corporate 
~ ' ' 

rationalization. 

Nation~states and nationalism have in many ways been p·owerful supports 

of capitalism, for they have created the group solidarity which enabled the 

system to survive. In a private enterprise system, some win and some lose, 
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and a national government with the power to redistribute income and wealth 
26 is needed to convince losers to allow the game of competition to go on. 

The manner of giving subsidies to the losers (e.g., price supports to farmers) 

has often been inefficient and has been subject to much criticism by 

economists; but this is not the same as saying the corporations can do 

without a strong nation-state to deal with the problems of the business 

cycle 9 social security, unemployment 9 unbalanced regional growth, labor 

unrest, attacks on property and order, etc. If, for example 9 all countries 

lost their power of fiscal and monetary policy, as some observers believe 

Canada has, how would aggregate demand be stabilized? Or does multinationalism 

do away with Keynesian problenis? 

Hence the multinational corporations require nultinational states. 

It is Utopian to think that this will come about quickly enough to permit 

the full flowering of international business. It might be possilbe to stagger 

toward some level of co-operation at a higher plane on monetary and fiscal 

policy, tariff policy, and anti-trust policy, but the degree of success 

will be limited. A most important obstacle to supranationality stems-from 

the fact that many of the most important government policy instruments require 

patriotism to be effective. From the moral suasion exercised by governments 

on banks, to the voluntary guide lines established for capital flows, wages, 

and prices, to the demand for honesty in the payment of taxes, the government 

depends upon voluntary compliance by the majority of its citizens in order to 

operate effectively. Group loyalty of this kind does not exist at an 

international level. There does not yet seem to be any effective replacement 
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for the nationalism that has in the past helped to dissolve class conflict 

and maintain social cohesion (witness how effectively patriotic sentiments 

have been used by Western governments to blunt the edge of social discontent 

during periods of economic hardship such as the years of post-war reconstruction). 

In a regime of multinational corporations and weak nation-states, 

difference will become accentuated and will lead to international alliances 

and federations parallel to the multinational corporation. 27 And even if a 

strong world federal government could be established, many problems can 

only be solved at the national and local level. If nation-state governments 

are too greatly weakened,the model for the future may be the urban crisis, 

where strong national corporations confront weak city governments. In 

short,there is a conflict at a fundamental level between national planning 

by political units and international planning by corporations that will 

assume major proportions as direct investment grows. 

In conslusion,we may return to the question raised in The American Challenge 

about the danger of Europe becoming a colony. Servan-Schreiber is perhaps 

correct that in the world of multinational corporations it is better to have 

some of your own than to have none.at ~ll.This does not,however,mean that 

European Multinations Corporations will enable Europeans to control their 

future. Instead,difficulties arising from the internationalization of wealth 

may well inhibit Europe's ability to cope with its internal problems and, in 

this regard, the problems faced by the United Kingdom in reconciling international 

finance and the national interest should serve as a warnine (as should the 

~urrent problems of the United States). The problem of colonialism is not 
... •. 

,·:<~ ··,, .. 
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really a European problem since European business, despite Servan-Schreiber's 

analysis, is strong,r.ot weak. Colonialism is the problem of the under-

developed countries,where both state enterprise and private capital are very 

weak and are in no way a match for the powerful business organization of the 

advanced world. In the coming competition between European and U.S. corpora-

tions the markets of the third world will be an important battleground,becaose 
' 

the stakes will be not only the limited markets of Africa,Latin America 

and Asia,but oligopoly equilibrium in the developed world itself. The 

lesson of Europe's past coloniali·sm- is that the harm it ··did to foreigners 

was not matched by benefit to itself (i.e~ by.a benefit to the country as a 

whole i-ather than to a particular group). Indeed ,the nation was of.ten ·called 

upon -to sacrifice in order to maintain imperial connections benefiting· 

only a few. Partly because of this, there is a tradition among some English 

economists of challenging the advantages of foreign investment (Keynes). 28 

In following that tradition rather than the more prevalent one,that assumes 

international movements of capital to be guided by an invisible hand to improve 

human welfare, we are in no way suggesting policies to stop multinationalization, 

since we believe it to be foregone conclusion. Our aim is to point out some 

likely conseGuences and contradictions of the laws of international industrial 

reorganization, aG we see them. The propensities of multinational corporations 

to settle everywhere and eatab!ish co4necticns everywhere is giving a new· 

cosmopolitan nature to the eccnomy,and policies to deal with it will have 

to begin from that base. 
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crass check with the s2les ~i U.S. ~anu~acturiug subsidiaries for lSGS 
suggasted that the orizi~al estimate .of 39,600 million dollars wa~ too 

' .. 

l~ig~;, by c~bout 3,000 to t},000 r.nill:Lo.i1.. The. cstii~1atc ~,1as t~::eyefo::-e: a.CjL!~t2c: 
to :t11·::: 36:;000 1:-1illio?. cl9llars given in. t11i:::; table. For tr,.e u .. I::., ~~c.tl-ierl<~i'.._ds 
2.r~d S~·1itzetlar.:.d net .s.ssE!to t1y induscry ~·1e~2 l1ot c~v·c-~iJ.aOle ·for 1966. IL 
\}D.S t~-:2r12f~or2 .:3.SSUI'J2.t1 t:;.a-:: sales g~e\l i1t tl1e SC!.!;12 d:1::u2l rat.e .2 .. S T:.C:t 2.S3C.ts 
b2t:~·1e2n 1959 and 196 7. ~1 o:r l?r21:.ce a:'.C ·.ccr11-ta·ay L""LO br0ak.do~m o:C assets \·:r2s 

~;~~;~~~=s:o:~ T~~~G p;~;2~~~ ~~~:-~:;t~~~~2:s~~:e~~:~~ht~~\1~!u~=~t~~~~~3 a;~ 
petrolc:i1:i SC!les ~ b~1t the error is not lik.ely to be ir11porta11t. 
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i. 
' \ 

l. U.K. ex,orts (f.d.b.) 

· 2 .- E:-:pvl ... ts of fo:Tns i11 
J:.2 d d ,:,.1;,: c~ y s tiit!p J. e 

3. Lccal proclucticrl. of firr:1g 
I~G:ddc.._1.7gy scr:i:ple 

4.- Total U.~. exports to 15 
countries less those of 

(f.o.b.) 

at f.o.b. 

1956 1963 
2.000.5 

106.2 ·--7% 

l ~ 321 .. L~ 2.137.3 

1~336.l 1.894.3 . -:-L;.2% 

O? LT.:<. JI~CT 
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1The Editor, 1!The Hultinational Corporation~ The Splendors and Hi series 

of Bigness, 11 Interplay (November, 1968), p. 15. This source provides 

as good a definition of the tiultinational Corporation as any - 12an or-

ganization which, while remaining in private hands, transcends national 

boundaries and national regulation.ir 

2Jean-Jacques Servan-Schreiber, Le Defi Americain (Paris: Editions 

de Noel, 1967). Servan-Schreiber is chosen because he is the most 

articulate propagator of a certain view. The literature on the subject 
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Footnote 2 continued: 

is too extensive to be quoted here but at the very least we must mention. 
' 

Christopher Layton, Trans-Atlantic Investments (Boulogne sur-Seine: The 

Atlantic Institute, 1966); 11.Bye (ed.), La Politique Industrielle de 

L'Europe Intergree et L'Apport des Capitaux Exterieurs (Faris~ Presses 

Universitaires de France, 1968); Charles Kindleberger, 1'European Integration 

and the International Corporation, 11 Columbia Journal of World Business, 

(Winter, 1966); Gilles Y. Bertin, L1 Investissement des Firmes Etrangeres 

en France,(Paris: Presses· Universitaires de France, 1963); Stefan H. Robock, 

"The American Challenge - An Inside Story, 11 The Hermes Exchange Nol. 1, 

No. 2, October, 1968; Bela Balassa, "American Direct Investments in the 

Common Harket," Banca Nazionale del Lavoro, No. 67 (June, 1966); Ernest 

Handel, "International Capi'talism and Supra- Nationality," in R. J:~illiband 

and J. Saville (eds.) The Socialist Register 1967, (London~ The Merlin Press, 

. 1967); Gyorgy Adam, ;iStanding up to the American Challenge, 11 The New 

Hungarian Quarterly, Vol. IX, No. 3 (Autumn, 1968). 

3John Kenneth Galbraith, The New Industrial State~ (Boston:Houghton 

I'afflin Company, 1967). 

4rhe data are taken from Fortune magazine's annual listing of the 500 

largest industrial corporations in the United States and the 200 largest 

industrial corporations outside the United States (100 in 1957). The data 

are subject to numerous deficiencies but are the only ones available,since 

government statistics typically use the industry rather than the corporation 

as the unit of analysis. Fortune ranks firms by sales rather than assets 
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Footnote 4 continued: 

assets or employees and we have accordingly used sales for most of the 

tests in this paper. To the extent that Fortune correctly reflects 

business thinking on the 11best 11 measure of size, sales may well be the 

appropriate index for analyzing oligopoly strategy. 

5 We have counted Unilever as a chemical firm rather than a food firm. 

If Unilever is excluded from chemicals the relative size ratio shifts in • 
favor of the U.S. firms in this industry. 

6see Alfred D. Chandler, Jr., Strategy and Structure (New York: 

Doubleday & Company, Inc., 1966) for an analysis of the development of the 

United States structure of business organization in response to the 

challenge of the continental market and the rapidly changing composition 

of output. 

7 Certain adjustments were made to deal with inaccuracies in the 

Fortune data and mergers. The adjusted data yielded better results than 

the crude data and only equations for adjusted data have been reported. 

The difference, however, were small. 

8 Suppose we had instead estimated: 
m n 

m 

g = constant + E aici + E bjij + es + fS2 + u 
i=l j=l 

(1) 

Since every firm belong to exactly one country, r Ci = 1. Similarly since 
n 1 

every firm belongs to exactly one country E I. = I. The set of variables 
1 :L 

(c1 ..••... c) and (I1 •.•.... I) are thus linearly dependent. m n · 
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Footnote 8 continued~ 

To get around this problem we chose an arbitrary country (country 1) 

and note: 

a.c. = (a. - a ) ci + alci 1 ]. ]. 1 (2) 

m m 
E aici = E (ai - al) Ci + al Ci 
i 2 

(3) 

m 
= E (ai - a) Ci + ai 

2 (4) 

Since I: Ci ""' I. Similarly, letting Industry 1 be an arbitrary industry: 

n 
E bi!. = 2 ]. 

(5) 

Substituting (4) and (5) into (1) gives us the equation in the text which 

can be estimated since the vectors (c2 ••••••• Cm) and (12 ••••••• In) will 

normally be linearly independent. 

9 See,for example, H.A. Simon and C.P. Bonini, 11The Size Distribution 

of Business Firms, 11 American Economic Review, Vol. XLIII, (Sept., 1958); 

P.E. Hart and S.J. Prais, '1The Analysis of Business Concentration, 11 

Journal of the Royal Statistical Society, Part 2 (1956); S. Hymer and 

P. Pashigian, fiFirm Size and Rate of Growth," The Journal of Political 

Economy, Vol. LXX (December, 1962); E. Hansfield, "Entry, Gibrat's Law, 

Innovation, and the Growth of Firms," American Economic Review, Vol. LII, 

No. 5 (December, 1962); A. Singh and G. Whittington, in collaboration 

with H.T. Burley, Growth, Profitability and Valuation. (Cambridge: Cambridge 

University Press, 1968). These studies, as well as a number of others, 

have for the most part found that above a certain minimum size, large 
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Footnote 9 continued: 

firms do not perform better (or worse) than small firms when judged by 

costs, profits or propensity to grow. This evidence on the existence or 

non-existence of economies of scale is,however,far from conclusive for 

an important theoretical reason. Small firms are often complementary to 

large firms,acting as suppliers to the large firms or filling the gaps 

left by large firms. The two sets are in ecological equilibrium,as bees 

are to apple orchards or as any parasite is to its host. International 

size comparisons, though subject to their own special difficulties, get 

around this problem, in part, since the smaller firms outside the United 

States are not in ecological equilibrium with the larger firms but in 

competition. 

101t is well known that U.S. subsidiaries in Europe have, on average, 

been growing faster than their European rivals. Between 1950 and 1965, 

for example, the value of U.S. direct investment in Western Europe rose 

from 1,720 million dollars to 13,894 million dollars. Few European firms, 

even the heavy overseas investors, could have matched this growth rate 

of 14.9% a year sustained for fifteen years. Assuming that these figures 

are a reasonable guide to the relative sales performance we can conclude 

that G > G is a fair stylization of the facts. s e 

Our regressions and tables show that, on average, Ge?. Gp. Indeed for 

the period 57-67, as a whole,the inequality is strict. 

11(More evidence will be provided when) G. Bertin (Universite de Rennes) 

completes his econometric investigation of the relationship between size and 

foreign investment. 



12u. S. Business Investments in Foreign Countries, \fashington, 1960. 

Reddaway, Effects of U.K. Direct Investment Overseas,Cambridge,1967. 

14 At present there is a great asymmetry between commodity flows and 

capital flows. Europe's exports of manufactures to the U.S. are about 

equal to its imports from the U.S., but direct investment by European 

corporations in the U.S. is much smaller than U.S. direct investment in 

Europe. The theory of the product cycle from innovation to exports to loss 

of market, as the European firm~s advantage is eroded by competition. 

15u.s. Business Investments in Foreign Countries, Hashington, 1960. 
i: 

16 Cross investment is a long standing feature of direct foreign 
I 

investment. In many industries where U.S. Corporations have substantial 

direct investment in foreign countries.one of the leading firms in the 

United States is a foreign firm)- e.g., oil, soft drinks, paper, soaps, 

and detergents, farm machinery, business machinery, tires and tubes, sewing 

machines, concentrated milk, biscuits.chemicals. 

17Note that local production abroad by U.S. corporations is growing 

much faster than exports. See,also,Van der Beld and Van der Herf, "A note 

on International Competitiveness,li Berlin, 1965. Table 6, p. 14 shows 

that Germany has done far better than either the U.K. or the U.S. even when 

price has been allowed for. S.imilarly, Junz and Rhomberg (IHF Staff Papers, 

1965) show that Germany and Japan did better relative to the U.K. and the 

U.S. than prices would explain. 
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Footnote 17 continued: 

In each of the above two studies the bad performance of the U.K. and 

the U.S. could be explained by the fact that their firms have tended 

to expand by investing rather than exporting. 

18carl Kaysen and Donald F. Turner, Antitrust Policy (Cambridge, Harvard 

University Press, 1959). The quotations are from page lg and 9>respectively. 

19E. S. :·1ason, preface to Kays en and Truner, op. cit. , p. xi. 

20 1· I George W. Bell, 'The Promise of the Hultinational Corporation, ' 

Fortune (June, 1967), p. 80. 

21sidnay Rolfe, "Up-dating Adam Smith, 11 Interplay, (November, 1968). 

22For an important discussion of technology and nationalism in the 

tradition of Harald Innis, Karl Polyani, and r1arshall Mcluhan, see Abraham 

Rotstein, .:The 20th Century in prospect: fiationalism in a technological 

society," and Helville Hatkins, ;;Technology and Nationalism," in Peter 

Russell (ed.) Nationalism in Canada. 

23For a discussion of the limitations on a nation-state brought about 

by 11ultinational Corporations. See, Foreign Ownership and the Structure 

of Canadian Industry, (Ottawa, the Queens Printer, 1968). See,also, Kari 

Levitt, °Canada: Economic Dependence and Political Disintegration," New t~orld, 

Volume IV, no. 2. 

An incisive treatment designed for underdeveloped countries but perhaps 

soon to be some relevance for developed countties is found in F. Perroux, and 

R.Demonts, "Large Firms Small Nations, 11 Presence Africaine, Vol. 10, ~'10. 38. 
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24some interesting aspects of the problem are explored in Leo Model, 

"The Politics of Private Foreign Investment," Foreign Affairs, June, 1967, 

pp. 648. 

25 The arguments put forward by Ball and the large corporations for 

an international system of incorporation are1 of course, as much an attempt 

by firms to escape from U.S. regulation as anything else. 

26c.F. C.P. randleberger, International Economics (New York, Richard 

D. Irwin Co., 1966). 

27Ernest Handel, ""International Capitalism and Supra-Nationality," 

op.cit., and 11Hhere is America Going?i; New Left Review, IIarch/April 1969, 

p. 14,15. 

28J.H. Keynes, "Foreign Investment and National Advantage," The Nation 

and the Athenaem (August, 1924). 




