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IULTINATIONAL CORPORATIONC AND DZFENDENT UNDERDEVE LOPIENT
IN MINGRAL-ZAPORT ECONOMILS @ L

2
Norman Girvan

The purposc of this paper is to cstablish a frameworl for the analysis Of
the anatomy of depcndent underdevelopment for cconomices which érc structured
around mineral-cxport industries operated by large multinational firms, 1In
Hinterland3 Amcrica, the cconomics of Venezucla, Chile, Surinam, Guyana, Jamaica,
Trinidad-Tobago and the Dutch Antilles all fall into this category to a greater
or lesser dcgrecb. The mincral-cizport industry in these countrics provides the
bulk, or a large part, of foreign cichange receipts and Government revenuc;
the imports and Govcrnmént cxpenditure thus financed are critical to tbe main-
tenancc and growth of cconomic activity. The persisﬁent structural dependence
of these countricc rcmains a problem for policy-makers and analysts alike,s
The hidden ahd open conflicts between their Governments and the producing
companics give risc to a state of virtually chronic crisis in this areca of
international cconomic.relations, \

My bacic proposition is that the functioning of these industrics.in the
naﬁional cconomics in Vhich they are nhysically located can be better. understood
by an analysis of their functioning in the corporate economies of which they are
an organic part. OCuch problems ac their dependence on foreign demand, prices
and decision-maling; the large amounts of profit repatriation and its reflection,

the low share of the industry'

. , 6
s valuc which is 'Returned'” to the national economy;
and the laclk of integration of the industyy with the national cconomy; are the
surface manifestations of the institutionalized rclationships between . -

Subsidiaries and their parent firms.: Analysis of the traditional national indexes



of economic dependence, though uscful, has been limited in its value by a neglect

of the doing part of these industrics. Where the effects of company policics

are treated, Ehcy are introduced in an ad hoc, unsystematic manncr, almost as if

they are accidcntai and random intrusions into the cconomic picturc. In what

follows f.try to develop the idea that any analysis of the cxternal r6lationships of
these industrics should be based on an analysis of the organic rclationship between the
subsidiary and the parent company in contemporary vertically-integrated multinational
firms, ' ,

The pursuit of this ideca led to the nced for the development of the notion

of a corporatc cconomic System as a system conceptually quite distinct from a

national cconomic svstem; although obviously the two do overlap in the real

world, Tor xaﬁplc, a propcr understanding of the bechaviour of Chile Copper
Company has to bc bascd on an analysis of the global corporate ccdnomy of Anaconda,
the parent company. This 1cads in turn to subject matter which has traditionally
been the exclusive preservé of Business Tconomics, it becane ﬁlcar, to thts
writer at any ratc, that the traditionally strict divorce between “true”

- >

Economics and Dusiness Iconomics is obsolete, if cvef there was a justification
for it, To recotnizc this, one neced only consider that the 'national’ cconomies
of many Hinterland countrics are the resulis mcrély of the activitices of the
susbidiarics of two or three multinational firms within their national Bordcrs.
The idcaQ vhich followbarc bascd on continuing cmpirical rescarch on the
corporate cconomics of the aluminiun, petrolcum and copper firms which extract
thcif raw naterials from llinterland Amcrica;'and on thie national cconomics of
thosc countrics in Illinterland America which arc structurally dependent on the

export of these raw or scmi-processced mineral products by thesc companies,

Specifically, most of the ideas arc bascd on the following companics and countries:



_3-

The Alumipum Company of America, Alcan Aluminjua Ltd,,Standard Oil of New Jersey,
Royal Dutch-Chell, Anacondallining Company, and Kennccot Jopper Corporation;
Jamaica, Trinidad-Tobago, Venczucla and Chilc.7 The methodology of the research
is historical analysis. he =aw material is the natural conscquence of this:
Annual Depoxrts of the companics, corporate histories and articles on the companies;
economic historice and contcnporary cconomic analysic of the countries. It
shouid be stressed that the intention lLicre is to give only some basic principles
which seenm to be applicable to the general case of multinational corpqrations
and mincral-ciport cconomiés.

The main questions for vhich we cceli an answer ave (1) llow did these
firms come to dominate the mineral-export industries of Ilinterland America?
(2) llow docs this pattern of ecconomic organization affect thc deternination of
the level of output in the mincral-c;portingncoUntry? ©)) Hoﬁ does the pattern
of cconomic orgéni:ation atffcct the level of national incone, the rate of economic
development and the degree of external dependence of the mineral-ciport ccohomy?
and (&) Why is it that Government strategies of taxing the mineral-cxport industry
heavily and using the revenuc to pronote cconomic develbpmcnt neet with limited
success?

The analysical framework within which thcsq questions can be profitably
discussed unfolds itsclf in stageg which.axe paftly chronclogical
and partly cohceptual. They are (i) Changes in metropolitan technology and demand
which crecated ncw industries in the iktropoles; (ii) Changes in metropolitan

economic organization which gave risc to the emergence of vertically-integrated,
oligopolistic firms in thesc industrics; (iii) The nmultinationalization of the
typical firn; ‘=7 (iv) The process of growth and development of the typical firm

over time and (v) The role of the subsidiary in the vertically intecrated firm,



‘This paper is thercfore divided into two parts. Part 1 discusses the
multinational corporation and the mineral-cxport industry, and Part 2 discusses
the Hinterland cconbmy and the ﬁincral-cxport indﬁstry_

I

o

The Multinational Corporation”

(i) Changes In Iletropolitan Technology and Demand

The emergence of pctroieum, coﬁpcr and aluminiim as large-scale, basic
industricﬁ was maried by a number of characteristics common to all thfcc
industries, Tirst, they all emerged in the latfcr part of the nincﬁccnth
century in the letropoles, particularly in the United States, Before this
time oil and copper industries did cxist in a number of countrics. Dut the
level of production was relatively low, prices were relatively high, the individual
proddcing unit was rclatively small andrbascd on casily-worlied deposits: surface
secpages of oil and high-grade copper ozes,

Waat tool: place in the lletropoles between 1850 and 1900 was a technological
revolution in production which crcated supplics which were not only quantitatively
greater but qualitatively different. Subtcfrancan oil was brought to the surface,

‘refined and transported long distances by the discovery of oil well drilling
and the induced changec in the technology of refining and transport Ores which
contained so little copper that they were once considercd worthless were brought
into production by changcs in the technology of mining and refining; Aluminium
metal began to be produced in commercial quantities for the first time,

The changes bn the supply si&c were in part the cause and in part the
effect of changes on the demand side, in which technology also played an

important part. In oil and aluminium,it was the brealithroughs in the technology
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of production in the 1350's and 133C's repectively which stinulated new uses and
the secarch for ncw markets; in copper, the rapid growth of demand for wirce
resulting from thc cmergence of the clectricity industry in the 1330's induced
the drive to minc and treat low-grade ores on a large scale, Subscquently, |
technical change on both the demand and the supply side interacted upon onc another
ﬁith cumulative cffects., Thus, the automobile revolution in the carly 1900s
created cizplosive growth demands for the products of all three industries, and
this inducced further technical chéngcs on the supply ﬁidc,

(ii) The Emerrence of The Vertically-Integrated, Oligopolistic Fimm

Ll

Accompanying thesc changes was a wvevolution in cconomic organization
which was no less significant. By the carly 19305 the large number of small,
single-stage, local f£irmc in the petroleum and copper industries had been displaced
by a small number of large, vertically-integrated firms national ‘in scope and
with oljgopolistic mariiet control, In aluminium,monopoly of hctal production was
a fcaturc of the industry from the outsect because of the Pittsburgh Teduction.

09 e e . ’
Company 's acquiscition of the patent rights, and the company soon set about
integrating itsclf backwards into raw material cxtraction and forwards into
fabrication,

It appears that the cmergence of the integrated olicopolistic firﬁhwas an
inherent and possibly»indispcnsablc part of the revolutiod which tool: place in
the scale of production and demand, in the level of technology, and in the
quantity of capital utilized in production. With much more capital committed
to production on a much larger scale, firms had to minimize the rislis of investment

and assurc their facilitics of full-capacity operation by acquiring their

own ray matcrial supplics and market outlets. All stégcs of production and
mari:eting had to.be brought as far as possible within the fronticrs of corporate

control, Those firms which ot a hcadstart, because of stratecic control of onc
w H o
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stage of the industry or thc technology of production, or because of entreprencurial
foresight and initiative, or becausc of a combination of all threce, were able to
absorb in one way or another the weal:er and more vulnerable firms. This process
continucd unﬁil'a small number of large firms faced cach other, cach with its
own supplies of raw materials and its own market outlets, AE that point in
some cases notably copper-they discovered that their competitive struggles
could be profitably diluted with collusive marliet control, i,c. ca;tcl arraﬁgc-
ments to malntaln pirices ‘and profits by re txa:.nlnfT output., What usually set the
limit on tAc centry of new firms or provided the opportunities for ncw entrants
was the scarcity or availability of the ﬁatural resources indispensable for
.profitablc production, Thus, the discovery of new copper dcpositsrin llontana
- in the 1332s providéd the basis for thc‘ncw Anaconda company to breal: the control
qf the Lalic lichigan produ;ing pool; the discovery of the Texas o0ilficlds at the
turn of thc century made it possible for the Te:as Co, andVGulf Cil to challenge
the hegemony of Ctandard O0il, 1In contrast, Alcoa's control of bau: 1tclo deposits
and hydroclectric resourccsll helped to eifectively prevent the entry of new
companies to the United Ctates industry until after World War II, when Jamaican
deposits began to be used by Reynolds and Kaiscr.

Another important factor underlying the change in the naturc and scope of
‘economic organizétion was hc emergence of national marlkets in the Hetropoles
to displacc the sméll, unintegrated local mariiets which had previously existed.
In large par t this was duc to the revolution in transport -~ copecially the
emecrgence of the railwvay - in the context of rapidly grouing urban incomes. These
changes nmeant that the typical firm had to attain national size - in the casc of

the United Ctates, continental size - in ovrder to compete. Its marlheting outlets
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'had to be cstablished accordingly. Tor a similar recason, it had to scek out
and acquirec within the lletropole as nuch of tic rescrves of the raw material
and ancillary resources nceded to produce it, as possiblc. This was and is
necessary not only to cnsure long-{ern cupplics for its refincries
and fabricators, but also and no less important, to reduce tae actual and
potential availability of thesc supplies to its competitors.This cives rise to
the frequently observed phenomenon of £irms which acquire and hold raw material
‘reserves far in cicess of their p:rspcctive nceds for decades to come,

(iii) The ilultinationalization of Thc Tynical Firm

The procéss by'which the typical firm established marlketing outlets and
rawv material faciltics in foreign countrics was a logical citension of the
process by which it became vcrtically integrated in structurc and national in
scope. As the marlict became international, the firms came into competition
with firms from other letropoles which had also undergone the process of
national vertical integration. lletropolitan firms therefore began to compete
with cach other on cach other's own home groupd, as well as for the markets
and the raw matecrials of the Ilinterland countries.
Henéc nariieting subsidiarics and then refineries were set up by the Amcrican
0il companics in Zurope, and vice versa, after the First World War., A French
firm tried (and failed) to penctrate Alcoa's preserve - the U.G. marﬁct - in the
sccond decade of the century; subscquently the American firm in turn reached
out to acquifc hdyro-power sites and aluminit smelting faciltics in France and
Norway: it had alrcady secured a large slice of Canada's hydro-power potential,
On the raw material side, the Amecrican copper companies had by 1920 sccured
control of all the important copper reserves of Chile and ileuico, Congolese
and Zambian coppcf iad - naturally - Dbecn incorporated into tihe productive apparatus

of English and Zuropcan companics, Alcoa'’s control of the important bauzite deposits



1
cay
1

of Surinam and Guyana was also complete by 1920. American and Anglo-Dutch

firms fought spiritedly for Mexican oil at the turn of the ninecteenth century;

in the 1920s the battleground shifted to Venczuela and the Middle Zast, .-

By the 1920s at the laﬁcst, the present-day pattern of multinational“cof;orate
.owncrship of these three mine:al-;csou:cc industrics in the Amecrican Hintcrland

had been sct, Chile's copper was vertically integrated with the facilities of

Anaconda and Kennccot, Surinam's and Guyana's bauxite with the facilities of
- the Alcoa-Aluniniun Ltd. eomplex most of Venczucla's oil formed part of the
multinational organizations of Jersey Otondard, Shell, Guli and Temaco,

Subsequently, Jamaica's bauxite wac sccured to the nceds of Alcan Aluminiun Ltd,,

Reynolds Metals and Kaiscr Aluminaunm,

(iv) The Processces of Growth, Development and Nesource Allocation For the Firm.
It gocs vithout saying that the comple: and fascinating process of the
firm's continued growth and development involves all the dimensions of activity

alrcady outlined; i.c. the continued drive for new mariicts and new raw material:

B

e

reserves, the continued rounding out, and extension, o ts integrated structure,
The institutionalization of Lescarch and Development for thereduction of costs
and for product‘innovation is of coursc an important part of this process.

What is of particular importance to thc present analysis are two aspects of

the firm's growth process: (a) how it allocates its nceded raw naterial
production betwcen different raw material-producing subsidiaviec; (b) how it
allocates its production, financial and rcsearch resources between different
‘end-products, DBoth processes, ac I shall subsequently claborate, have an

important cffect on the determination of the level of output in the mineral-

h)

xport inductry of the linterland countries in the short, medium and long run,



(i) Raw laterials

Intuitively, it can be assumed that the first factor talien into account
in determining the distribution of production betwcen raw material subsidiaries
is the structure of relative costs (including taxes) in the diffcrent‘subsidiaries.
Other things being equal, we would imagine that the company would allocate its
raw material production so that the sum total of 'tax-paid’ costs of all
subsidiaries represents the least costly way of obtaining the sum total of the
raw.materiais it nceds to support its end-product output, Other things, of
course, arc usually uncqual, so much sSo that one has to take cxplicit account of
other factors in an abstract analygis‘if we are to hope to understand the
actual raw material policics of the firms.

The most inportant cualification to the ''lecast-cost’  rule arises out of
certain factors which place a positive valuc on the firm's maintaining a fairly
wide geo-political sprecad of raw material supplies, Usually thescfactofs
arisg out of the actions of national Governments, Some supply sources are
given preferential access to some markets because of‘nco-mcrcgntilist policies
(c.g. Amecrican oil on the American ﬁarkct). In most countrics the firms must
develop and maintain some acceptable level of production of the resource as
a condition of sccuring and Eeeping resource concessions. And there are differences,
frequently wide diffcrences, between the dcgrcc of political risks in diffcrent coun-
tries, )

Such factors limit, but do not d...roy, the operation of the least
cost principle. A ctandard pattern appecars to be for the firms to maintain a
certain geo-political spread of raw matcrial production, and to allocate over

r

time the bull: of incremental production in onc or a small numbe:r of particula:

low-cost sources as its raw material nceds grow., At the sane time, the firms
are constantly sceliing ncw sources of raw materials in order to widen theix

options, reducc their competitors' options, and displace depleted sources,
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The logic of this is that the firm's planning must include the planned displacement

of any existins souzcec of supply, in;luding (and for some rcacons cspecially)
each onc located in ecach Ilinterland country."

The planncd displaccment of cach so fce operates both on the level of
the firm's actual intentions and on the level of its contingency planning. Any
given source may be abrﬁptiy iost to tihe firm because of a change in Government
policy, cupropriation, war or such other acts of men which the firm might well
put in thc samc category és Acts of God. Thus, thgrc must be a contingcﬁcy plan
for such unforescen developments., But, for those particular sources where the
rate of extraction is relatively high because incremental production is being
located there, the firm nust actively plaﬁvfor that more or less foresceable
point in the future when it will locate incremcﬁtal production at some other
source or sct of sources, The ﬁost important pressures giving risce to this
arc the depletion of high-grade or cacily-ec:xtracted reserves of the natural
resource and the associated growth in cxtraction costs; and the growth of the
taxn rate and perhaps of state intervention as the Hintcriand Government struggles
for a growing chare of the large surpluses recalized by the industry,

The history of the oil ccmpinias provides the most sharply dcfihed cases
of planncd displacement éf supply cources, American oil companics shifted
incremental production from the United States to Mexico in the carly twentieth
century, from lleiico to Venczucla between the 19295 and 1940s, f£rom Venczucla
to the HMiddle Zast in the 1950 and 19635, and will shift progressively to Africa
and Alaska in the 1970s. sus the coprer 2nd alumin’m firms also behaved in
analogous ways. Anacondz and Kernzcot loc.ted incremental output in Chile from
the 1920s to the 1940s, and thon giii=2d bezck to United States sources when

they got into trouble with the Chilean Gcvernment,
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Alcoa and Alcan shifted from the U.S. to Guyana and Surinam for their bauxite
supplies from the 1920s to the 19405, to Jamaica and the Dominican Republic
after the Sccond World War, and will shift increasingiy to Australia and Africé
in the 1970s.

There is a striking historical analogy here between the behaviour of the
corporations and the behaviour of‘thc plantation cconomies of the New World over
time, Best has noted that plantation capitalism tended to "shift terrain' ™~ i.e,
incremental productién - from one Hinterland country to another.12 The pressures
for such shifts were (i) the exhaustion of the soil and the éttraction of virgin
lands in other Hinterlands, (ii) the rcstleSSneSs of the slave or low-wage labour
force, and (iii) changing patterns of iletropolitan prefercntial trade policy. The
first two afe clearly analogous to the depletion of high-grade rescrves and the
growing interventionism of the Hinterland Government in multinational mineral
economy, |
(b) End-Products. Insofar as any given commodity tends to experience a low-high-
low growth cycle over.thc long-run, this has certain important impliéations for
the relative specialization and diversification of the firm's product mix. It is
widely accepted that the goals éf the corporations are long-ternm profitability
and growth, The pursuit of thesc objectives, it appeafs, has led to the interesting
péttern for the firms investigated to specialize in a particular commodity when
its growth rate is high, and then to shift incremental resources out of that
commodity as its growth rate levels off or falls, into another commodity which is
then expcricﬁcing its period of rapid growth. By such means the firms have
benefitted from the rapid-growth phasc of a particular commodity, but their
growth has transcended the fate of any onc commodity and embraces those of

others in their hich growth phase,
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In the oil industry, the shifts have been to jointly-producced commodities,
First, the companies shifted incrementally frbm keroécnc to gasoline in the early
part of the century as eclectric lighting displaced the keroscne lamp and as the
automobile revolution created an cuplosively growing gas market; then since 1950
they have shifted incremcntally into petrochemicals as the rate of growth of
demand for gasolcne levelled off in the Unitcd States and the demand for
peérochemicals has grown rapidly. In the copper industry, the shift has been
to a competing commedity: Anaconda, Revere Copper and Kennecot all acquired
stakes in the aluminium industry in thg post-Sccond World Vaxr period, as this
commodity ate hunarily into the incremental market for metals, It is not difficult”
to recognize the reasons for thesc incremental choices: shifting into jointly-
produced - commoditices malies use of the firms cxisting production facilities,
shifting into competing commoditics makés use of their existing marketing facilities,
There is more to it however. DBasic to the process of growth and displace-
ment of commodities are the twin cngihéﬁ of changing technology and changing
demand. The firﬁs arc themselves deeply involved in influencing these changes:
their large lesecarch and Development cstablishments are constantly developing»
new products based on their resources and new ways in which customers can use \“-\
their producté; their large propaganda>activities arc gearcd to cipanding
demand for thecir cuisting and new produét lines. 1In other words their tech-
nological and propaganda cfforts nccescarily include activities designed to
promote products which are jointly produced, or competitive, to their main
product lincs, By such means they help insure themsclves against the losses,
and help assure themsclvés of the benefits, from long-term shifts in technology

and/or demand which affect the entire industry.
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The logic of all this is that part of the firms' plamning must include

the planped incremental displacemert of its maip; sreduct line with another one,

and that therz have been, in the past, periods when the firms have both planned
and carried out such displacements. On the basis of this, it is not surprising

to learn that the oil companies have begun to display interest in the nuclear
power industry, which has begun to compete with diesel and natural gas-generated
‘electricity, One wuld also expect - although I have not so far secen any evidence
of this - that scme part of the planning of the aluminiiafirms should include a
strategy for that time when the demand for plastics reaches the point where it
becomes a recal threat to the rapid grovwth of the firms specializing in the

white metal,

' All these factors = the process cof allocating output betwecn Aifferent
raw material subsidiaries, the phcnomcna of planned displeocement cf supply
source ard of produced commedity ~ cre impsrtant in the analysis of long-run
output-determination of the mincral-cuport in the Hinterland country, as ﬁe

shall subsequently sce., Also, they throw interesting light oa changing »e~lerns

in the usc made by Metropolitan capital cof tire resources of the Hintcrland worild

through time, TFinally, t.-v point to the reed to recasi the mold cof theorics

[

of interrational trade and intce. ~ational ixvestment into institutional categories

vhich sre more relevant, at least so,. 1w thesc theories relate to trade and
investment in raw materials and rescure: products

(z)_The Roic of The Subsidinry

— p P

-

Implicit in what has been said so far is the idea that the typir-> snheidias,

of these firms is an organic part of a mulii-stage, multinstional and perhaps

agency at the head, On the basis cf en cuzmipation of nearly ome hundred of

the larreact dindustrial antevnrisen in the Tmited Stoatns, Chardlor gives the
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following picturc of the typical administwative structive of ‘the modern, large,
vertically-integrated multiproduct firm:

At the top is a general office. There, gencral cexeccutives and staff
specialists coordinate, appraisc and plan goals and policies and allocate
resources to a number of quasi-autonomous, fairly sclf-contained divisions,
Tach division handles a major product linec or carrics on the firm's activitics
in onc large geographic arca, Each division's central officc, in turn, adminis-
ters a number of departments, Tach of thesc departments is responsible for
the administration of a major function - manufacturing, sclling, purchasing or
producing of raw matcerials, cngincering, rescarch, finance and the like. The
departmental hcadquarters in its turn coordinates, appraiscs and plans for a
numbcer of ficld units., At the lowest level, each field unit runs a plant or
works, a branch or district sales office, a purchasing office, an engincering
rescarch laboratory, an accounting or other financial office, and the like,

" The four types of administrative positions in a large rultidivisional enter-
prisc arc thus: the ficld unit, the departmental headquarters, the division's
central office, and the general office,'13

Chandler noticed that the copper companics and Alcoa werc amongst the important
exceptions to those combanies which cvolved a highly formalized structurc with
operations and admiﬁistration so clearly differcntiated from long-term planning. Thus
“Since World War I, thc oﬁcr-all policy-maliing at Anaconda was carried out in weckly
mectings of the heads of the funct10pa1 subsidiaries",14 and '"The Kennecot story ﬁas
been one of increasing centralized administrative control",15 finally, at Alcoa "At
the central office, cach of the threc Exccutive Vice-Presidents has charge of a group

16

of scveral functional Departments,'” ™ and "Overall appraisal and planning are carried

on at Alcoa by the thrce ExccutivcvVice-Prcsidcqts, the President, the Chairman of the
Board, and the Chairmen of the Exccutive and FinancéCommittces.“17 In other words,

in these firms the function of long-term planning did not become sharply diffcrentiated
from the function of overall administration of the firm, but thec centralization of
control over Departments and ficld units was no less cvidcnt.18 The model structure
outlined by Chandler can, therefore, be used to illﬁstratc the rclationships of the

raw material subsidiaries which comprisc the mineral-export industrics of the

Hinterland countries, with the firms of which they are



constituent parts, In terms of thc'four-tier system noted in the long quotation
above, the raw material subsidiary exists at the lowest tier: the level éf

the field unit, 1In this category would fal1 the copper-producing subsidiaries in
Chile, the crudec oil and bauxitc-mining subsidiaries in the countries in and-
around the Caribbean. DRaw matcrial production as a whole for cach firm falls

into the category of the department, wﬁilc all the diffecrent stages of vertically-

integrated production - say, for copper and aluminium - fall into the éatcgory of

the division which in some actual cases also corresponds to the cnterprise as a
whole, 1In the light of this>Chandlcr's description of the tasks and responsibilities
of cach tier in the structure in instructive,.

"Only in the first, the field unit, are the managers primarily
involved in carrying on or personally supervising day-to-day activities,
Even here, if the volume of activity is large, they spend mwch of their
time on administrative duties., DBut such duties arc largely operational,
carried out within the framecwork of policies and procedures sect by depart-
mental headquarters and the hicher offices, The departmental and
divisional offices may make some long-term decisions, but because their
executives work within a comparable frameworl: determined by the general
office, their primary administrative activities also tend to be tactical
or operational., The general office malkes the broad stratepic or T
entrepreneurial decisions as to policy and procedures and can do so
larpely because it has the final say in the allocation of the firm's
resources - men, money and matcrials - necessary to carry out these
adninistrative decisions and actions and others made with its approval
at any level, "19 (My emphasis)

A sharper definition of the structurc of administration, commodity f£lows

and cash floys within the firm can be given by diagrammatic representation,

~

. . 20 , .
In Figures 1 and 2 I have adapted Chandler's Chart™” showing the administrative
structure of the nultidivisional firm,fo: the present purpose. A uni-divisional

firm is shown (oil, copper, aluminiun)in which the Central Office carries out

)

both the function of long~term planning and that of central coordination of the

functional Departments., 1In Figure I, Instructions are scen to flow downwards



from the Central Office to the Dcpa:tmental Headquarters and finally to the
Fiecld Units, while information flows upwards from the Field Units to the Departs.
mental Headquarters acd finally to the Central Office, The Central Office's
instructions to the Departments concern such ratters as the coordination of
mining, refining, fabricating and sclling, which cach Departmental lleadquarters
: thcn translates into operational output and shipment decisions for its Field
Units to carry out, The Field Units supply of information to the Departmental
Headquarters concern such matters as iccal.cost, labour, tax and/or marketing
conditions, This information is'ccﬁcplidated into Dcpaitmcntal conditions for.
each Department, which can then be supplied to the Central Office to enable it
to talke rational deccisions,

Also reprcscntcd in Figure 1 arc the directions of the main commodity
- movements within the fifm. The firm's main product nmoves from mines to refineries
to factories and finally to sales units, from which it goes to the firm's customers,
Centralized purchases of supplies are affected by thc Purchasing Department's
units which thendirect them to field units of all Departments., The volume,
_Jmix'ahc priccsvof these intra-firm commodity flows are determined by the Central
Office in accordance with the firm's objectivec of maximizing its long-term
‘profitability and growth, and minimizing its labour, materials and tax disburse-
ments, |

To round out the picture, Figurc 2 represents the main cash-flow movements
within the firm on current account. (Capital account movements would complicate
the Diagram and in any case present fcw problems of exposition)., Cash is shown
to be generated by the Sale§Department and placed at the disposal of the
Finance Department. Finance in turn allocates cash to all the Departments

(including itsclf) in accordance with the operational implications of the



Figure 1: Administrative
and Commodity Flows for ‘
the vertically-integrated, ’
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Central Office's decisions, Cash is sent to the Furchasing Department to cover
the costs of centrally purchased supplics, as well as the oporational costs
of that Department, Cash is sent to the other Departments to cover locally
purchased supplies and other liocal costs, i.e. wages, saliries and local taxes,

The cash surplus of the firm consists of the excess of the receipts of Finance

[¢]

from Sales over its cash outlays to &ll the Departmcnté. For all Departments
other than Finance and Sales, the "surplus" con;ists of the excess of the
imputed valuce of the‘goods and scrvices supplied to other Depariments over
the sum of the imputed valuc of the goods and services talien from other
Departments plus the caéh outlays rececived from Finance. Ilence these surpluses
| 21 —

at the Departmental and Ficld Unit lcvels have neither a cash nor an operational
significance, they are accounting items determired ceatrally in accordance with
the needs of coét_-wagc—and tan~nminimization,

Thé relationship of each raw materinl presducing subsidiary with its
parent firm can noy be ecasily identificd by looking at the position of the
’miﬁing‘field unit in the diagran, ‘Tach such unit receives from its rarent
(i) instructions about the level, nature and dectination of its output; (ii)
goods and/or secrvices either preduced within the firm or purchased centrally;
and (iii) cash to meet local purchascs, labour aﬁd tax paymcnts. Tn turn it
provides the parent with (i) the raw materials as instructed, and (ii) information
about production conditions to assist futurc dncision~malking,

This means that for many, if not all, raw matcrial subsidiaries many of
the decisions which the traditional theory of the firm assumes to be internal
decisions are taken externally, The level, price and destination of output;

the sources, prices and possibly specifiications ol inputs; and the techniques
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of production utilized, are all contained in instructions or decisions previously
talien by the higher offices, The objective of the manager of Chile Copper Co,
or Reynolds Jamaica lMines is not ''profit-maximization' per se at all; it is to
produce the quantum of material ordecred by the higher offices with the least
possible delay and at the least possible local costs, and place it at the
disposal of the parent company, TFor thosc of us who are accustomed to thinl: of

' as somecone with independent initiative, it would be more appropriate

a "Manager'
to think of the manager of the raw material subsidiary asrbcinz in much the same
position as a plant supervisor,

v A sccond level of structural dcpcn&cnce for the raw materialsubsidiary
relateé to the ratc and dircction of change of its activities, That is, the
rate 9L new investment and of cxpansion of capacity, the techniques of production
uscd, and thc'adqﬁisitiOn of,ndw.ﬂma:kcﬁs” aré all decisions which arc derived from
the long-tern planning decisions talzen by the Central Office. To give only one
illustration: it makes véry little scnSc to analyse the degree to which the

raw material subsidiary '

'reinvests" its profits. Reinvestment policies are
determined centrally, 'reinvestment®” in the raw material subsidiary is derived
from the deﬁcrmined xpansion of end-product capacity and decisions about the
locus of new raw material capacity. It is quite possible for the firm's

global reinvestment fatio to be high but its reinvestment in any civen subsidiary
low; the opposite is also quitc poseible; and in the real world both phenomena
have been observed,

II

Hinterland Tconomy And The ilineral-Liiport Industry22

Against this baclhiground of the cmergence, structure and behaviour through

time of the vertically-integrated multinational firm, it is possible to arrive at
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certain insights about the mineral-cuport industries of the Hinterland, Such
insights are yieclded by an understanding of the subsidiary-parent company
relationship. In this part of the paper I wish to discuss in brcad outline the
quesfion of foreign ownership, the question of output-determination, the effects
of the industries on the 'national' economies in which they are located, and the
attempts of the Government to transmit cconomic development from the industry to

the national economy by its taxation and expenditurc policies,

r(i) Forcign Ownership., Seen in its historical perspective,the vauisition>9f
the natural resource industries of Hinterland countries by Metropolitan firms
was merely the result of the extcnsion of a process which had alrcady taken place
in the Metropole, This was the proccsﬁ by which small-scale, singlc-stage,
competitive producers oriented to local markets were swallowed up by large,
vertically-integrated, oligopolistic producers oriented to the national and
ultimately‘to the international market. In Vcﬁezucla and in Chile, as in the
United States, copper mining and oil extraction were in the hands of small
producers in the middle of the ninctecnth century. Uhat then took place was

a revolution in cconomic organization which cut virtually unresisted across
national boundarics, extending itsclf into the American Hinterland. Independent
miners in the lletropole and Hinterlands alike were transformed into wage-
labourers, and small capitalists into minority stockholdefs, of the large
corporations., Tor the miners of lontana the eﬁcmy became the ‘''capitalists

from New Yorl', for the Venezueclans and Chileans it was to become the "foreign

capitalists"

or the '"Yankee Imperialists'; both perhaps, unconsciously, were
attacking the samc historical development, The concern about the denationalization

of Chilean copper which aroused a lively debate in thet country from the
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second decade of the éentury, was clearly historically analogous to the
complaints about ‘'big business" which began to be heard in the United States
a generation before,

It is intercsfing here to consider briefly two of the reasons most
frequently advanced for the past and continuing prevalénce of foreign capital
investment in these industries in the Hinterland countries. These are fhc alleged
shortagq of capital, and the allcged: techuological backwardness of these countries.,

In at least one historical instance ~ that of Chile - itvwas strongly
argucd by contcmporary national observers, including economists, that the
quantity of capital funds required to sct up the industry on the new basis
was available within the country.24 It is possible that further reSéarch could
yield other cases, But even if for the sake of the analysis it was assumed that
these countrics were short of ;apita1 at the time, this by itself docs not
demonstrate that they had to rely on direct foreign investment, Purely on the
basis of the historical brofitability of these industries, it could easily be
shown that had hypothetical pational capitalists borrowed abroad the funds
reqq?red for the early investments, the subsequent flow of profits was sufficient
to service this indebtedness and ultiﬁatcly repay it, as well as to pay dividends
and to finance at lecast-a part bf further investment from internal sources.25
The immediate reply will naturally be ''perhaps, but could they have sold the
product on an international market controlled by a few oligopolistic firms?"

This is precisely the point: the national capitalists ~ or morc properly the
small, single-stage producers, - werc defeated at the level of economic organization.
Morecover, the defcat admittcd no rcecovery through the mechanisms of the private

capital market: the corporations normally own all of the capital stock of their
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raw material subsidiaries and do not trade this stock even on the metropolitan
capital market. Nven if national capital was short then but is available in whole
or in part now, thc stock is simply not for sale.

It is virtually the same where technology is concerned. In most cases,

the technology used initially in thesc industries was not cnormously complex
or inaccessible. In the cases of the D1 Teniente and Chuquicamata minesrin
Chile, the technical changes nceded to bring the deposits into large-scale
production were carried out after foreign capital acquired the mines; that is,
the necessary technical change was induced by the commercial potential of the
deposits in the context of a rapidly growing marlket., OSubsequently the process
of technological change was instifutionalized by the Rescarch and Development
departments of the corporations, ~Local capitalists and the local Goverament
could not devclop cither the incentive or the resources to cengage in their own
technological rescarch, since they did not own the industry,

The real question to be answered, therefore, is why is it that these
countries failed to develop large-scale, vertically-integrated, capital-and
technology-intensive corporations capable of resisting the advance of the
Metropolitan firms., Insofar as the revolution in economic organization in the
United States was itseclf the product of revolutions in the scale of demand
and methods of production, then the further question must be why these changes

vin demand and technology failed to take place in the cbuntrics South of the
Rio Grande as well, The answer tal:cs us to the roots of development and under-
development itsclf. It almost certainly lies in the differing effeccts of the
different types of colonial economic institutions in the New Uorld,26 on the
potential for the steady growth of the purchasing power of the masé of the

population; and on the opportunities for upward social and cconomic mobility
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enjoyed by the numerically dominant ethnic and/or social groups_27 If this
interpretation is broadly correct, then the origins of the institutional dcpendence
of these industries rwust be soqght in the historical evolution of the economics

from centuries before.

(ii) Output-Determination, To séy that the mineral-export industries are
dependent on external demand is to miss the point in én important sense, Output
is rather dependent on the needé of and alternatives open to the particular

- firms whosc subsidiaries  opecrate in the industfy. Letbus assume the simplest
‘possible case: a single metropolitan firnm pfoducing and éelling the end-product
on a single mctrépolitan market, drawing its raw matérial from a single
Hinterland source, The cost conditions for the extraction of the raw material
form part of the total cost conditions of the firm: these total cost conditions,
in conjunctioﬁ with demand conditions for therend-product, determine the
equilibrium quantity traded on the marlkct, This cduilibrium (given the ratio of
rav material to end-product) determines the level of output/exports of the
mineral resource industry in the Hinterland,

In this, thc-simpiicst case, there is a clear and unambiguous rclation-
ship between demand for the end-product and the output- (derived dcﬁand) for the
raw material., Changes in the level of'output will depend on chaﬁges in the
structurc of rclative prices and in the level of income on the metropolitan
market, in conjunction with the relevant clasticitics of demand for the end-
product., They will also depend on changes in the firm's cost conditions and in
the raw material: end product ratib‘

However in the real world there are many marlets, many firms and many supply

sources, - Typically, there arc a number of {irms in each market, drawing their



raw materials from a number of geo-political sources, and in many cases more
than one fiym draws its raw material from the same Ilinterland country, To
isolate the ciffects of these factors on the output-determination picture, let
us retain the assumption of a singlec metropolitan market which absorbs the
entire end-product output, and let us take as given and fixed such factors
as the level and rate of growth of metropolitan income, the income-eclasticity
of demand for the end-product, the structure of relative prices and the price-
elasticities of demand, and the raw material: end product ratio, The other
assumptions of the simple casc will be relaxed gradﬁally to indicate the additional
factors determining output, The original firm will be called Firm I and the
original Hinterland, Country A, The framqwork of output-dctermination is
diagramatically represented in Figurc 3 as Casc 1,

First, assume that there isranother’firm on the market Fiym Y drawing
its raw materials from another Hintcrland country, called B; This is rcpresented
as Case 2 in Figure 3. The additional factor determining A's output is the

share of market supplied by X, The larger i's share, the larger, cet. par.,

will be A's output, and vice versa. A's cxtraction costs will affect X's market
share tﬁrough their effects on {'s production costé, it is true. But a number

of other factors will affect X's market share, such as its marketing ability,

its rate of technological innovation, and possibly even marl:iet sharing agreements,
The interesting implications of this is that A's output relative to B's does

not necessarily reflect its production costs rclative to B's: it can be a
relatively high-cost producer and yét enjoy a higher share'of raw material

output for example, because the non-raw material production costs of its parent

are much lower than those of B's parcnt, Naturally, the opposite can also hold,
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Another vital implication is that the rate of growth of A's output relative
to'B's depends exclusively on the rate of growth of Firm I rclative to Firm Y.
Thus a Hinterland tied to a non-dynamic firm will share the fate of that firm,
and vice versa,

Now let us give each firm one additional Hinterland to choosec from
in the satisfaction of its raw material nceds, Countries A and C are now
attached to X and countrics B and D arc attached to Y (Case 3 in Figure 3).

In allocating its raw material rcquircments between A and C, { will presumably
. . £ .

wr 1

use the '"least-cost" prinéiple. Iﬁ cffect, {'s minimum cost curve for

different levels of its end-product output includes the optimum combinations of

A's and C's output for the total rav matcfial requirements implied by the different
“levels of end-product output, What is now happening is that country A is competing
with country C within thé‘structurc of the firm; its output is defcrmined, inter

alia, by its production costs relative to C's, Its competition with other raw

material produces - B and D - also exists, but it is very indirect and roundabout,
One implication of this is that if X's alternative supply source were a differ-

cnt country with different-cost conditions from C's, A would be competing with a dif-

H

~

fcrent set of cost conditions and would almost certainly have a diffcrent level,of(mtpm.
In other words since the lcvci of raw material output for any given céuntry depends
on the alternative éuppliérs with which it cbmpetes through the structure of the
firm, a different combination of firms with countries implies a different distribution
of raw material output between countries,

Finally, lect us assume that both I and Y draw supplies from A, with the
other conditions unchanged. This’is'represented as Casc & in Figure 3, This brings
us closest to the conditions in the real world, where many mincral-e:xport countries
_have more than one firm dfawing suppliés from within its borders. A's output is

now the sum total of the requircments of X and of Y which is drawn from that country,
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That part of its reserves controlled by I competes with C, that part controlled by Y
competes with B and D, Obviously, it is quite feasible for the least-cost considexr-
ationé to yield a level of output in A which is high for -firm X and low for firm Y;

or a high rate of growth of output in A for firm Y and a low one for firm X, and so on

)

Those cases in the real ﬁorld where a country has experienced a period of high
and sustained growth in its mineral-exports - Chile, Venezuela and Jamaica fér example
- well illustrate ﬁhe operation of these factors. For in all these cases there were
three conditions favourable to growth: (i) demand on the end-product market was grow-
ing rapidly, (ii) the companies controlling the Bulk of reserves in the country

the
controlled an important, and sometimes growing, share ofAend-product market, and (iii)
the alternative raw material supply sources available to these firms were scarce, or
. relatively high-cost, Similarly, when the boom phases in the Venezuelan and Chilean
mineral-export industries ended in the 1950s, this reflected not so much changing
demand conditions for petroleum and copper, as the changing end-product and raw ma-
terial strategies of the firms. Venezuela, it can be said, was feeling the effects of
the oil companicsl planned displacement of supply source; Chile was feeling the effects
to some degree of the copper companies' planned displacement both of supply source
and of end-product,

Since it is inherent the nature of these booms that they taper off as a result
of deliberate corporate decisions, it makes all the more important the question of the
extent to which the operations of the mineral-export industries contribute to the
attainment of self-sustaining growth in the Hinterland economies where they come to
dominate the process of national income creation, In other words, we héve seen that
it is inherent in the dynamics of the system with which we are dealing that the

’ the '
survival and growth of the corporate economy as a whole transcendspsurvival and growtl
of any one subsidiary, and sometimes of any one product line as well, while the raw
material subsidiaries in a given Hinterland country which do enjoy a period of rapid
growth enter eventually into a phase of relative stagnation, Our next questidn is,

what are the implications of the internal mechanics of the system for the ability of
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of the pational cconomy's growth and developmentto transcend the performance of the

raw matevial subsidiaries located within it and providing it with much of its dynamic?
(iii) Dependence and Underdevelopment in Mineral Eco nomy

The fact is that in all the mineral-export economies in Hinterland
America the proﬁlem of external structural dependence remains acute, and shows
little sign of being substantially relieved in the near future. I say '"remains"
because most of these economies have had at ieaSt twenty to thirty years of
active Government intervention allegedly designed to.diversify the bases of
econ&mic growth. Many of them (e.g. Venezuela, Chile, Trinidad-Tobago and
Jamaica) have morepver been able to finance these policies with relatively
large tax revenues made available from the mineral industry itself. The
strategy of using the industry’s tax revenues for expenditure designed to
reduce the economy's dependence on the industry bas been embodied in the

popular consciousness in Venezuela in the phrase sembrar el petroleo (''sow the

petroleum") for more or less the last thirty years.

It would be unnecessary ~ and probably impossible - to discuss all the
factors responsible for the persistence of dependence in these economies in
every individual case. I wish rather to suggest that there are certain features
inherent in the terms on which these raw material subsidiaries operate which
are partly responsible for the fact thét (a) they do not transmit their growth
to other strategic growth sectors in the national economy, and (b) the national
economy Stubbornly resists Government attempts to reduce its structural
dependence on the mineral-export sector.

(2) The Mineral-Export Industry and the National Economy: Before Government

Intervention

The first set of considerations concern the failure of the mineral-

export sectors to serve as catalysts for the diversified development of the
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‘national economy, in other wor&s, to play the same role in the twentieth
century Hinterland countries as trade-oriented industries played in North
America and Australia in the nineteenth. Why have they remained 'enclaves'),
better integrated with the outside world than wiﬁh their host economies,
and giving rise to the phenomenon which Rostow and‘Demas have described as
"srowth without development'?

The specific manifestations of this has been, in every case inveétigated,
the fact thafﬂ(i) few purchases of locai'agricultural and manufactured goods
are made by the indestry,'{ii) the capital/labour ratio used in the industry
is high relative to the rest of the national economy, and as a result, labour
productivity and wage rates are relatively high, but the total labour force
and the total wage bill are low relative to the national labour force and the
nationel wage bill respectively; (iii) profits and de?reciation form a high
proportion of the value of the iedustry's output (also as a result of the high
capiﬁél/labbur ratio)rbut this surplus is either repatriated to the foreign
owners or reinvested within the mineral-export industry itself: it is not
invested in ether national industries where it can contribute to diversified
ecbnomic growth; finally (iv) as a result of (i) to (iii) above, the value
of the industry's output "retqrned” to the national ecqnomy(principally locel
purchases, wages and taxes) is well below the total value of‘its "sales."

In explaining all this, ﬁhere are certain predictable arguments availe-
able from what we might call Metropolitan "Economic Development" theory29
on the one hand, and from Metropolitan Marxist theory on the other. “Economic’
Development" theory ascribes the smallness of local purchases by the inddstry

to the underdevelopment of the intermediate and capital-goods manufacturing



industries, and the fact that extractive industries use little intermediate
'goods in any case. The high capital/labour ratio is held to be due to the
inherent capital intensity of the industry, and the accrual of profits abroad
is ascribed to the unavoidable dependence on foreign capital because of
capital shortage at home. Often it is virtually implied that what does remain
in the national economy in the form of "Returned Value'" is largesse which

the country earns without contributing anything, and for which it should be
thankful.

Marxist theory30 on the other hand, would explain the capital intensity
of the industry,in terms of the continued afcumulation and deepening of capital;
and in explaining the smallness of "Returned Value', would assert that the
very purpose and motivation of imperialist capital is the extraction of a
surplus from the poor countries.

I do not doubt that most of these arguments contain an element of
validity. 1t is abviously true that underdeveloped countries have underdeveloped
manufacturing industries, and that bauxite and copper mining and crude oil
production use relatively little intermediate goods. It is also obvious that
the processes of electrolie production of copper and aluminum, and the process
of 0il refining, inherently involve large amounts of capital in relation to
labour. Likewise it is obviously the case that the purpose and motivation
of all capital investment is to earn a surplus of returns over costs,sé tha?‘
direct foreign investment inevitably leads to a subsequent outflow of profits.

But in some respects the'explanations raise as many gquestions és they
purport to answer. It is not clear, for example, why the mineral-export

industry does not exert any pressure for the establishment of national supply-
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ing industries, such as capital goods industries for the supply of the capital
equipment, and intermediate gobds industries for the supply of the materials
used in such refining as is carried outlocallyf Nor is there any full
explanation for the virtual absence of any tendency for the industry's factor
piopo;tions to adjust to the relatively capital-short, labour-plentiful situation
in these economies. Capital shdrﬁage ar an explanation of total foreign owner-
ship looks weaker and weaker in the faceé of the emergence, in countries such

as Venezuela and Chile, of a class of domestic capitalists.eager to put théir
'money to work. Finally, if the objective of imperialist capital is to éx£ract

a surplus from the country as such, and aSsuming that other profitable investe
ment opportuqities exist within the ééuntry outside of the mineral-export sectot,
vhy is the sutplus not invested in these other sectors after having made a
killing in the mineral-~export sector?

My main contention here is that it is to the institutional integration
of these industries with multipational corporate systemé that we should ascribe
their lack of integration with the national economies. Take first the question
of the lacus of suppiv of inputs and capital equipment to the subsidiaries
which cdmprise the industry. There is every reason to expect that such goods
will be supplied to the subsidiary by the headquartefs of the parent firm,
and will be obtained from metropolitan sources. First, some of the inputs
may be produced by the parent firm itself, as a result of its horizontal
integratio;. Some of the aluminium firms, for exémplé,‘themselves produce the
caustic soda for the alumina.process and the cryolite for the aluminium procéés.
Second, the purchase of materials and'capital equipment for all subsidiaries

will in all probability be centralized by the firm's central office, in order



to effect economies and to standardize the processes used and the goods

p roduced at each stage of output. Under these circuﬁstances it is perfectly
natural that the firm will use well-established metropolitan suppliers. Third,
the transport of goods to the subsidiary overseas may involve little or no

real cost to the firm, insofar as they can bé shipped on the company's own
empty.ships on the return journey after offloading the raw material from over-
_seas. Both Anaconda and Alcan Aluminum Ltd. have used their shipping subsidiar-
ies to carry fuel and other materials to their plants in Chilé and in Jamaica
espectively. TFinally, it must b2 pointed out that while there may be a fgreign
exchange shortage for the hationalreconomy of the Hinterland, this may !‘never
+.BY¥: reflected in the transactions between the subsidiary and the parent firm.
In terms of intra-firm accountiug, the shipment of produce from the subsidiary
to the parent firm gives ﬁhcvsubsidiary a credit in its accounts with the
parent, against which sup;lies and interest on the former's debt with the 1attef
are debited, as well as cash transfers to cover local purchases, wages and

local taxes. The residual form: the "surplus" whiéh merely remains with the
parent. On those oceasions when the subsidiary's debits with its parent exceed
its credits - usually because of a large'capital investment programme - this
deficit may be covered simply by an increase in the parent's étockholding
orvinterest-bearing investment in the subsidiary. i.e. by lending to the subsi-
diary.32 This type of economic organization ensures that foreign exchange

is automatically available to finance the imports of the mineral-export industry,
the producing units in the industry feel no incentive to seek out local supplies
or to promote the development of supplying industries, even if they had the

degree of independence from theiyr head offices which would permit them to do so.



Closely associated with the question of the degree of linkages between
the industry and local manufacturing is that of the degree tb which the raw
material is processed or refined into intermediate goods ~ not to speak of
end-products - within the national economy. Since some of the ﬁrocesses use
considerable intermediate materials they establish permissive conditions for
the stimulation of supplying industries, as well gs create additional national
value added in the form of wages and taxes; However the history of the mineral=-
export industriés of Hinterland America provides a virtual classic story of'-
their relegation to those activities just necessafy to get the materials out
of the country. In Chile the subsidiaries of Anaconda and Kennecot actually
rincreased their production of the low-valued blister copper and reduced their
production of the higher-valued fire-refined and electrolytic copper in the
period after the Second World War. Guyana and Surinam were exporting
bauxite for about forty yeavrs before production of alumina began. In Venezuyela,
the proportion of crude Qil'refinedrnationally had reached only one-quarter
in the middle of the 1950 decade; ﬁen years later it was still only slightly
higher than one-third.

In every case, the pattern can be traced ta the vertical integration
of raw material output in the Hinterland with the refiﬁiﬁg tapaq}ty of the

companies in the Metropole. Both Anaconda and Kennecot built electrolytic_

copper refineries in the United States to process blister copper from theiw .

Chilean subsidiaries, in the pdst.wér period. Alcoa and Alcan Aluminium Led:

built and expanded alumina and aluminim plants in the U.S. and Canada to process
bauxite from the Guianas. Jersey Standard and Shell built huge refineries in

Arubs and Curacao to process their Venezuelan crude. It is therefore the
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pattern of locational allocation determined by the needs of the corporate
economies which is responsible for the considerable underutilization of the
potential of these industries to serve as 'growing points' within the national
economies.

It is true that the tariff policies of Metropolitan Governments in
.1mposing higher duties on finished goods than on raw materials are partly
responsible for the firms' location of processing capacity in their home
countries. But they are by no means a full explanation. Powerful factors
have operated at the level of the interhal economics of the firm. In some
cases it was cheaper to expand processing plants which had originally been
based on metropolitan raw materials, to process the materials coming from
abroad, than to build new plants overseas. Operational economies of scale
could élso be obtained from such a coufse. Another advantage is that it
allowed the firms to adjust processing plants to accomodate to the desired
distribution of raw material production between different sources. Location
at.any one Hinﬁerland source might have éommitted the firm to drawing all
the feed for the plant from that source, thereby precluding ''least-cost"
adjustments over time. Another factor arose out of the strétegic significance
of these maferials during wartime. Bhipments from Chile and the Caribbean
were particularly susceptible to submarine attacks during the Second World
War, and the fear operated during the Korean War as well. By shipping the
unrefined rather than the refined product the value of the material iost
from any sinking was miRimized:; both the corporations and their home Govern-
ments had an identity of interest on this point. Finally, there was the
well-known factor that the companies preferred (and still prefer) to risk as

little capital as possible in countries where the political order cannot be



relied upon to regard their existence as sacrosanct.

The next question concerns the adoption of techniques in these
industries which are not only capital-intensive relative to the national
economy at the outéet, but frequently become increasingly capital-intensive
bver time. An outstan&ing example is the Veneéuelan and Dutch Antilles oil
industries, which shed 33 and 70 percent of their labour force respectively
between 1950 and 1966, although outpqt doubled in the former and remained the
same in the 1at£er over the same period. Thebvirtually total failure of the
minefal-export industry to adapt to the relétively labour~abundant, capital-
scarce nature of the Hinterland economies becomes perfectly understandable
if we consider the factor-endowmeni situation of the corporate economy of
which each producing unit is anorganic part. Capital is relatively plentiful
and cheaé to the mulfinational'corporation; first because of its 1arge use of
depreciation allowances and retained earnings for new investment, and second
because it has diréct access to the highly develoﬁed capital markets of the
Metropoles. 1In contrast, the skilled labour needed to operate the machinery
and equipment .in the Hinterland is relatively scarce, and the firms them- |
selves often have to bear the costs of training it. ‘Moreover, the technology
of production embodied in the capital goods which the company must purchase
for its new investment, has become increasingly capital-intensiﬁe in response
to the increasingly capital-rich nature of Metropolitan economy. The absence
of an indigenous capitél-goods sector in the Hinterlands appropriate to the
factor-endowments there precludeé the very availability of production processes
and capital goods which are relatively more labour-intensive. In Summary,

the price of capital relative to that of labour to the firms does not represent



the social opportunity cost of using capital relativeyto labour in the
Hinterland (especially considering the high costs of using direct foreign
capital); and the same reasons underlying this also mean that a labour-inten-
sive technology is simply not available.
It is to the structure of the corporation that we must also look for the

explanation of the failure of the surplusvof the mineral-export industry to
be invested in other sectors of the national economy. The surplus is in
reality tied to the needs and strategy of the corporation aé a whole. 1Indeed
as we saw earlier the surplus of the raw material Subsidiary is an accounting
item which has neither a cash nor an operational significance to the sub-
sidiary itself, hence it is simply that part of the firm's total cash surplus
vhich it elects to "impute" to the subsidiary for purposes of tax minimization.
How much it decides to reimvest there is a different question again: it deﬁends
on the determined expansion of end product:capacity and the determined location
of new raw material capacity. What is not reinvested in the given raw maeterial
subsidiary is not available to the national economy but to the corporate
economy. Hence it is allocated in a manner consistent with the firm's strategy,
between different raw material subsidiaries, different refineries, fabricators,
sales and other departmental units, different end-products, and dividends,
debt reductions and additions to working capital.

| Finally, thefe is the question of the '"reliance' on foreign capital in
the industry, which waé discussed earlier in the paper. Suffice it here to

recall that, viewed in its historical perspective, the denationalizetion of the

nineral industries of the Hinterland was merely the corolarry of the multi-

nationalization of the Metropolitan corporations. And further, that the practices

of the corporations make it impossible for national capitalists to restore



the industries to national ownership. The large fraction of the industry's sales
valuec accruing abroad in the form of depreciation and net profits is only one
of the more visible consequences of this.

(b) The Mineral Export-Industry and the National Economy: Achievements and

Frustrations of Government Intervention

The rules of the game, theréfore, mean that the struggle of the Hinter-
land economy for a larger share of the industry's sales - a greater share of
Y"Returned’ value in total value - is chanelled chigfly through the efforts of
the labour force, and the national Government. However, there are limits to
the extent to which therlabour force can enlargevits.ghgzg in thé industry's
value, as_distinct from raising wage EEEEE“ First, since the labour content
per unit of physical output ip the industfy is low, large increases in wage
rates can be conceded to militant ﬁine workers with relatively small increases
in labour share -~ indeed, mechanization can and often does reduce the vage
content of output even as wage rates increase. (In Venzuela between 1950 and
1966, labour income per man in the oil industry trebled, but total labour
income as a share of the value of output fell from 15 to 11 percent because of
the substitution of capital for labour.) Moreover, the bargaining power of
labour is frequently weakened by the existence of a large reserve of unemployed
labour and by deliberately repressive policies of the national Government.
Indeed, the history of the mineral-export indﬁstries in the American
Hinterland shows that the fact that the wage bill is one of the chief components
of the national take from the industry is no guarantee of Government 's support
for efforts to increasé it.  Qilfield workers in Vene-uela were forcibly suppressed

in the 1930s and 1940s, as were Chilean copper workers in the 1940s. For
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years labour unions in the refineries of the Dutch islands faced official
opposition, and in Trinidad-Tobago the passage of legislation to control
strikes in 1965 was aimed mainly at the oil workérs. The reasons for the
militancy of the mine workers on the ome h;nd, and the frequent hostility of
the national Government to them on the other hand, arise directly out of the
nature of the industry. The fact that the vworkers are well-paid relatively
to tﬁe mass ofi the labour force, and have relétively skilled tasks to per-
form, give them much greater confidence in their attitude to management by
comparison to farm workers wha are subjeci to traditional paternalistic
relationships. At the same time, the fact. that ownersﬁip and management in
the industry are foreign, and frequently culturally and racially distinct from
the national population. sharpens the.inherent antagonism between labour and
capital. Left-wing leadership is therefore frequently quite strong in the
labour movement in the industry. Faced with the fact or the prospect of the
‘emergence of an independent base of power in thé political system, a national
Government unsure of its own popular support inevitably develops an imsecurity
complex. Moreover, where the Government and the companies have reached an under-
standing on the quastions of taxzation and the rate of expansion, militant
labour demands threaten to upset thebdelicately balanced 'partership.'" 1Indeed,
the very existence of a large-scale state apparatus in many cases is the direct
creation of the taxes paid by the industry: if militant labour demands fhreaten
the rate of expansion of the industry determined by the companies, it threatens
the rate of expansion of the state apparatus as well.

But even where bargaining is relatively free the capital-inténsity of

the industry and the possibilities of continuing capital/labour substitution



limit the poséible growth of 1abourfs share, as has been poihted out. The

real locus of the struggle to increace the hétional "take" from the industry
inevitably emerges as the distributicn of the large surplus between the foreign
company and the national Government, i.e. between depreciation—cqm-net profits
on the one hand and taxes on the other.

In some important cases (Venezuela, Chile, Surinam and Jamaica) it is
pdssible to distinguish clearly zn in‘tial period ofvlight and indifferent
taxation followed by a period of growing tzx rates and attenfive regulation
of the factors goﬁerning the taux take; In Venezugla crd Chile, the first
period lasted up to the Depréssipn'yearé of ﬁhe 19308 and was associated with
the laissez-faire attituées of coﬂtemporary Govarnments and a low national
awareness of the large surpluses accruing to the foreign owners of the industry.
The Depression years precipitated a radical change in thé degree of state
intervention in the eédnomy and a rapid growth of national interest in increas-
ing "Returned Value" by means of tax measures. In Surinam and Jamaica the
firsg period lasted up until the middle 1950s and was due to ignorance of the
real potential of extracting téxes from the industry. as well as the indifference
and/or hostility of the Dutch and Dritish colonial administrations to the
question. Renegotiation of the tax arrangements'was the work of the first
generétion of national politicians anxious to increase the spending power of
the embryonic national state.

In all the economies concerned. the growth of the industry or the growth
of the rate of tawation, or both, rcsulted in the "Retureed Value' of the
industry becomirng a3 major source of foreign exchange. and the tax payments of the

industry becoming a ::njor source of Governmeni revenue. This development has



a profound significance to the national political eccmomy. -In the first

place, the maintenance and gfowth of the levels of investment, domestic¢ output
and consumption become structured around the imports of capital, intermediate
and consumption goods financed by the foreign exchange provided by the industry's
"Returned Value." 1In the second place, the maintenance and growth of the level
of national income become structurally dependent to arsignificant degree on

the current and capital expenditure of the Government, a large part of which

is financed by the industry's tax paymenﬁs- Finally, the possibilities for
structural transformation of the economy come to lie nét‘with the direct

effects of the industry on the rest of the economy, but rather with the success
of the Government's economic development policies, which are implemented by
expénditures whose size and growth become critically dependent on the industfy's
tax payments.

We should pause here to note the different nature and degrees of
structural dependence of the corporate as compared to the national -economic
system on the raw material producing subsidiéries located in the Hinterland
economies. To the cérporate economic systems, thé subsidiary is one of a
number of such subsidiaries located in different national economies providing
the enterprise with the strategic input upon which fests its global network
of transport, refining and fabricating facilities, and therefore its level of
sales and net profits. For the national economic system, the subsidiary is
one of a very small number (sometimes the only one) which provides it indirectly
with a large part of its strategic commodity.inputs,its level of aggregate
expenditure and therefore income, and the possibilities of its structural trans-

formation.
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The dependence of the two systems on the subsidiary is inherently
asymmetrical: i.e. the national economy is more dependent on the subsidiary than
is the multinational corporation, in spite of (indeed, perhaps because of) the
fact that the subsidiary is an institutional part of the latter economy and
not of the former. The reasons are as follows. First, most companies draw
their raw materials from a number of different geo-political supply sources,
~and neéotiate with the political authorities of each one separately. The
couﬁtry however'dgpends on one or at best a smalllnumber of subsidiaries and,
what is more important, the inherently non-discfimihatory nature of Govermment
nining and tax 1egisla;ion means that the Government.negotiates with the miﬁeral
industry as a collective whéle, irreépective of the number of subsidiaries
in it. Second, the profits '"imputed" to the.raw material subsidiary by the
parent firm forms only a part of its total profits imputed at different
stages of production, and therlocation of the differenﬁ compénents ofvits
total profits can be shifted from stage to stage and therefore from country
to country with a large degree of corporate freedom. While it is true that
there are other sources of tax revenue for the national economy, in all the

nmineral-export national economies, no other single industry has a taxable

capacity of the size and growth potential of the mineral-export industry.

It is however, at the level of long-term growth and development that
the asymmetrical nature of the dependence is most.clearly shown. For while
the strategic planning of the corporation ensures that its continued growth
does not depend on the life pf any one raw material subsidiary or even on any
one product, the attempts of the Governments to do the same thing for the
national economy have invariably met with limited succeés. It is to an analysis

of some of these frustrations that I next turn.
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Government attempts to use the inddstry's tax revenues to diversify
the bases of economic growth are basically similar in strategy in all the
economies, although the details of policy and programmes‘do vary from case
to case. The basic strategy is to use Government expenditure and pdlicy to
try to raise output and initiate new activities in the égricultural and
vmanufacturing sectors. The tavgets are to substitute domestic output_for
fnports in a considerable range of agricultural and manufactured goods, and
eventually to develop new export lines. The objective is that these two
key sectors will develop a momentum of growth which can be internally
sustained and thereb& reduce the aconomy's dependence on the mineral-export
industry. The overall social goals are of course, the elimination of
structural unemployment and the raising of the level of material welfare of
the mass of the population.

This strategy involves the Government in heavy infrastructurai
expenditures designed to supﬁort and to stimulate priQate capital investment
in the required areas, and to help provide bouyant markets for domestic output
by stimulating internal demand. The main areas of spending are in such over-
head facdilities as roads and highways, ports, harbours and railways, power
and communications, and mass education. These are sometimes éupplemented'by
a large public buildings programme rationalized by the need fér employment and
income creation, but also used to provide tﬁe image of "modernity" judged
necessary to attfaét foreign investmeﬁt and to service the aspirations of
the political establishment to Metropolitan 1ife-§ty1es.

This strategy has been followed jn its essence since World War 11 by
virtually all Hinterland countries which have not opted for sociélist central

planning, and to discuss the reasons for their failure to solve any of the
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fundamental problems of Hinterland economies is obviously beyond the scope
of this paper. Attention here is focussed oh some of the frustrations of
aprlying the strategy in the particular‘conditions of mineral-export economies,
and which arise in spite of the fact that the mineral industries often give
these Governments large and growing revenues with which to finance the strategy.

One set of frustrations arise of certain external diseconomies of the
mineral industry in relation to agriculture and forestry. In the first
place, the supply of_land and of labpﬁr to the agricultural sector may be
adversalj affected. Both the aluminiumand the oil companies are in the habit
of holding large areas of the nationélvterritory with'proven or probable
reserves of the desired material. The objectives are of course to maximize
the long;term availability of raw materials fo the parent firm andvto
minimize its availability to competitors, objectives which frequently give
rise to holdings far in excess of what is used by the firm over a long
period of time. Such holdiﬁgs significantly reduce the actual or potential
national acreage which is held or used principally for purposed of agriculture
and forestry. This also extends to the use of associated natural resources
euch &8 water and local building materials.

The effect of fhe industry in reducing the supply of agricultural
labour is one of its better-known exfernal diseconomies. The relatively high
wages paid by the companies and the duasi-urban areas established by them for
extractive and administrative activities attract a heavy migration frém the
agricultural.areés. In addition, when the Government begins large-scale
expenditure programmes the capital city usually absorbs a disproportionately
large share of expenditures, and this acts as a magnet to rural labour as well.
The result is that labour for the traditional low-productivity, low-income

agricultural activities becomes in increasingly short supply at the going
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wage rate on the plantations and haciendas, and at the going level of average
real income on the minifundia. Farm workers and the younger members of the
farm family prefer to seek employment in the mining areas and in the capital
city, or simply prefer to be unemployed, rather than work for what are now
considered to be unconscionably low returns. To bring about some degree of
rationality in the structure of wages and incomes would require (a2) land reform
and technical change in theiagricultural sector, and (b) the institutional
integration of the mineral industry with the national economy. lBoth require
fundamental institutional changes ﬁhich are not possible without political
changes as well.

The mineral industry also indirectly affects the pattern of commodity
demand forxr agricultural products. The small group of well-paid mine workers
and the growing group of relatively Well-paid‘public sector employees give
rise to patterns of food consumption in which the simple starchy staples
traditionally produced by peasant farmers become progressively less important,
and experience low,kfalling or even negative income-elasticities.33 Agricultﬁral
- products with a higher and more balanced nutritional content, such aé highe-
protein foods, meat and dairy products; and products associated with Metropolitan
urban and suburban life-styles, such as processed and pre-cooked foods, are
amongst those with high income-elasticities. The initiation of activities to
satisfy these demandsvis beyond the capacity of the traditional agricultural
sector, especially peasant agricuiture; acting by itself. They involve not
only quantitative and qualitative changes in the supply of inputs to the secto?,
but elso complementary invéstments in transport, storage and distribution

facilities, and complementary marketing policies.
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A secondrset of frust:ations arise out of the external diseconomies
of the mineral industry to the manufacturing sector. 1In the first place,
the most immediate and obvious possibilities for the establishment of a
dynamic manufacturing industry lies in most cases preéisely with the mineral
industry itself; j.e. in creating a whole network of backward and forward
linkages centered on the processes and prodﬁcts of thé industry, which would
eventually grow to acquire a dynamic‘of its own. This means initiating ﬁhe
production of capital and intermediate géods.supplying the needs of and
using the products of the industry, and carrying its vertieal‘integration within
the national economy forward to the production of final goods where possible.

It is precisely theSe>possibilities which are to a large extent pre-
cluded by the verticallyrintegrated structure of the corporation. The standard-
ization of procésses and products and the minimization of costs required by
the corporate economic sysfem mean that the purchase of all important supplies
is centralized at the Puréhasing Department on its equivalent in the Metropole,
and almost certaihlf obtained from Metropolitan suppliers; the gearing of
rav méterialycapacity in thé Hinterland to processing capacity in the Metropole
means that Hinterland oufput is not free to be processed locally. 1In other
ﬁords the possibilities of utilizing the resource as a basis of backwardrand
forward linkages within the national economy is restricted by its already
existing use as a bésis of backward and forward linkages withing the corporate
economy. |

There are also disecbnomies which, like those which apply to the

agricultural sector, arise out of the effect of the industry on the structure
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of wage rates ard of consunmer demand throughout the econony. - The relatively
high wage rates in thé mineral industry tend to set the pattérn of wage
rates throughout the economy, especially in manufacturing where an occupation~
by-occupation comparison with the mine workers is often pdssible. VWage rates
in the mineral industry display a persistent tendency to rise,  as the mine
workers compare their wage scales with those of metropolitan workers in the
same industry and with their own rising average productivity, due to capital/
labour substitution. This exerts a continual upWard pressure on wage-rates
in mahufacturing, where the capital/labour ratios, and therefore average
labour productivity, is lower, and the weight of wages in total production
costs highet.

Two adverse results can be immediately seen to follow from this. One
is that the consequently high structure of production costs in the sector
severely weakens its ability to successfully comﬁete with imports, and achieve
tﬁe overall objective of substantial import-substitution which is self-sustaining.
The second is that the structure of high labour costs in ﬁarticular encourages
the tendency for capital/labour subsitution already inherent in the dependence
of Hinterland economies on Metropolitan technology and corporations. This
severely dampens the employmgnt-creating capacity of thé sector.35 Capital=-
intensity also makes it more difficult for manufacturing plants to achieve low
operational costé on the basis of the domestic market alone,

The effects of the industry in creating enclaves of high-income mining
and Government employees also biasec the structure of demand for manufactures
in the direction of relatively expensive consumer durables such as motor-cars
and household equipment. These are precisely the kinds of goods which it is

most difficult for indigenous enterprfee using indigenous technology and
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indigenous inputs, to undertakc in the carly stages of its development, This
is all.thc more so given the tieing of consumption to particular brand-names
such as Kelvinator and Chevrolet - which the ruultinational manufacturing
conmpanies have popularized multinationally, Indced, this applics cven to
the sinpler manufactures such as soft-drinks (e.g. Coca=-Cola) and cigarcttes

(c.g. Chesterficld), What thercfore cmerges by the name of manufacturing

2 £ i

industry is a set of "tariff~hoping' asserbly-plants established by metropolitan
conpanics andibascd on their caéital, intcrmédiatc coods and tcchnology,36

These dificiences in the structurce and the performance of the agricultural
and manufacturing sectors arc morcover allowed to persist for some time without
beconing a scrious problem to the political cconony, preciscly because of the
abundancc of forcign'exchangc provided by the ninceral indﬁstry itsclf, Import of
food arc rcadily available to fill in the gap between food deménd and local food
supplics, inports of capital cquipment and intermediate goods are available to
service the dependent charactef of the manufacturing sector, and imports of
finished consumers goods arc available to meet the domestic demands that domestic
manuﬁacturing fails to meet., Morcover, the boonm in imports and in public
spending do give risc to'ccrtain iﬁvcstmcnt opportunities within which national
capital can find sccure, quick‘and high returns, These are the activitiés of
inport trading, and its ancillary activity, internal tranSport; the promotion
and construction of oificc buildings and residential accomodation, public
" work contract busincss; and personal ‘and commercial scrvices, The most im-
portant of thesc activities arc those which arc centered on physical construction,r

as an inspection of the National Accounts of Venezucla, Chile, Trinidad-Tobago or

Janaica, or a visit to Caracas, Santiago, Port-of-Spain or Kingston, Will readily
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The oversll result is that most important structural changes taking
place in association with the growth of the level of foreign exchange and
tax revenue provided by the industry, are those which assume the continued
existence of thése flows. 1In terms of the country's external accounts, this‘
is reflected in the continued weight of the mineral exportrin total exports,
and the rapid growth of impérts both of final consumer goods and of intermediate
goods for local assembly. 1In terms of the national accounts, it is reflected
in the weight of the mining, Government and service sectors in the Gross Domestic
Product by Industrial Origin. In terms of the demand components, it is
reflected in the importance of exports, foreign investment in the mineral
industry, and Government expenditure on current and capital account. Long-
term growth is governed by the rate of expansion of the mineral-export industry.
Structﬁral dependence, rather than being reduced, has in an importanﬁ sense
been intensified by the partial incorporation of the industry into the national
economy via the public sector.

So long as output in the mineral-export industry grows steadily and
prices on which taxes are based remain firm, this system is qapable of continued
expansion along the lines of what we might call '"dependent growth without |
deﬁelopment." There will be high investment rates, and a relatively high rate
of growth of total and average per capita national income, although structural
poverty and unemployment remain widespread. But as we have seen the mineral-
export industry does not expand indefinitely: the very factors which makevit
important to the national economy - the high rate of growth of output and
the growth of the tax take - are those which make it necessary for the company

or companies ultimately to shift the location of new capacity elsewhere. The
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consequent reduction in the rate of growth of output is directly reflected
in the decline in the growth of tax revenue and foreign exchange receipts. This
puts pressure on the most iﬁpOrtant propulsive mechanism'of the system - the
growth_of public spending - and the most important permissive mechanism ~ the
growthrof imports. Hence the political economy will either have to contain
these mechanisms, or to find ways‘and means of allowing them continued operation.
1t will_not.be easy for these mechanisms to be contained, precisely
because they become intrinsic parts of fhe political economy itseif. The momentum
of public spending is difficult to cdﬁtrol because of both real and monetary
factors. The real level of recurrent spending has to‘rise steadily because of the
recurrent costs of servicing the steadily growing stock of public aséets, such
as schoolsﬁ hospitals, roads and'public buildings. Powerful politicai pressures
exist for the maintenance aﬁd.growth of capital spending as well, for neglected
socio~economic and geographic gfoups, whose expectations have been aroused,
ﬁaké.their deménds for their share of Government services. The growth of
population adds yet another factor which public spending has to account for.
Finally, the steady growth of wage rates cohsequent on the internal demonstration
effect of the mine workers adds an important inflationary factor to public
spending. Obviously, a political establishment which exists because of its
ability to accomodate to such demands will find it very difficult to contain them.
Neither will it be easy to contain the growth of imports without severe
effects on the economy and therefore severe costs to the polity. It is precisely
thergrowth of imports which permits the propulsive mechanism to operate without
entailing severe costs in terms of domestic price inflation.37 Imports also

sustain the level and grthh of output in the fledgeling manufacturing sector,
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by providing intermediate goods; and sustain the level and growth of
activity in the internal trade and transport sectors. Hence there is a
limit to the degree to which imports can be festricted without jeopardizing
output, employment and incomes in domestic manufacturing and import-based
services, and internal price stability.

Thus while some degree of internal containment mayvbe attempted, the
Government 1is likely to seek ways and means of obtaining additional fiscal
receipts in.the‘form of foreign exchange, in order to allow both public spend-
ing and imports to continue to grow. The two principal forms potentially
available are foreign public borrowing and additional taxes on the mineral-
export industry. Iropically, the very existence of the mineral-export industry
mgkes it easier for the Government to accumulate heavy foreign indebtedness,
since its external credit-worthiness is good. This is probably one reason why
Governments such as those of Venezuela, Chile and Jamaica, which are relatively
weil off in Hinterland America, have experience a rapid growth of their external
public debt in the last two decades. However this method is aﬁ best at
temporary Solution: foreign loans are not available indefinitely at a steadilj
high rate of growth in the absolute level, and in any case they create obligatiﬁns
which grow proportionately to their use. Hence the Government finds itself
with the need to try to extract even greater surpluses from the mineral-export
industry.

Essentially, this was the position in which Chile found itself at the
beginning of the 1950 decade, and Venezuela at the beginning of the 1960 decade.
Their subsequent experienceSshow that there is a limit to which a Government

already taxing the mineral-export industry relatively heavily (say, at over 50
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percent of net profits) can further increase its take of ﬁrofits without
coming into open conflict with the corporate economic system., For the
attempt to increase revenues leads iﬁevitably fo the more basic questions
of éontrol over production, accounting, pricing and marketing, since the
variables determining the very size of the net profits to which the tax rate
is being applied, are to a large extent under the control of the corporation
itself. In the first place, the compaﬁy starts out with considerable leeway
over thé size of the depreciation, depletion, and amorization allowances
which it deducts from its income in declaring taxable profit. For example,
whether explpration and developménf expenditures are capitalized or‘freated
as operational coéts, what rate of depreciafion or depletion will be used, whether
and what kind of inveStment and depletion allowances will apply. Second, the
company begins with almost‘total céntrol over the price used to value the
product, ﬁhich is essentially an intra-firm accounting item used for tax~
minimization purposes. The Government eventually discovers that apparently
minor changes in accountingrproceduresrahd prices can make as big.a difference
in its tax take as relatively large changes in the perecentage rate of tax on
profits.

The inevitablg logic of this is that the Government must assert its
right to participate in ihose decisions which determine its tax take: accounting,
pricing and marketing. It is not difficult to see that,rapart from reducing
profits; such moves go against the grainrof the corporate system itself: its
routines, its reflexes, its administrétive structqre; its decision-haking
procedures - the rules of the gahe,‘aS'it were. While most companies appear

to have accomodated without great difficulty to these encroachments on their
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authority, part of thcir response is to utilize alternative supply sources
as a necans to pressurc the governnments and of obtaining new supplics on rel-
atively frec terms. The counter-response of the Governments is necessarily
to reduce the conpanies' arca‘of mancuverability by international collective
bargaining, i.c, associations of producing countrics. This was to a large cx-
tent responsible for the leading role played by Venczucla and Chile respectively
in the formation of the associations of oil and c0ppér-cxporting countries, -

It is not difficult to scc that a further logical counter-thrust of
the nationai ccononic systen is full national ownership and control over the
nineral-cxport industry., This development is already well under way in these
two countries, with the formation of the national oil company in Veneczuela
and the '"'Chilenization' arrangenents for copper made by the Frgi Government,

The logic- of this analysis is that the momentun of nationalization of
pricing, marketing, ownership and decision-maliing may in fact represcent the
denmand of the national cconomic systcm to continue along the samc expansion
path as beforc mercly by brealting thc constraints on the continued
growth of its fiscal and foreign cxchange receipts represented by the
structurc and policics of the multinational corporation,

Thc‘diversification of the bascs of cconomic growth, and the climination
of structural uncmployment and of material poverty, would not take place without
conplementary institutional changes and complementary policies with respect to
agriculturc, the financial systenm, the manufacturing sector and thé cducational
systen, Vithout such conplementary changes, it is quite casy to cnvisage an
econonty which remains structurally dependent on its nationalized mineral-
export inductry, in the sensc that the structure, level and rate §f nrowth of

national incomec arc dependent on the performance of the industry, Uhat will
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have changed however, are the institutional tieé which made investment, pro-
duction, processing_and prices in the industry subject to the needs of a
global enterprise. Which is to say that whereas nationélization is not a

sufficient condition -for the elimination of the structural dependence of the

national economic system om the industry, it is certainly a necessary one.



Footpotes

1Much of the research on which this paper is based was done for the

Project on Externally Propelled Growth and Industrialization in the Caribbean,

and I wish to acknowledge the support of the Co-Directors, Lloyd Best and Kari
Levitt. Material on the Chilean coéber industry referred to here was gathered

on a visit.to Chile in 1969 which was financed by the University of the West

Indies and the Ford Foundation,'and wac alco nzde poSsible'ﬁy the: facilities afforded

me by the Instituto De Estudios Internacionales of the University of Chile.

This paper has benefitted from comments on earlier versions made by Lloyd
Best, by the members of the  inter~disciplinary seminar of the Faculty of Social
Science at the University of the West Indies at Mona. by the members of Seminar

on Economic Dependence ai the instituto De Estudios Internacionales at the

University of Chile, especially Osvaldo Sunkel, and by Edith Penrose. I alene

bear the responsibility for any errors and for its point of view.
2Department of Economics, University of the West Indies, Monsa, Jamaica.

3Throughout this paper the term Hinterland is used to refer to a country
or region which is a taker of economic crganization, capital, technology and
tastes. Metropole denotes a couniry which exporis these factors. The terms

are taken from the Project on Externally Propelled Growth arnd Industrialization

in the Caribbean. A more complete discussior of the reasons for using these

terms, and their historical significance, can be found in Lloyd Best's "A Model

of Pure Plantation Economy', Social and Economic Studies, September 1968.
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4Traditional agricultural export activities remain an important source
of employment in Trinidad-Tobago, Guyana énd Jamaica, and an important source
of foreign exchange in the last two of these three countries. Thus it might

be more appropriate to call them mixed plantation-mineral export economies.

SSee William Demas' The Economies of Development For Small Countries With

Special Reference to the Caribbean, McGill, 1965, for a treatment of the

Caribbean case; Anibal Pinto's Chile: Un Case De Desarrolle Frustrado Editorial
Univefsitaria, Santiago, 1962, for the Chilean case; and Colegio de Economistas

De Venezuela, Diagnostico de la economia Venezolana, Caracas, 1964 for the

Venezuelan case.

6This term '"Returned Value'" has become current in Chile and Venezuela

(i.e. the Spanish Valores Retornados or simply Retornos) to refer .

the total sales of the mineral-export industry which is actually paid out to
the national economy. - It consists mainly of wages and salaries to national
staff, local purchases of materials and supplies (which may, however, have an

import-content) and the total of taxes paid locally.

7. <11 1 - .
Reference will be made, however, to other companies and countries.

8The principal sources use for the analysis of the historical origins

rand evolution of the cbmpanies are as follows. General: Alfred Chandler Jr.,

Strategy and Structure, New York, 1962, (ii) Stephen Hymer, "Multi-National

Corporations and Uneven Development” in J. Bhagwati, (Ed.) Economics and World

Order, New York, 1970. Petrolecum: (i) The Anerican Petrolggm Ipdusgfy;,VDlume 11, The

Age of Illumination, 1859-1899, by Harold Williamson, Ralph Andrew, Arnold Daum

* and Yolume 11, The Age of Epongy, . 1899-1259, by Harold Williamson, Ralph.Andreaw, -
Arnold Daum and Gilbert Elosc, Northwestern University Press, 1959 and 1963, (ii)
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Footnote 8 continued: Thc Empire ©£.0il, by Harvey 0'Connor "(ii) Edith Penrose:

The Large International Firm and Developing Countries: The Case of the Inter-

national Petroleum Industry, London, 1968, and (iv) J. Hartshorm, 0il Companies

and Governments, London, 1967. Copper: (i) United States Department of the

Interior; Materials Survey - Copper,‘1952; (ii) Isaac Mgrcosson: Anaconda,

New York, 1957; (iii) Harvey O0'Connor: The Guggenheims, New York, 1937;

(iv) Anaconda Mining Co., formerly Anaconda Copper Mining Co.) Annual Reports,

1905 to 1968; (v) Kennecot Copper Corporation, Annual Reports, 1915 to 1968.

Aluminum: (i) Donald Wallace: Market Control in the Aluminum Industry, Harvard,

1937; (ii) Merton Peck: Competition in the Aluminir Industry, 1945-1958, Harvard,

1961; (iii) United States Minerals Yearbook, (Annnal), Chapters on "Aluminum"

and "Bauxite", (iv) Annual Reports of The Aluminum Company of America, Alcan

Aluminum Ltd., Reynolds Metals Co., and Kaiser Aluminum and Chemical Corp.

9This company was subsequently to change its name to the Aluminum Company
of America, (Alcoa).

1oBauxite is the ore of aluminum. After mining, it is chemically converted

into - alumina (aluminum oxide) which is then reduced by electrolisis to aluminum
metal.

11The process of aluminum reduction consumes large quantities of electricity,

and a large, reliable supply at low cost is therefore of enormous value to the
aluminum producer.

12See his "Plantation Economy' op.cit.

13

Alfred Chandler, Strategy and Structure, New York, Anchor Books Edition,

1966, page 11.



Y1b1d, p. 406.

151bid, p. 407.

161p14, p. 418.

Y1bi4, p. 420.

18However', Standard 0il of New Jersey was one of the first companies'to
évolva the model structure, and was one of the four companies studied in detail
by Chandler as a means of revealiﬁg how the model structure was induced by the
strategies of vertical integration and diversification. Other oil- companies
had only partly adapted to the structure at the time.of Chandler's investigation
(the late 1950s). | ’

191bid, pp. 11-13.

201p5d, p. 12 (Chart 1).

21I.e. Excepting Sales and Finance Departments. Note however that these
Departments do not have responsibility for the disposal of the surplus: this
is taken by the Central Office.

22The main additionalrsourCe material used for this Part of the paper were

as follows:

- General: Norman Girvan, The Caribbean Bauxite Industry, Jamaica, 1967.

Dudley Seers, 'Big Companies and Small. Countries' Kyklos, Chile: (i) Anibal Pinto,

Chile: Un Caso De Desarrollo Frustrado, Santiago, 1962. (ii) ---Chile, Una

Economia Dificil, Fondo De Cultura Economica, 1964. (iii) Santiago Machiavello:

El Problema De La Industsia Del Cobre En Chile Y Sus Projeccicnes Economicas Y

Sociales, Santiago, 1923. (div) Clark Reynolds, '"Development Problems of an
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Footnote 22 continued: Export Economy: The Case of Chile and Copper, "

in Mamalakis and Reynoclds, Essays on the Chilean Eéonomy, Yale, 1965.

(v) Mario Vera: La Politica Economica Del Cobre En Chile, Santiago, 1962.

Venezuela: Edwin Lieuwen, Petroleum in Venezuela, Berkeley, 1954. (ii) Héctof

Malavé; Petroleo § Desarrollo Economica De Venezuela, Caracas, 1962. (iii)

Armando Cordova, Notas Sobre El Desarrollo Economico Venezelano, (Mimeo),

Caracas, 1963. (iv) U.N. Economic Commission For Latin America, "Economic

Developménts in Venezuela in the 1950's" in Economic Bulletin For Latin America,

Vol. 5 No. 1. (v) Venezuela, Miniserio De Minas E Hidrocarburos, Petroleo Y

Otros Datos Estadisticos, 1966. (vi) Dudley Seers, 'The Mechanism of an Open

Petroleum Economy" Social and Economic Studies, June 1964. Trinidad-Tebago.

(i) Frank Rampersad, '"Growth and Structural Change in the Ecénomy of Trinidad
and Tobago, 1951-1961" Institute of Social and Economic Research. (ii) Govern-

ment of Trinidad and Tobago, Second Five Year Plan, 1963-1967. (iii) Third Five

Year Plan, 1968-1972. (iv) Ainsworth Harewood, The 0il Industry of Trinidad and

Tobago, Unpublished Master's Thesis, McGill, 1969. (v) William Demas, op.cit.

Jamaica, Norman Girvan, Foreign Capital and Economic Underdevelopment in Jamaica,

Institute of Social and Economic Research (Forthcoming).

238antiago Machaivelle, op. cit. Chapter 7.

24Ibid.

25This exercise has been carried out for the case of the Jamaican bauxite

industry. See Girvan, op.cit, Chapter 3.



26Various aspects of this have been discussed by Celso Furtado, The

' Economic Growth of Brazil, Berkeley, 1963; Anibal Pinto, Chile Frustrado,

op. cit. Lloyd Best, “plantation Economy'" op.cit. and Andre Frank, Capitalism

and Underdevelopment in Latin America.

271dentifying'underdevelopment in terms of these factors would, of couree,

put the plantation South of the United States with the rest of Hinterland
America, as it properly should be.

28

William Demas, op. cit. pp. . He refers to W. Rostow, The Stages of

Economit Growth.. .

291.&. the bulk of the literature on the subject of economic development

emanating from the North Atlantic'frdm such sources as Universities, Inter-
national and Inter-regionai organizatiohs. A good reflection of these

views applied to the case of Chilean copper is found in Clark Reynolds,
"Development Problems of an Export Economy: The Case of Chile and Copper', op.cit.

30The classic Marxist statement on the general relationship of metrop@litan

capitalism and Hinterland underdevelopment is Paul Baran's The Political Economy
of Growth, New York, 1957.

31E-g. Alcoa and Kaiser.

321n fact all net investment by the subsidiary, whether it exceeds its

accounting profits or not, increases the capital interest of the parent in
the subsidiary,'in one form or another. Some useful insights into the mechanics
of this process can be had by examining the published accounts of the Braden

Copper Co. of Chile with its parent, Kennecot, between 1915 and 1924; and those
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Footnote 32 continued: of Chile Copper Co. with its parent, Amaconda, between

1924 and 1929.

33The Jamaican case has been excellently documented by Nassau Adams,

YAn Analysis of Food Consumption and Food Import Trends in Jamaica, 1950-1963"

Social and Economic Studies, March 1968. The Venezuelan case is documented

in the references to Venezuela given above.

34Here is a clear example of the clash between the perspectives and

structure of the multinétional firm and the national economy inherent in the
distinction made by Hymer: '"Multinational corporations are private institutions
which organize one or a few industries across many countries. 1Its polar opposite
(the anti-multinational corporation perhaps) is a public institution which
organizes many industries across one region.'" From his “Multinatiopal Corpor-
ations and the Law of Uneven Development' cited.

35See Dudley Seers, "Open Petroleum Economy" op.cit.

6Some aspects of this are treated by Havelock Brewster and Clive Thomas,

The Dynamics of West Indian Economic Integration, Jamaica, 1967 ; Norman Girvan

and Owen Jefferson, 'Corporate vs. Caribbean Integration" New World Quarterly,

Jamaica, 1968; and Osvaldo Sunkel, "Latin American Underdevelopment in the
Year 2000' Forthcoming.

37The Chilean inflation appears to have been caused in part by a failure

to contain precisely those mechanisms. See Osvaldo Sunkel, "Inflation in

Chile: An Unorthodox View' in International Economic Papers, No. 10.






