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ABSTRACT
THE MULTINATIONAL CORPORATION

A STUDY IN THE POLIYICAL ECONOMY OF POWER
NEIL GORDON MACDONALD RENWICK

This study focuses on the question ot how far multinational corporations
lie beyond the regulatory control of nation-states. In what sense

are these corporations autonomous organisations whose rules and

practice exist inaependent of State control? This is a political

rather than economic question, for coneepts such as power, control

or independence are fundamentally political in nature. The thesis
analyses four leading interpretations or the multinationals and

their rvlations with States, the actual characteristica of both

‘actors' and the role of oil multinationals in the international

0i] industry in relation to 'host' and 'home' governments.

Much of the debate over multinationals centres upon their unique
character. Orgénised on the basis of productive capital in a
nuntber of countries, that is, subsidiaries linked to centralised
manageriael, technical and financial resourcss, it is argued that
these companies exercise global flexibility with which the Stdes
-tied to their borders- cannot compete. 'Global Reach' is therefore
claimed to allow multinationals to ignore national regulations and

interests,

This analysis, however, suggests that the multinational-State
relationship takes place within the framework of national regu~
lations and international supervisory bodies that etfectively form
the 'rules' for the multinationals and the boundaries for bargaining.
The multinational forms an important and integral part of the
prevailing system that is largely reflective of State-interests,

rather than a major challenge to the authority of the States,
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CHAPTER I

INTRODUCT TON

This study is concerned with the question of how far multinational
cofporations lie beyond the regulatory ccntrcl of nation-states., In
that sense are the multinationals autonomous institutions whose rules
and practice exist independent of State control? It must be stressed
that this is a political and not an economic question for concepts
such as control, power, or independence are fundamentally political

in nature.

This area of study is clearly important when regarded in the context
of the continuing debate within the field of internstional politics
as to the proper emphasis to be attached to non-state organisations,
and for the evaluation of the contribution made to the field by

theories such as that which argues for a ‘transactional’ approach to

the study of international relations., 1

Multinationals are, however, controversial subjects in their own

right, arousing widespread interest as well as streng passions.
Critical arguments are wide-ranging. Some claim that these corporations
consistently abuse their pover by intervening in the internal political
affairs of States in order to protect their position against internal
political opposition. For supporting evidence such claimants point to
newspaper headlines of corruption involving multinationals and events
such as the overthrow of the Chilean government with the aild of
multinationals, More critical still are arguments that identify the
multinationals as the main forces behind *imperialist’® forelgn policies
of developed home States. The expaﬁsion of Amevrica's role in world

affairs following the Second World War at the same time as American




multinationals experienced their most rapid growth is used to support
this argument. A more critical argument still is that which believes
the multinationals to represent new organisations that dominate and

exploit all States and which are evélving into institutions that will

supercede the States.2

Alternative arguments that follow more moderate perspectives of the
multinationals fall into two distincp positions. The first argues

that the multinationals are largely controlled by home State regulations,
b&t that there is no correlation between government and corporation,

The second is that which agrees that the multinationals are moving
beyond State restrictions but argues that this development will ovefcome

3

the 'divisiveness' of economic nationalism.

Controversy over multinationals stems largely from the distinctive
character of these firms. It is, perhaps, understandable why so much
of the literature about the multinationals emphasises the significance
of economic factors, for these corporations have experienced a
meteoric rise in their economic position during the post-war years.

By 1971 the total 'book value' of these corporations was £165 billion,
adding some £500 billion to the value of the international economy
(almost one fifth of the world's GNF). The top ten multinationals
alone accounted for g3 billion, more thaf the GNP of eighty States.u
The consequence of this rapid economic development was, in the view of
one observer, to leave the multinationals "visible in the 1950's.and

conspicuous by the end of the 1960'3."5



Initial reactions to the emergence of these corporations among
stqtesmen were generally favourable, although é@utious. based upon
their pragmatic appraisals of their countries nceds. To the Western
European and Developiﬁg States alike the multinationals provided new
sources of capital and offered employment, experiise, and economic
growth, Yet, by the mid-1960's govefnments had openly begun "counting
the costs"6 of multinational corporations., The desire for a re-
assertion of national identities, the belief that these corporaiions
might not after all prove able to fulfil the aspirations of national
societies, and concern over mounting national dependence upon multi-
nationals, has now led to increasing scepticism, suspicion and hostility
towards these firms. Such reactions are not prevalent in all countries,

nor with uniform intensity in those where they do exist.

The reaction to the multinationals is closely related to the fact

that the overvhelming majority of these corporations are of American
origin with their parent companies located in the United Stales, 1In
1950 the total 'book valué' of American multinationals was £12 billion
and by 1960 was £33 billion and in the same decéde the number of
American multinational subsidiaries more than tripled from 7,000 te
23,000. By 1974 the 'book value' of these firms had risen to £100
billion.7 In the same period America established itself as the
*leader of the Free World', a posture that did not preclude intervention
in the internal affairs of States in ‘defence' of 'freedom' in the
face of the perceived threat from communism. Concern therefore, grew
in many States that the strong economic posi@ion of American multi-
nationals in these countries could be used by America for political

ends,



The multinational, however, is not only of American origin, a
"merger-movement' - largely sponsored by governments - in VWestern
Europe in the 1960's has provided a basis for a ‘'European riposte’
and more recently still are signs that Japanese corporations are
adopting the multinational structure. The multinational phenomenon
is thus a progeny of the developed world with all the home States
being heavily industrialised.B Attention has increasingly been

paid to this point and to the role of multinationals in the relation-

ship between developed and under-developed areas of the world.9

The crucial characteristic of the multiﬁational that distinguishes

it as worthy of so much attention and study is its possession of
unigque features when compared to previéus international enlrepre-
neurial activities, In a world built upon trade and investment. the
presence of national and international barriers erected on the basis

of national economic interest provides factors of uncertaintly for
firms engaged in international transactions. To limit the possible |
disruption to world-wide investments from these barriers and reduce

the risk factor involved, corporations have adopted strategies of
international diversification to increase their flexibility and most
importantly, to reach beyond national and regional barriers by establi-
shing subsidiaries that operate within States. The linking of these
subsidiaries to a global corporative perspective and organisation,
guided by parent companies overseas, does engender national concern
about outside manipulation of domestic conditions by forces over which
government is unable to exercise direct control. It is upon this

possible compromising of national authority that much of the debate




concerning multinational corporations centres.

The analysis of the multinationals relationship with the nation-

state involves questions of power and conflicts of interest., The
concept of power is open to analytical debate on the grounds of its
conceptual and empirical ambiguities, but for the purpose of this
study power will be used to mean both the caﬁacity and the process

of influencing the behaviour of others to act or refrain from acting
so that the interests of the influencer are followed. This is not a
theoretical distinction, rather it follows a common sense notion of
power as it relates to an assessment of performance, There are
formidable conceptual and analytic problems in refining power

so that it has an adequate theoretical function in explanatory
argument, Power in the context of this study is a relational concept -
there is no evidence that supports the proposition that the multinational
is able to exercise absolute control overthe activities of these
corporations, The distribution of power is closely bound up with the
conflicts involved stemming from respective rationales of State and
corporation. Power relates to the notions of control and dependency.
No State in contemporary international society can be said to be
independent in the absolute sense of the term, the era of nuclear
weaponry, the ‘'penetrated State' and 'economic interdependency',
precludes such assertions. The inability of national governments to
satisfy the economic aspirations of their peoples creates pressures
that push governments into relationships determined by economic inter-
dependency. Such relationships pose political dilemmas for governments.

Clearly the rationale of the State is its 'national interest' as




perceived by government. ‘'National interest' is however, open to
a Qariety of meanings and is often used as a vague “catch—all'.lo

One way of avoiding this problematic term is to substitute 'objectives'
for"interests'.ll One of the 'core' national objectives is undoubtedly
that of maintaining the economic welfare of the population and in
seeking to fulfil this objective governments look to cutside organi-~
sations such as the multinationals to supply goods or services that

they themselves cannot. This economic need, however, produces a political
backlash in that interdependence has consequences for the 'core'

national objective of maintaining a monopoly of authority within the
State in the hands of government. Against the background of such
objectives it is clear why multinationals that straddle a number of
States and are subject to competing national pressures are open to
suspicion and distrust. The list of national complaints against the

multinationals is lengthy.

Governments argue that their attempts at national investment and
resource planning are rendered meaningless by the decisions made by
these firms, often thousands of miles away, according to their global
strategies irrespective of national goals, The same argument is
expressed in relation to pay, prices, employment or budgetary planning.
The decision of the Form Motor Company'ssubsidiary in Britain to award
its workforce a pay increase that exceeded government pay guidelines
in the late 1970's, may well have been a contributory factor in the
eventual failure of the government to achleve re-election in 1979.
Trade unions in Britain and America complain with frustration that

jobs are lost by multinational decisions to invest in low-cost countries




as 'export-platforms®, and more are then lost when the products

are marketed in the developed States undercutting domestically-
produced equivalents._l2 On the other hand, organisations in host
States make claims against the multinationals of exploitation of

the indigenous workforce through the payment of low wages. In

this respect, the claims made in recent years against multinationals
operating in South Africa are some of the most sena-‘,itive.l‘j
It is, however, misleading to ignore the distintions that exist

betwean States, This study makes the distinction between the developed
States and the developing States and also between home and host States,
Distinctions of size, national, economic, political and military.
resources or status, in general usage do not determine the degree of
influence exerted by government upon a multinational in direct
proportion, Influence is determined by a number of additional factors
that differ from country to country, The extent to which a government
desires what the multinational has to effer, the particular historical
development of the country and the awareness of‘the experiences of
other countries in their dealings with multinationals, personalities
such as charismatic leaders, the domestic political complexion of
parties and ‘political culture'.‘the political will of the government
to fully pursue its goals and the nature of the regional and global
pressures involved, together contribute to complex interactions that
enable a government to exercise power over multinational corporations,
Perhaps the lowest common denominator in a discussion of the rationale
of the State is that it seeks simply to maximise its gains and minimise

its losses.




If the rationale of the State (here identified with government) is

the fulfilment of objectives conceived of in purely national terms,
the raison d'etre of the multinational corporation is fundamentally
that of profit maximisation. The strategy of international diversifi-~
cation employed by these firms is believed to provide an ability to
direct capital and other resources to those areas in which profit

can best be achieved. Such fluidity of operations implies that the
corporations are in a position to avoid governments that introduce
new conditions that are regarded by the firms as adversely affecting
their profit margins, or those countries where changes in political
conditions threaten to endanger the position of the firm. At the
heart of the multinational concept lies a desire for market stability
and the reduction of risks to investment. By becoming heavily
involved in all 'stages' of production the influence that the corpo-
ration is capable of exerting is increased, costs are reduced and
stability is increased. Although debate continues over the exact
nature of multinational expansion, over the question whether it is
defensive in nature aimed at protecting established markets, or
aggressive aimed at capturing new markets, the effect of the strategy
has been to enable corporations to generally benefit from comparative
advantages to be found among ccuntries. Manufacturers especially
have grasped this feature of mulfinationalism. The Ford Motor Company
in Burope, for example, is organised in such‘a vay that vehicle
components are produced in different parts of Europe before being
assembled in strategically sited factories and then marketed throughout

the Western European region.

The concomitant features of the multinational strategy; world-wide

_structures, planning and resource movement place a priority upon most

-8-




multinationals, although certainly not all, to hold the international
ring between nationally-based subsidiaries or affiliates. Returning
to the central guestion of this study, tension and doubt concerning
the multinational features of subsidiaries remain among national
politicians, In effect, the worries expressed by government officials
about the multinatioconals can be regarded as the age~old questicn of
loyalty. Do the subsidiaries owe ultimate loyalty to the requirements
of the governments in which they operate or to the parent company?
This is a stark cholce that many company executives might claim does
not exist since the unique nature of the multinaticnal allous it to
serve both, At a time when naticnal governments have harnessed the
forces of the State into an unparelleled degree of centralised pianning
and management, the idea that the multinational subsidiary serves two
masters creates obvious concern and raises questions as to the con~

patability of national and corporative interests,

Before discussing the question of compatability of interest, mention
must first be made of the‘diversity in the different types of multi-
national to be found. In the thousands of such corporations, the
spectrum of size ranges from those household names that operate in
excess of eighty countries, such as the Royal Dutch-Shell Group of
Companies, to those who operate in only two. The operations of these
enterprises are equally broad in nature, there are the long-established
companies that deal in oil, copper, tin, bauxite and other minerals,
others deal in diamonds and preciocus metals, others in primary produce
such as fruit, and still others in the manufacturing of motor vehicles
or computers. The structures and flexibility of these firms vary

according to the nature of their business. Petroleum companies or




copper producers are tied to where nature has decreed that these
mineral deposits are to be found. Manufacturers, on the other

hand, are less tied to one area since factories can generally be
established anywhere and in a relatively short time. In theory at
least, the latter companies have a greater propensity to be *foot-
loose gilants' than the former, However, the point must be made that
once large-scale investment has been undertaken by a company it is
highly unlikely that it will significantly redirect its operations
unless it is felt absolutely necessary for survival. Attitudes of
governments towards these corporations vary according to their
operations, although there will be those that are hostile to all
multinationals just as there are those that are friendly. Extractive
multinationals are perhaps the most 'conspicuous' of multinationals
and as such have received a great deal of attention from governments
as the case study considered later reveals. Yet the very fact that
these corporations were tied to particuiar countries for their supplies
ultimately strengthened the bargaining. position of the governments
towards them., The possibility that manufacturigg firms might ‘go
elsewhere' may have engendered a more low-key approach by host govern-
ments towards their activities, The EEC's desire to stimulate cross-
border enterprises, tempered by fears of abuses by such firms has
resulted not in strident anti-monopoly legislation but rather a code
of behaviour to which multinationals in particular are expected to
adhere., Differences apart, however, it would appear that the multi-
national corporations share a desire for profitability and for the

14

elimination of risk and its replacement by a "surprise-free world",

Despite the size, scope, and unique strategy of the multinational, it

~10-




is difficult to avoid‘the evidence that the multinational does

exist in a world organised by and for the nation-states., The

laws that govern the transactions between countries, and the norms

of ‘behaviour involved, are those established by the States themselves,
The question raised by the growth of multinationals 1s to what extent
these corporations are establishing their own ‘rules' for international
transactions and disregarding the framework established by national
governments? The massive increase in national planning in the post-
war years would seem to suggest that the multinationals are very much
limited in their choice of actions. As the understanding of the
multinational form of business has grown within governments, taxation
laws, labour laws, competition, trade and investment restrictions

have been astutely imposed upon these firms creating a widespread
network of national controls on these‘corporations. These controls
have been reinforced by important related developments, Governments
have generally been increasingly willing to intervenc in their
societies., Pressure has been successfully exerted upon the multi=
nationals to involve newly—established government~backed companies in
their operations through joint ventures, consortiums, or by means of
shared ownership agreements. National pressures are enhanced by the
emergence of multilateral cooperation between similarly placed
governments. Regional groupings; producer ‘cartels', consumer groupings,
have all provided international forums in which national pressures

upon multinationals can be coordinated and mutual assistance sought

and provided. The United Nations, stimulated by the concern of member
countries about the role of these corporations, has published a code of

conduct to govern the behaviour of these firms. The multinationals can,

~11-




as an individual person may do, simply ignore the law. Unlike a
case of individual disregard for law, the internatioral situation

is not governed by one law or reinforced by a single authorily.

As ‘has been noted above there is at least a potentiality for
conflict based upon the respective rationale of the State and of the
multinational. The question, however, musi be asked in this study

how far this potential for conflict is actually realised?

Although the multinational phenomenon might have been studied here

in the context of theories of integration, cybernetics, or trans-
nationalism, four argumente in particular appear to offer hypotheses
invanswer to the questions posed in this study. These arguments'are
characterised as the Neo-Imperialist, Neo-Mercantilist, Sovereignty-at~
Bay, and Global Reach interpretations.15 This study seeks to relate

these arguments to the available evidence and evaluate the strength

of thelr explanations.

The interpretations as a whole argue that the multinationals are
largely beyond the control of the nation-states. The nec-imperialist
interpretation is itself divided between those who argue that the
multinational represents an economic organisation operating on a
purely international level of capital that igncres political structures
and views these corporations as the latest stage of exploitative and
preying capitalism, and those that argue that they represent the agents
of the capitalist countries to exploit other economic territories. The
former view therefore conceives of these forms as being independent of
all countries, whilst the latter retains the view that, as the main

economic concentration in the home State, the multinational requires




the home government to pursue 'imperialist' policies on their behalf.
The neo-mercantilists also argue that there is“a relationship between
ho#e governments and multinationals, but views this relationship in
terms of national poiitical, rather than purely economic, power., The
corporation is therefore not completely independent from the influence
of the(home States' interests, although this view alsc believes that
the home country becomes dependent upon these firms which allows the
latter increasing autonomy. For the ‘sovereignty' and global reach
arguments the multinational is seen as gradually escaping the political
framework of nation-states and becoming increasingly autonomous.
However, as the discussion earlier highlights, the ability of govern-
ments to intervene and regulate these firms suggésts that a realistic
cohclusion must lean towards the view which regards the multinationals

as being tied into the international environment of nation-states,

These interpretations stress the degree of autonomy that they do

largely because of their analysis of goyef and its distribution between
multinational and nation-state. IWithout exception the interpretations
conceive of power as capacity to influence throﬁgh their economic
position., Even the neo-mercantilists argue that national power rests
heavily upon economic capacity. The emphasis upon the eccnomic indices
of turnover, profit, or the number of countries of operation of these
corporations, by these interpretations and the attempt to use these in
a direct comparison with countries leads in consequence to the assertion
that power is asymmetrically distributed in favour of the multinational.
Power and influence, however, are concerned not only with measurable
capabilities but with unquantifiable intangiﬁles such as perscnalities
or political will as noted earlier, Moreover, the successive rounds of
bargaining between multinationals and governments leading to significant

advantageé accruing to the latter, especially in the oil industry,

~13-




indicate the reciprocal nature of power in these relationships.

The assumption of asymmetrical power is closely entwined with a
related belief that there is an inherent and irreconcilable conflict
of interests between the State and the multinational corporation.

To the neo-imperialists the multinationals form mechanisms for the
accumulation of capital and as such propogate the international
division of labour between the capitalist ownership and the workers,
whether this is regarded in terms of people or of States., Furthermore,
the debate within this interpretation between the international and
national levels of analysis is directly related to a theoretical
debate concerning a conflict between an emergent international economy
.and the established national economic‘units. The neo-mercantilists
argue that conflict is present between multinational and hest govern-
_ment sincethere is argued to be a harmony of interest between enterprise
and home government. As the main instrument for the enhancement of
national power and influence, the multinational thereby represents

the leading contemporary focus for the conflict between those countries
that dominate and those that are dominated. As in the previous
interpretations, the sovereignty-at-bay view is of the multinational

as an economic unit. This view argues that these corpcrations, by
acting as the means by which national economies are drawn into a single
world economy, places them temporarily in conflict with governments.
Once a world economy is achieved the disharmony of national economic
self-interest will be removed. This same development is identified

by. the global re:ich argument but is regarded with pessimism. The
philoéophy and organisation of the multinational, summed up as “cne

wordisn®, 1€ is believed to be in direct conflict with the immobile,

w1l




territorially-bound nation~state. However, the three aspects of

these arguments concerning conflict; that the multinational is

breaking down national borders; that conflict is inevitable; and

that conflict is irreconcilable; are not supported by evidence,

The preceeding discussion of power and autonomy has suggested

that the multinationals remain very much a part of the nation-

state framework, It cannot simply be assumed that because multinationals
operate in a number of countries that it inevitably follows that they
are in conflict with these countries, Tensions and conflicts of
interest do exist, but the large number of mutuelly accepted agreements
that result from bargaining such as those in the oil industry, deo not-

support the view that conflicts are either inevitable or irreconcilable.

In order to aid evaluation of these arguments surrounding the multi-
nationals relationships with the nation-states, a case study of the
international oil indusiry is included'in.this work. The oil multi-
nationals offer advantages to students-of the multinational phenomenon.
Information and statisticél evidence is more re;dily available for
these enterprises than for others, mainly as a result of the increased
research following the oil crisis of 1973-74, As the earliest and
largest of multinationals, the 'oil majors' form an obvious grouping
dealing in a commodity that features large in national deliberations,
This is not a comparative study, but by examining the character of
these corporations and the issues involved it may prove to enhance
understanding of the problems and arguments at the centre of the
debate on these firms. The inclusion of a case study is, therefore,
in part an attempt to ask whether the interpretations lcoked at in

chapter two stand up to empirical enquiry. This is not an exercise

-15-




in ‘écientifio testing' for such lies beyond the terms of reference
for this study. Indeed these interpretations do not lend themselves
to such testing being largely historical exercises of a loose and
genéralised nature with only the neo~imperialist interpretation

presenting itself as a general theoretical study.

In the following chapter, the main elements in these respective
interpretations are analysed and discussed, Chapter three forms a
detailed analysis of the multinatibnals and the nation-states.
Chapters four and five constitute the case study. An overall per-
spective of the international oil industry is followed by a detalled
study of the oil multinationals and their relaticnships with various
governments during the early years of the 1970's. The concluding
chapter draws together the arguments raised throughout the study,
discusses their relevancy to avallable evidence, and attempts to
establish what is the relationship of the multinational corporation

to the nation-state,

-16-~




CHAPTER 2

THE INTERPRETATIONS

Neo-imperialism, as part of the wider theoretical body that is
marxism, argues that socio-political relationships and historical
change derive principally from the material bases of society.
"For marxism imperialism is not a political or ideological
phenomena but expresses the imperative necessities of advanced
capitalism.l "Neo~imperialists accept as a basic premise a funda-
mental importance for the 'means of production' in their analysis
of human affairs:

"Marxism traces the dynamic of social activity and

historical development to its roots in the production

and reproduction of the means of existence, It is on

the material base, itself continually changing as men

establish greater powers of control over their environment,

that the superstructure of culture, institutions, laws

and political systems arises. While these superstructural

forces may and do assume an autonomy of their own and reaet

upon the material base they are, in the last analysis,
referable to it." 2

In this interpretation therefore, the multinational - as the largest

and most international of capitalist enterprises - is the direct
consequence of the capitalist mode of production in which an insatlable
search for profit, and international division of labour and a world
network of dependent and exploitative relationships are the essential
characteristics. This interpretation is therefore an attempt to explain

the multinational in the wider context of a general theory of capitalism.

Although an early stage in the discussion, it is important to pin-point

four analytical problems with this interpretation that inhibit it almost

=17~




from the outset, Firstly, by attempting to explain multinationals
by.méans of a general theory, the question ariges as to the extent
te which the phenomena to be explained is manipulated simply to
substantiate the ovefall theory. Whilst not necessarily deliberate,
it may be that the criteria used for explanation are predetermined
by the pre-existing theory and consequently produce explanation

that fits favourably into the overall analysis,

Secondly, much analytical circularity may be responsible for the
overemphasis upon economic determination in the nature and role of

the multinational, In the previous chapter the point has been high-
lighted that the significance of the multinational is not economic

buf political., Neo-imperialism confuses its explanaticn by incorrectly
equating economic strengph with political power, and, by assuming
this, concluding that the power and role of the multinational can be
quantified, its behaviour and effects described and predicted by the
mechanics of eccnomic forces. This inﬁgréretation is talking about
'imperialism' ~ in other words - control. But control is mcre than
economic might, it involves concepts such as so;ereignty and autonomy,
emotional and psychological factors, and questions of subjugation and
rule. These cannot be quantified or reduced to economic relationships

and to do so is to follow a barren explanatory path.

Thirdly, the neo-imperialist argument is formulated in absolute terms.
It is argued that multinational economic strength provides an over-
whelming leverage with which it forces States to accept conditions

they might otherwise reject. However, as chapter three below indicstes,

the interpretations as a whole mistake multinational appearance for
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reality. It is clear‘from the evidence looked at throughout this
study that the multinationals are not as strong in their economic,
organisational, or motivational characteristics as these arguments
assume, nor in practice do these firms exercise such a dominating

3

leverage in the contemporary system. The claim, moreover, that

the multinationals manipulate national entities is surely of poli-
tical significance rather than economic, for the limitaticn of national
authority - national sovereignty - is by its very nature a political
question involving relationships of far greater complexity than the
simply drawn equations of the neo-imperialiste, Intensive bargaining,
such as that of the oil industry, characterises the multinationals
relations with States, each actor seeking to maximise its henefits

but ultimately willing to seek compromise in order to maintain access
to the resources it desires from the other;4 therefore, it is not
uncommon to see a continuihg dialogue between multinationals and
States even after the dramatic step of nationalisaticn has been

enacted by the State.5 It is in this willingness to resolve competing
goals and interests that the political nature of the relationship
between multinationals and States lies; both in the multinationals
relationship to individual States and also in its position 'in-between'

States competing interests.

Fourthly, whilst it is clearly possible tc afgue that there are
competing interests within the multinational-3ate relations, it is
misleading to assert - as this interpretation does - that the relations
are inherently, inevitably, and irreconcilzbly conflictual. 7This claim

stems largely from an assumed concepticn of the capitalist system as
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being founded upon economic contradictions and driven by a historical
development of periodic conflict that is tantamount to a 'law’ of

7

human development and relations. However, specific to the multi-
nationals, where conflict has occurred it has resulted from particular
circumstances rather than any inherent propensity for conflict. 1n
virtually all the cases of high tension belween the actors there has
been eventual agreement and stability achievéd, largely as a result of
multinational acquiescence to State demands in the face of mounting
pressure and collective state bargaining positions. Together these
analytical problems amount to an insurmountable barrier to complete

and persuasive explanation, as the more detailed discussion below

reveals,

Standing firmly in the intellectual tradition of writers such as Harx
and Lenin are the 'State-capitalist' and 'Super-capitalist' arguments
that constitute the two main contemporary neo-imperialist lines of
thought. The former argues that the multinational is the instrument

of the developed capitalist States, exploiting the resources and cheap
labour to be found in the less-developed States, thereby ensuring the
continued survival of what Lenin called "parasitic or decaying
capitalism.” The latter view argues that the multinational has left
behind its 'home' State ties and acts independently in the international
system, a new phenomenon of capitalist development, creating all states
into dependencies and exploiting them for its own aggrandisement, The
difference in the level of analysis reflects the formers emphasis upon
the °‘national' development of capital and the latters emphasis upon

the 'internationalisation' of capital.8 To begin with however, it is
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impoxrtant to review the Marx-Lenin tradition that forms the basis
of all the later writings before moving onto discussion of

contemporary arguments,

Marx argued that the productive forces released by the capitalist
mode of production could not be contained within the confines of
the advanced capitalist States, HMarx did not develop a theory of
imperialism but three aspects of his thcught have become central
to neo-imperialism., Firstly, Marx asserted that capitalism is an

inherently expansionist system:

"The conditions of bourgeois society are too narrow to
comprise the wealth created by them. And how dces the
bourgeoisie gel over these crises? On the one hand, by
enforced destruction of a mass of productive forces; on
the other, by the conquest of new markets, and by more
thorough exploitation of the cld one's." 9

The capitalist enterprisé, be it the-lgth century firm or the multi-
national. is believed to be forced abroad by the economic necessity
of overcoming a tendency for the rate of profit to fall.lo To break
out of an inevitable slide into étagnation the enterprise expands
abroad, mainly to less-developed countries, to éXploit the cheap

labour, raw materials, and market, thus producing a higher profit

and continued growth.

This first point,however, highlights a problem that runs through-
out this interpretation, namely the assumption of too high a level of
systematic rationality. 1In attempting to explain using ®scientific’
methodology. Marx deliverately created an abstraction: ‘pure capitalism',

The perfect °‘closed system® of total re-investment simply does not exist,
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There are too many immeasurables for such a system to be compared to
'reality' or for a strict law of declining profit to be advccated.
Capitalism as a productive ‘'form' and as a systematic ideology has
been replaced in many areas of the world and is under threat in
others. Even in the historical birthplace of capitalism, 'mixed-
economies' and 'welfare-state' societies refleclt the weakening in

the stridency of 'laissez-faire'! ideology. In terms of the multi-~
national. expansionism in the marxian sense does not exist, Multi-
nationals are growing in size and scope and profits are reaching new
1evels.11 but such trends hide the uncertain basis of these firms
growth, The multinationals are, if anything, dependent upon the
continued goodwill of the States in allowing them to operate within
their territories. It is claimed that these firms make themselves
indispensable, but the rise in the stfength and scope of the obscles-
cing bargain lessens the force of this claim. In some industries
multinationals have been reduced to contractors, pressured into
unwanted joint-ventures with State companies, or simply expropriated.12
For some the pressure has forced them to withdraw rather than try to
'fight-it-out' with the Sfate. 13 There is a great difficulty there-
fore in trying to project Marx's idea of capitalist expansionism into
the contemporary_system. although as we shall see this has not stopped

others from trying.
Marx's second point is related to the present-day claim that multi-

nationals are by nature monopolistic and oligopolistic. Marx argued

that the early period of capitalism characterised by a high degree of
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competition, would be replaced by a consOlidation of capital and

a lower level of competition. By rationalising production, tech-
nological advance, and mergers, a small number of firms are left

in the market. Monopoly capitalism is therefore established leaving
economic (and thus political) power in the hands of a few. Multi-
nationals with massive R & D‘expenditures, high technclogical levels
and relatively small numbers,lq are believed to be the ultimate
evidence of Marx's theory. However, there is little evidence to
suggest that these multinationals are able to sustain any level of
cooperation for any length of time, competition and self-interest

15

constantly 'breaking-out®. Moreover, multinationals domtexercise
total control over their respective industries; the rise of indepen-
dent firms and of State-owned companies have provided alternatives to
the multinationals and significantly undermine the ability of such

16

firms to exercise cartel power over States.

Thirdly, Marx argued that capitalist society is divided intc a ruling
bourgeois class owning the means of production, and a proletarian mass
exploited by the former. 1In the international system this meant that
wealth and poverty became polarised between rich and poor countries.
Translated into the contemporary international system, it is argued
that a capitalist ‘metropolis' attracts economic surplus (profits)
drawn from less-developed ('periphery’) States through the medium of
actors such as the multinationals.l7 ‘The law of the class struggle '
thus concludes that rich (developed) States exploit poor (less-

developed) States by means of the dependent relations created by the

multinationals,
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Apart from doubts as to what ‘class' actually is, greater doubts
must‘be expressed over its uscfulness in explaining multinationals,
Marx's concept is too simplistic to offer convinecing explanation.

The abstracted view of two homogeneous class blocs, mutually
antagonistic and irreconcilable, veils the complexities of inter-
national relations. Where, for instance. does this theory place the
Aradb states with their immense wealth, military power, but under-
developed industrial infra-structures? Conflict, of course, does
occur, but it is not inevitable. United Nations programmes, regional
organisational initiatives,and reviews such as the 'Brandt Report?,
indicate attempts to increase cooperation and understanding between
riqh and poor in the world.18 The discussion of 'dependencia' models
below.19 indicates that such relationships are rarely the 'zero-sum'

situations posited by the interpretation.

Marx was not attempting to offer a specific explanation of imperialism,
and his arguments may therefore be claimed to form merely a backcloth
to today's arguments, But since these three elements have been sub-
sumed into contemporary thought, it is important to Aote that the flaws

evident above are carried through to modern theories.

Lenin took up the concept of monopoly capitalism and placed it at the
centre of his own study, and it is Lenin who can be accredited with

the development of the first full theory of economic imperialism,
Imperialism represented for Lenin "the moncpoly stage of capitalism“.zo
itself being the highest and final stage to be reached by capitalism.
Not only had capitalist concentration reached its highest point in the
international cartels of the period, but it was characterised by a new

feature:
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‘"Under the old capitalism, when free competition
prevailed, the export of ‘'gcods' was the most
typical feature., Under modern capitalism, when
monopolies prevail, the export of ‘*capital' has
become the typical feature." 21

Atithe heart of this new stage of development is the international

cartel:

“Monopolistic capitalistic combines-cartels,
syndicates, trusts-divide among themselves,

first of all, the whole internal market of a
country, and impose their control, more or less
completely, upon the industry of that country.
But under capitalism the home market is inevit-
ably bound up with the foreign market. Capitalism
long ago created a world market. As the export
of capital increased, and as the foreign and
colonial relations and the 'spheres of influence!
of the big monopolist combines expanded, thing's
'naturzlly' gravitated towards the foundation of
international cartels." 22

The competition between the large capitalist cartels makes it an
inescapable imperative, in Lenin's view, for home states to secure
the areas of overseas trade for their 'own' firmé and prevent then
falling into the hands of competitors, Capitalist competitive
investment to extend control is claimed to necessitate the extention
of political centrol in the form of empire, thus forming V...a solid
basis for imperialist oppression and the exploitation of most of the
countries and nations of the world; a solid basis for the capitalist
parasitism of wealthy States."23 Political and military conflict
inevitably ensues from such competition; Lenin's ‘'Law of Uneven

24

Development' allows for nothing else.”

Described by one critic as a "work of negligible intellectual quality
but vast political COnsequence",25 Lenin's work is criticised on a

number of points. First, the relationship between the economic and
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political-military mo£ivations behind‘WWI‘are not proved, The
economic advantages to be gained from such conflict were small whilst
the strategic and political gains are obvious during a period of
renaissance for German power.26 Second, the question of monopoly
for today's system is unlikely to receive the answer that Lenin
gave for the multinationals do nct represent the forces of total
control posited in this view, Moreover, lenin's faith in the role
played by 'finance capita1'27 must be countered by the fact that
multinationals are very largely self-financing organisations free
of many ties to Banks. The evidence that the majority of multi-
national investment goes not to less-developed States but to the
developed States appears to be in direct contradiction to lenin's

28
argument.

Finally, the post-Second World War periocd has seen the primacy of
the principle of 'national self-determinatiocn' and the broadly
voluntary dismantlement of the formal empires tnrough the de-
colonisation process. When this process began to gather pace the
Marx-Lenin thesis appeared dead; how could capitalism expand as
this view argues it must to survive? What is the role of the inter-
national monopoly-cartel or multinational - without the formal

presence and protection of their 'home' States?

The challenge has been taken up by the State-capitalist and super-
capitalist arguments referred to above., To deal first with the

State-capitalist school; two sub-views exist; the Neo-leninist
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which accepts the Marx-Ienin tradition but ‘regards the multi-
national as the instrument of capitalist states to exploit over-

seas economic advantages in an ‘'informal® framework of multinational
‘empire'; and what may be called the 'Americanisationalist® which
argues that both the tradition and the neo-leninists are correct

in their analyses but that rather than the multinationals acting as
the instruments of all developed States they are actually the agents

of only one, the largest capitalist country - The United States,

Again these arguments accept that economic forces act as the major
dynamics in the international system, and the thesis that the signi- .
fi¢ance of the multinational is economic rather than political.. Nec-
Leninist writers such as Maurice Dobb, Richard Wolff, and Tum Kemp
implicitly aqcept the central ideas of economic determinism, capital
concentration and the class nature of the international system.29
However, the rapid dismantling of formal empires necessitated adjust-
ments to the overall explanation. Multinationals thus became the
cornerstones of this interpretation; by creating and distributing
large amounts of investment the multinatiocnals are conceived as
spinning all-embracing webs of dependent and exploitative relations
these enterprises are the principal means, in this view, by which the

old formal empires were simply replaced by informal 'invisible' means

of control.

Imperialism, in this view, is fundamentally economic, being defined as:

"...a relation between two countries or-areas involving the
creation of super-profit for the benefit of one of them, either
by means of some form of monopolistically regulated trade
between them, or by an investment of capital by one of them

in the other at a higher rate of profit than that prevailing

in the former." 30.




Moreover, multinationals are claimed to still drag their 'home'
States overseas with them, through the .extension of 'informal'

spheres of political influence. Thus:

", ..modern capitalist imperialism comprises a complex

of private corporate peclicies, supplemented by induced
government support, seeking to develop secure sources

of raw materials and food, secure markets for manufactures,
and secure outlets for both portfolio and direct capitalist
investment.," 31

But from the evidence avallable, ‘home' government support -
when really needed by the multinationals, has been distinctly
lacking and when given has been singularily ineffectual, weak, and
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largely counter-productive. 'Home' government confidence in the
multinational has bheen undermined by the success of the renegotiation
of the position of multinationals in 'hosi' States central to the
obsolescing bargain. The questions of ,'loyalty' raised by events in
the oil industry during the 'seventies', especially among ‘american’
multinationals and the US government, bear witness to the uncertainty
and instability felt in ‘home’ countries ﬁver the role played by

33

these enterprises and the repercussions for their own situation,

Neo-imperialists further claim that State conflicts have now been

superseded by a world competition among multinaticnals, tying up the

newly emerging States as effectively as the old empires had once done:

"While not relaxing the economic stranglehold over these
territories and sectors where the extraction of surplus value,
and its realisation. can take place smoothly and on an
expanded scale, major tactical changes have been made in the
political field, there has been withdrawal from untenable
positions. Political power has been passed to the nascent
bourgeois and new independent states have come into existence,
If we look, however, at the activities of the big extraterri-
torial companies in these areas, they are as important as ever,
New private investment takes place as, and when, expedient.
Government aid goes in the prop up the economies of unviable
states which have been brought into existence as the result

of 'decolonisation'....

«sseees..The new states, whose rulers in fact are hostages
for the continued presence of the monopolistic concerns
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which they cannot do without. show 1little possibility

of being able to generate their own supplies of

capital on a scale adequate to build up balanced in-

- dustrial economies. Their dependence on the world

market grows rather than diminishes and economic

independence is a mirage." 34,
The problem with this view is that whilst the multinationals are
very important actors, their investments have been increasingly
regulated by States, Of course foreign investmenl takes place
only where expedient; few successful businessmen invest in un-
favourable conditions. Investment presumably continues to flow into
these countries because multinationals still feel that their returns
will merit it. There is little to stop governments from renegotiating
the operating conditions once the multinational has been enticed into
entry, as the Arab o0il States have discovered to their benefit, With
the acquisition of statthood comes also the right to refuse access,
This right has been used sparingly since it is more useful as a

bargaining counter and its implementation is more a sign that bargain-

ing has failed.

States are not hostages. With better bank balances, greater knowledge
and technical experise gained through ‘participation® agreements,
collective organisations and bargaining positions, it is 1incerrect

to claim either that these countries do not possess substantlal bar-
gaining power or that they ére unable to do without the multinationals,
The overall picture of the government multinational relationship
indicates a greater degree of balance than is accepted by this inter-

pretation., The accepted desire for the obvious benefits that the
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multinationals can offer is balanced against the dangers of lost
sovereignty and exploitation, but also against the multinationals
desire for access and its awareness that its terms of entry will be
under pressure once investment begins to flow. The majority of
bargains appear to reflect this pragmatic understanding of each
actors position and interests.35 Bargaining tshes place within the
overall context of the nation-states system, but the bargaining
itself takes place on the basis of a realistic appraisal of mutual

advantages rather than from a position of absolute contreol,

For the Americanisationalists the multinationdis.predominantly the
agent of America. As the largest and most advanced c¢f capitalist
States, America is said to be the ideal environment for the emergence
of such firms. and the fact that America remains the 'home' for the
vast Majority of multinationals is regarded as suppogﬁng and conclusive
proof for this assertion. Apologists hbweyer, differ as 1o whether

this expansion from one base is uniting‘capitalism internstionally

or vwhether it is leading to rivalry among capitalist States.

'Super-imperialists' argue that America is the "organiser of world

"'3?

capitalism, preserving its unity in the face of Socialism American

hegemony is claimed to be dividing the internaticnal system between

38 The flows of

the capitalist rich and the under-developed poor,
direct investment suggest that there is a high level of multinational
activity in the developed countries and that American investment in

i1 But to argue that this constituted

Western Burope is very large.
capitalist unity under American hegemony is misleading. Self-interest

promotes as much competition as cooperation among these countries,
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and French, I[talian and Japanese dirigeste policies are being more
mo@erately followed by other Western European States.uo Furthermore,
when it comes to the crunch - as in the 1973-74 o0il crisis - unity was '
superficial, if that; Confusion and suspicion mitigated against
American attempts to mold the 'capitalist West' into a coordinated

and united group under its leadership.ul

Harold Magdoff argues, however, that American encouragement for
multinatiocnals stems from the desire to tie in the developing countries
to its global defence against the spread of socialism and the influence

of the Soviet Union:

", ..there is a clese parallel between on the one hand, the
aggressive United States foreign policy aimed at controlling
(directly or indirectly) as much of the globe as possible,
and on the other hand, an energetic international expansion-

ist policy of United States business." 42

Thus the Cold War; CIA involvement in Cuatemala; and the involvement
in Vietnam are all claimed to explainable in terms of a defence of
economic interest, Domeétically, the government-business relationship
is said to be evidenced by the corporate taxation exemptions, executive
relief provisions, and anti-expropriation acte such as the Hickenlcoper

l
Af\mendment.‘3

Two aspects are central to this argument; first, that US foreign
policy and multinational business interests coincide, and second, that
there is a domestic American class interest that cuts across government

and business.

American business and foreign policy objectives and interests do

occasionally coincide such as in the overthrow of Mossedegh in Iran;
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the embargo on Cuba; or the pressurising of the Allende government
in. Chile that led to its eventual fall, But to extend this to an
almost iron law of inevitability is quite wrong. Vietnam was a
disaster for American business as well as its military; the Libyan
challenge to the o0il companies brought a feeble response from the
American government; and the oil crisis found the largely pro-Arab
multinationals in direct contradiction to American pro-Israeli
foreign policy.“u Thus such broad generallsations have no place in

the analysis of multinational-foreign policy relationships.

The interpretation as a whole, but the State-capitalisi view in
particular, assumes that the government of a State is merely the
representative of the ruling economic class. This assumption stems
mainly from Marx's claim that: "The exccutive of the modern state is
but a committee for managing the common affairs of the whole bour-
geolsie," Thus the assertion that the -mqltinationals represent

the largest concentrations of capital in society and therefore of
political power, leads to the conclusion that government merely
reflects tﬁcir interests and goals. The discussion in chapter four
below highlights the problems of such a claim. The oil 'shuttle' to
government cannct be 'proved' to constitute a mechanism for the
expression of class conciousness, it may only be r:xss.umed.b'5 In
addition, the significance of the ‘post-industrial' society that is
said by some to be emerging may have far reaching implications for the
already weak and unconvineing concept of class.l+6 Overall, there is

little supporting evidence for the super-imperialism argument.
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But what of imperial rivalry? Is such disunity that exists being
translated into such a high level of tension? for writers such as
Erhest Mandel American investment threatens the independence of
Europe and it is to meet this threaf that European industry is now
rising to challenge North America.u7 However, there is little evi-
dence to support the view that there is an intense battle taking
place between the capitalist States to control each other's
economic territory. American investment is being challenged in
Europe and European investment is sléwly crossing the Atlantic te
Aﬁerica, but these trends are as yet in their earliest stages and

Lg
in no respect constitute an imperial rivalry.

The central theme of the State-capitalist argument is that multi-
nationals are the agents of nationally-structured capital. The
foregoing discussion suggests that this line of thought is funda-
mentally weak. Firstly, the multinationals clearly do not control
the States (host) whether for their own pqrposeé or for those of
their *home' States. The obsolescing bargain is too strong and
significant a movement, eépecially in the 'host' States, for the
‘zero-sum' argument to continue to carry any real force, In some
situations it may be that the multinationals gain greater benefits
than the State, but this does not remove the fact that States have
the sovereign right to access nor does it allow for such a broad
generalisation to be made regarding the multinationals role in the
international system as one of domination. Secondly, the multi-
nationals. whilst forming significantly large actors in their res-
pective industries and in national economies, are by no means mono-
polies., Alternatives exist in the form of State champions and

‘independents'. DMoreover, the oil industry suggests that for multi-

nationals to operate a significant control over governments, they
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must form an absolute monopoly over their particular sector, to

fail to do so is to be liable to being.undermiﬁed.49 Thirdly,

thére is little evidence to support the view that ‘home' govern-
ments inevitably, and in all cases, support the multinationals.

The point rests upon the question of class rule. The studies of the
0i1 industry below show that such linkages‘cannot be yproved; the
failure of this view to state that class~conci§§ness is an assertion
rather than a fact again distorts its explanation. Fourthly, argument
is confused over the stress being placed upon the national and inter-
national levels of analysis. From the time of Ilenin there has
appeared 1o be a contradiction between the claim that capitalist
monopolies are at the same time nationally orieniated and dominant
whilst also constituting the central units of a world market based
upon a new extra-territorial capital. The problem is left unresolved

by later writings,

The emphasis of the State-capitalists upon economic delerminants

is mistaken; the significance df the multinational lies with the
bargaining process and the fairly balanced distribution of benefits
that emerge from it. The réconciling of competing (not conflicting)
goals on the realistic basis of a mutual awareness that each actor
benefits from such a dialogue, is the essence of the political impor-
tance of the multinational. be it in the context ¢f bilateral or

50

multilateral relations.

‘Super-capitalist' arguments claim that capital is now entirely

internationalised and that this remains the only valid level of
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explanation.

51

In this view the multinational is a new

phgnomenon in the development of capitalism; it is an autono-
mous actor exploiting all countries for its own designs. But by
elevating capital to.this new level through multinational
productive investments, a territorial non~;oincidence I1s said to

be produced between the new capitalist form and the traditional
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State units., - *Critical rivalry' results from the tension between
the two capitalist forms as the States become increasingly sub-
ordinate to the multinationals. The emergent relationship is

likened to that of 'manager~c1ient':54

"To these giant accumulating companies, national
governments - even quite powerful governments of

- developed countries which once had imperial power

are but client states, granted concessions of
capital investment only on condition of good
behaviwur; e.g. tax allowances, state aid, credit
guarantees, trade union laws, and so on., These
companies ... are the new empires, While ithe very
largest of the nation-states the USA, the EEC as
the new superstate, Japan, perhaps .still the UK
are regarded as providing basic protection in a
competitive world, the companies are quite oppor=-
tunistic in this regard and prepared to switch
bases where it is to their advantage to do so. The
challenge that these companies pose to the demo-
cratic choices of the peoples in rich and poor
countries alike, as to their common rates and paths
of economic growth, brings together the common
interests of both." 55

The multinational is thus envisaged as increasing its ability to
decide independently how, where, and when to act, irrespective of
national considerations. On the other hand, the State is regarded

as losing its sovereign independence in its relations with the
multinationals; its field of choice has been severely narrowed by

the growth of these enterprises and the devélopment of the State is
CIaimgd to be open to the whims and fancies of multinational decision-~

makers beyond the boundaries of that state,
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However, Bill Warren. whilst arguing within the confines of the
neo-imperialist interpretation) provides a salient critique of the

56

Super-capitalist argument. Warren argues that the position of the
State is now greater rather than weaker than it once was, The
increased involvement of multinationals in States has created un-
certainty and instability. To redress a perceived imbalance govern-
ments have been forced to take an active role in their societies to
re-assert their positions of sovereign authority with regard to the
multinationals, Warren is essentially talking of economic relations
rather than overtly political inter-actions, However, in oxder to
re-assert their economic positions governments have undertaken
processes of renegotiation and bargaining that are of political
importance, not just in themselves, but because the whole issue being

dealt with is that of national sovereignty.

Super-capitalism, like the other neo-imperialist arguments, suffers
from its dogmatism. By boldly asserting the multinational to be of
a supra-national character, by asserting the primacy of eccnomics to
the exclusion of all other factors, and by assuming that national
independence is more than a normative a.bst,reclc'r,ion57 this view is led
inextricably toward vague predictions of the future werld that bear
little relation to the reality of the obsolescing bargain in the

contemporary system, a future wherein,..

"...a regime of North Atlantic Multinational corporatlions
would tend to produce a hierarchical divisicn of labour
between geographical regions corresponding to the
vertical division of labour within the firm. It would
tend to centralise high-level decision-making occupations
in a few key cities in the advanced countries, surrounded
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by a number of regional subcapitals, and confine
the rest of the world to low levels of activity
and income, i.e. to the status of towns and
villages in a new Imperial system.," 58

The focus in the Supér~capitalist view has thus moved considerably
towards the effects of imperialism rather than its causes, and in
this shift is reflective of the neo-imperialist interpretation as
a whole. Most obvious has been the emergence of ‘'Dependencia’
arguments and studies that identify an international economy in
which an underdeveloped 'periphery' of States are dependent upon
an advanced capitalist 'core'.59 A.G, Franks' 'law of Capitalist
Development' argues that underdevelopment is not a traditional
state of affairs, nor a stage of development to be passed through,
but the inevitable product of the internal contradictions of the
world system of capitalist development.6o The exprcpriation of
profits by the few from the many; the polarisation of wealth and
poverty; and a perpetuation of dependency in poor countries
through the re-creation of capitalist_qon£radictions in these

States by multinationals,” thus produces a world in which:

"The capitalist system arises like a central star which
exploits an entire system of satellites which in their
turn exploit those lower down the system. #Within the
underdeveloped countries, therefore, we find a systen
of internal exploitation linked to the international
system." 61,
The obsolescent bargaining of recent years would seem to contradict
this view, The pressure upcn multinationals to limit their

operations, disclose information, re-invest profits and 2llow State

participation, or ultimately face expropriation, is less evidence of
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' 2
‘satellitisation' than of the exercise of sovereign authority.6“

The neo-imperialist interpretation involves core assumplions

abdut the way that the international system should be ordered.
Absolute independence and equality are normative values that
pervade these arguments. DBut these values are inferred rather
than explicit, shadows rather than substance, and hinted at by the
use of terminology such as ‘dependence' and 'exploi~ationf; These
are not objective terms and are rérely defined. What then do these

terms really mean in the context of this interpretation?

One theoretician has ventured to define dependence as a "condition-
ing situation in which the economies of one grcup of countries are

N
w63 In this

conditioned by the development and expansion of others.
respect then there can be no independent State since all States are
influenced by the developments of others! What is really being

argued is that some States are being exploited by others. In other

words, there is an implicit conception of 'injustice' in this argument

that is tantamount to a subjective value judgement since it is nelther

explicit nor 'proved'. R. Jenkins makes the staggering claim that
"The world is inherently exploitgtive".éu In order to support these
claims the arguments fall back upon the relative safety of economic
equations, for what these theoreticians utilise is the concept of

"65

"unequal exchange in which there is a discrepancy in the value cf
A

things exchanged in favour of the advanced States.éo There are

terrible difficulties in trying to objectively define what is fair,

can any level of inequality or imbalance be said to be fair? Even
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in these purely eccnomic constructs it is impossible to draw the
'terms of trade® in measurable ways. There is more involved than
economics; for centuries philosophers have tried tc clarify means
by which sgtate influence in the international system may be

evaluated,

By insisting that the significance of the multinational is econonic,
the interpretation distorts its analysis. IMonccausality avoids com-
plexity., and the political and relative nature of the multinationals
role in the international system. ‘'Rule' (imperialism) cannot be
confined to the sterility of the economic forces and systematic

rationality of this argument, for, in the words of one writer:

".,.for the utilitarian psychology which unites ilkrxism
with the classical political economy. the broad
instinctive life of man remains like a river underground,
not so much unheard as unexplored. In the daily life of
societies it constantly bursts to the surface and leaves 6
little in the history of the simple patterns of cur theories".)7

Economies are important to the Neo-lercantilist interpretation also,
Unlike the previous arguments, however, thie view does not attempt
to explain within the context of a general theory relying instead
upon historicist approaches. The neo-mercantilist argument rests
upon four main points., First, economic interests - including multi-
nationals - are subordinate tools for State foreign policy; the
economic and politico-military requirements being synonymcus with
the 'national interest' as perceived by government. Second, the
expansion of multinationals during the post-war period is an insepar-
able part of the extension of 'home' State spheres of influence
throughout the world. Third, international instability resulting

from a relative decline in American hegemonical rule is leading to
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a re-assertion of national self-interested behaviour wherein
the mu1tinationals are increasingly under pressure from 'hosts',
Fourth, the utilisation of multinationals as the instruments of
national policy and of national self-interest reflect the belief
that the fundamental nature of the international system is anarchic
and is driven by the realities of State power, In essence the neo-

mercantilists argument focuses upon:

"...the system of natlonalistic rcgulation of econcmies

which is designed to advance a particular states

economic, political, and military power in competition

with rivals," 68
The importance of eccncmic interests such as the multinationals
to the national interest is rationalised by this interpretation
upon four assertions:69 (1) Wealth is a crucial means to power,
for defensive or aggressive purposes; (2) power is an essential
means to wealth; (3) wealth and power are each the proper ends of
national policy; (4) there is a long-term harmony between these
ends. The overall relationship between economics and politics is
therefore defined as one of "mutually-supporting objectives, each

capable of being used as a means to the attainment of the other," 70

The assumption of a direct correlation between multinational spread
and 'home' country political expansion is a central point that needs
to be proved by this interpretation. What is the real nature of the
relationship (if any) between economics and politics? This interpre-
tation is largely directed at America as the 'home' of so many multi-
nationals. and it is in the American context that the following dis-

cussion centres,
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Like Britain before 1t, America is regarded as systematically
ordering the post-war world in order to assert its sconomic,
military and political hegemony over as much of the globe as
possible in the face of a rising Soviet Union. Multinationals,
aided by American political expansionism, found international
conditions favourable and their growth was rapid during this
period and obstacles few., In turn, these enterprises both
carried American values and interests overseas and provided an

economic bulwalk against socialism:

"American political and military supremacy after World

War Two was a necessary precondition for the predominant
position of American muWltinationals in the world economy.
But the reciprocal of this is also true; corporate expan-
sionism in turn became a support of America's international
and military position.”™ 71.

'Pax Americana' is said to have stemmed from the extension of
American support to Western Europe following the war, thus creating
the 'necessary' conditions for multinational growth in this arca,
the ‘sufficient' conditions involving not only technological
advance, but 'home' State policy support, liberalistic ideelogy. and

domestic political consent in America,.

Crucial to this assertion of 'home' State support and directicn of
multinationals is the relationship between business and government.
Robert Gilpin argues that, in general, "there has tended to be a
natural harmony of interests between American political and business

72

leadership."” Three aspects of multinational growth are cited in
support of Gilpin's argument. First, multinationals. by transferring
Ameriéan techrmblogy and capitalist tradition overseas are seen as
playing leading roles in furthering the liberal politico-econcmic
order. Second, American growth is said to be sustained by cheap and

available raw material and energy supplies. Third, the multinaticnals
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contribution to the American balance of payments is argued to provide

funds for the financing of American financial and diplomalic commitments.

The extent to which the multinationals are able to disseminate the
*American dream' to 'host' countries is, however, limited, The

presence of the multinationals has wore often than not proved the

focus for xenophobic reactions. In many of the less-developed States they
represent affluence and materialism that is of'ten out of keeping with

the general conditions to be found in these countrics, HMoreover,

these enterprises are used as rallying points for the venting of

political unrest and have in some cases provided the excuse for a new
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regine to take power, Western Burope has also undergone a question-
ing of the multinationals threat to 'European' values., The reacticn
against 'la Defi Americain' focused attention upcn the socio-cultural
implications of the miltinationals. Multinationals deliberatecly
foster a low profile in many States tc avoild such reactions and in
many instances try to establish a nationally-orientated colour Lo

their operations in order to generate local goodwill;74 the scope

for expounding the virtues of American values is therefore limited,

The multinationals'zr selling their goods in ihe American market have
been instrumental in promoting American growth. The supplies of oil
since the beginning of the century have been of particular significance
as domestic American production has declined and consumption grown.
However. with the emergence of varicus producer 'cartels', it is

likely that any special advantages America onc had will be lessened or

lost entirely.
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The multinationals do 'repatriate' significant levels of their

75

earnings to America. However, the ever tighter contrels being
imposed upon the multinationals by ‘'host' governments, forcing the
re-investment of profits, high tax payments, and royalty or license
returns, means that less funds find their way back to America,
Moreover, it is extremely difficult to draw a direct link between
muiltinational earnings and American foreign venture {inancing. Such

moneys as are required can easily be drawn from domestic socurces and

it is speculation to suggest otherwise.

Neo-mercantilists continue to argue that America's pesition is
inevitably in decline and that the role of the multinational is to
counter the "historic tendency for the diffusion of knowledge and
technique to undermine the centre's industrial supremacy."76 if

this is the case then the crisis for America is acute with the nulti-
nationals position overseas under pressure from obsolescent bargaining.
The multinationals in this context are.thﬁs in a paradoxical positioun;
as the main means by which knowledge and technology is transmitted to
‘host® States they are thus‘the ma jor factors in the decline of their
'home' State which in turn is becoming increasingly dependent upon
these very enterprises! The underlying rationale for this interpreta-
tions conception of an American decline rests on a conception of inter-

national anarchy.
With almost Hobbesian logic the neo-mercantilists conceive of the

international system as one of inherent conflict mitigated by the

presence of a dominant hegemonic power that orders the system on the
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basié of dependent relationships it has created. This view sees

thé strong dominating the weak; rich dominating the poor. Power

is believed to be sought not merely For military or ideclogical

motives. but for its own sake. R, Hammond argues that at the heart

of multinational expansion lies "the good old game of power politics."?7
The rise and fall of America is seen as being counsistent with the
central dynamic of international relations, namely the inter-action

between ascending and descending states:

"In the short run, the distribution of power and the nature
of the political system are major determinants of the
framework within which wealth is produced and distributed.
In the long run, however, shifts in economic efficiency and
in the location of economic activity tend to undermine and
transform the existing political system. This political
transformation in turn gives rise to changes in econoric
relations that reflect the interests of the politically
ascendent state in the system.” 78

With the decline of America it is claimed that a renewed conflict
and competition over the distribution of the world's resouvces and

79

ower will characterise the system; states becoming increasingl
& gLy

involved in "the struggle for the world product".8O

The problem with this interpretation lies with its failure to
establish conclusively the link which it assumes betwzen econcmics

and politics, that is the correlation between American busiaess and
foreign policy drives. To some observers,Blvthe example cited ty neo-
mercantilist582 in support of their argument, the Cold War, does nct
hold up to generalisation. During this period the interests of multi-
nationals and government coincided, the expansion of Socialism being
regarded as a threat to both; "The 'high politics' of America's
national security were the 'high politics' of America's international
business as well; the two track approach to politics and economics
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was built on a single road-bed.” Eut the post-Cold Yar pericd,
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the events of the 'oil crisis’', and the broad challenge to the
multinationals-government concensus among domestic American

opinion, suggests that such agreement on interests 1s neither inevit-
able nor 'on—going'.Bﬂ The misunderstanding of the ‘home' State-
multinational relationship, as well as the refusal to acknowledge

the presence of ordering elements in the international system-law,
standards of morality, conflict resolution mechanisms - together
undermine this interpretations explanation of multinational status
and role, |

85

The 'Sovereignty-at-Bay' interpretation - regards the multinational'
as being a distinct and independent actor in its own right. It is
primarily an economic actor, its organisational flexibility enabling
it to expand and consequently to restrict the freedom of States within
the international system. This view argues that this development of

multinationals is essentially for the benefit of all since it offers

the best chance of achieving the liveralistic dream of:

"..ea great republic of world commerce, in which national

boundaries would cease to have any great economic importance

and the web of trade would bind all the pecple of the world

in the prosperity of peace." 86
Econemic drive again forms the central feature of interpretation. The
supposition of "parento optimum" dynamics in the international
economic system is believed to have stimulated multinational expan-

87

sion. The organisation of the multinational- uniquely structuring
productive capital on a global financial and executive base - has
allowed these firms to take advantage of technological and market

changes, and to promote their independence from the restrictiveness
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of‘nation ~states. The objectiveé of the multinational are the
‘mutually-reinforcing goals of increqsed profitability and a reduction

of unpredictability. The argument utilises the ‘product-cycle' theory
which claims that expansion is explained as a defensive necessityj; the
firms merely protedting their established markets and products from

new competitive conditions.88 The multinational growth of the post-~war
period is thus regarded as being divorced from the arena of internaticnal
po}itical relations; the multinatiénal is thus said to be an autonomous

actor, dealing only at 'arms length' with States:

"..o.the multinational represents the separation of economics
from politics in the interest of promoting world peace and
development."” 89

It is therefore the trans-national economic nature of the multinational

character that is claimed to circumscribe nation-state sovereignty.

The prescriptive argument apart - this thesis 1s not concerned with the
moral questions - how far does this interpretation actually offer a
realistic answer to the central question of the extent to which multi-

nationals are independent actors?

Like the previous interpretations looked at above, this argument rejects
the political focus for that of the economic. But the arguments of
multinational autonomy and economic interdependence once again aveid the
importance of the fact, that what they are also talking about is nation-
state sovereignty, They are talking about ‘control® of States and
peoples. They are in fact télking about politics not economics and,

as been evident throughout this chapter, the central element in this

political significance is the diplomatic or bargaining process between
actors, The bargaining, moreover. during the post-war period has seen
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the role of the multinational increasingly regulated Ly governments

rather than State subordination to these firms.go

This 're-affirmation' of State sovereignty has been largely built
upon multinational structural weakness and national determination

91

in bargaining. As will be seen below,”” the multinationals - be
they copper enterprises in Chile, oil companies in India, or motor
manufacturers in Britain - are very much tied structurally to the
nation-states, It is this inherent weakness that has been exploited

by many States. individuvally and collectively, to successfully re-

negotiate thelir positions with regard to the multinaticnals,

At the risk of repetition, Stéte bargaining has advanced on four
fronts; which together cast serious doubts on the argﬁment that
multinationals force their own conditions upon governments as a
result of a controlling position. Firs£1y, in the extractive in-
dustries, especially oil, the multinatibnal has in most cases been
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reduced to the status of EOntractor in the 'host' States., Secondly,
higher taxation levels; investment requirements; price-setting and
market guarantees; and participation agreements have meant that
multinationals have lost many of their 'traditional' functions to
the States and also opened them up to national invelvement in their
subsidiaries, Thirdly. the cooperation among governments at bcth
the regional and global levels to produce rigorous multilateral
codes of conduct, has reinforced the collective bargaining pesitions

of many countries and added to the pressure upon multinationals to

conform to State-produced standards of behavicur since these codes
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repfesent 'norms' against which their actions can be judged. Lastly,
béth developed and developing étates have established 'national
champions' to take over many of the roles played hy multinationals
in their territories, or to enter into joint ventures, or simply to
compete with them.

s
This national reaction is acknowledgéd by some apologilats of this
interpretation, but argue that this is to be expected as a result
of the underlying changes. To reduce tension during this change-
over of power, it may be necessary to establish some form of inter-
national regulatory body to 'hold the ring' until the new more

harmonious relationships are established fully:

"The basic asymmetry between multinational enterprises

and national governments might be tolerated up to a

roint, but beyond that point there is a need to redress

the balance. When this occurs, the response is bound to

have some of the elements of the world corporation

concept; accountability to some body, charged with

veighing the activities of the multinational enterprise

against a set of social yardsticks that are multinational

in scope." 93
The most obvious body for this purpose would seem to be the United
Nations, However, so far this body has managed to establish a
general code of 'rules' and a centre for the study of trans-
national actors. More significant have been the regional, prcducer,
and consumer organisations in pressing for multinational regulation,”
This has not prevented States abusing these collective positions to

gain individual advantages, and for some observers such a world

body is excessively optimistic:




"The resulting struggle among nations to tilt in
their direction the distribution of benefits gen-
. erated by the multinationals suggests a potential

for fragmentation and disintegration, not the

ccoperation and harmony of the 'sovereign-at-bay'

thesis." 95
The interpretation would therefore appear to distort the role
played by the multinatiocnal in the international system, granting

it an over-stated degree of autonomy and stréngth and under-

estimating the position of the nation~states.

Like the ‘sovereignty-at-bay' argument, the 'Global Reach' inter-
pretation claims that the sovereignty of States is restricted by
the overwhelming economic strength of the multinationals., Unlike

the preceding view, however, this interpretation concludes that:

", ..if global corporations do not undergo profound
changes in their goals or strategies. or are not

effectively contrclled, they will contrive to act
as disturbers of the peace on a global scale. " 96

Pessimistically portraying the multinational-State relaticnship

as "The Coming Clash",?’

it is argued that multinationals constitute
a malign and dangercus force in internaticnal affairs. Only by
instituting a widely-based regulatory system with enforcery powers,
and a substantial and irreversible shift in the re-distribution of
the world's resources towards the lower sixty per cent of the worlds

population will the international system be restored to balance and

equality.

The argument 1s again posed in economic terms: "The driving force
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behind global oligopoly competition is the necessity to grow in
98

order to maintain or increase market shares," Organisational
structure, in other wprds flexibility, 1is believed to have

propelled these enterprises into a position of autonomy and control

in the system, But, to return to e point made throughout ihis
chapter, the multinational is not a homogeneous actor, Although

it may provide a unique flexibility for growth, it also provides

an inherent weakness by opening the firm to a multiplicity of State
pressures. Tied to the national regulatory structures, multinationals
require continued governmental agreement for thelr operations, and

the conditions under which they continue are 'thrashed out' in the

political process of bargaining and renegotiation.

However, global reach theorists argue that the crucial difference

in bargaining positions that results in multinational control is that
of philosophical outlook and ideology; >the enterprise is a consclously
anti-geopolitical actor in direct contradiction to the "irrelevant
nationalisn" of territoriélly inflexible States..g9 This argument
follows from the previous misconception of the structure of the multi-
national, but. furthermore, alsc stems from an unwillingness to

acknowledge the full implications of the obsolescing bargain.

Richard Barnet and Ronald iuller noted this bargaining trend in their

100 but argue that problems

chapter entitled "The Power of the Pooxr",
of cnforcement of laws, information gathering, and the establishment
of counter-organisations, handicap State attempts to capitalise on

the changing balance of bargaining relations. These are certainly
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problems for governments, but the exémple of the oil industry and the
e*tractive sector in general appears to suggest that these are not so
insurmountable as Barnet and Muller claim, These apologisls cite the
caée of Brazil to support their overall argument, but as Feter Gabriel

remarks:

"A prediction that Brazil will contimme to favour the
foreign investor once he has fulfilled his promise (i.e.
brought his technology and know-how), even while all
countries around her are successfully wrestling ever
more favourable terms from him, has to be founded on
faith rather than historical precedent or current
example," 101

The difficulty with this interpretation is that it assumes that both
the economic dynamic and the asymmetry of the firms relationship with
the State are universally accepted, and that consequently "the burning
political issue concerns the use of that power. Is the global corpora-
tion in the business of exploitation or developmem‘,?"lo2 This question
is fraught with value-judgements and moral debate and as such lies
outside the brief of this discussion, but such debate rests upon the
central question as to whether this interpretation offers convineing

explanation of the multinationals status and role?

The actors are drawn in this view with sharply conflicting goals:

"Global companies have used their great levers of
power-finance capital, technology, crganisational
skills, and mass communications - to create a 'Global
Shopping Centre' in which the hungry of the world are
invited to buy expensive snacks and a 'Global Factory'
in which there are fewer and fewer jobs. The wcrld
managers vision of 'Une YWorld' turns out to be two
distinct worlds - one featuring rising affluence for
a small transactional middle class and the other
escalating misery for the great bulk of the human
family. The dictates of profit and the dictates of
survival are in clear conflict." 103
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The available evidence, however, suggests that. where the multina-
tienals have attempted to use leverage against governments, they

100
have been largely unsuccessful,

The diplomatic relationship
between the actors is one in which an awareness of mutual interest
is influential in producting compromise and eventual agreement,
rather than one of irreconcilable conflict. ¥For this interpretation

the multinational threstens the whole of the established international

structure:

"It is not just, or even mainly, a question of whether

international companies can circumvent particular laws

and regulations. It is that the whole framework of

thought and action is fcunded on the sixteenth-century

concept of the sovereign state., Outside that framework

the whole substance of social and political history has

been built for the better part of four hundred years.

In this sixteenth-century framework, the international

corporation is an outsider," 105,
The test of the legitimacy of the multinational for this interpretaticn
is its relationship with the underdeveloped countries. It is argued
that the multinationals maintain a position of control through thelr

monopoly of knowledge.106

The multinationals do possess a number of
factors that enhance their position with regard to knowledge. Firstly,
the massive expenditure on 'R&D' by these forms is well beyond the
capabilities of most States. Secondly,, these enterprises have long-
established organisational experience., Thirdly, they have highly-

developed information-gathering networks. Lastly, their management

teams are experienced and expert.

However, 1t must alsc be noted that the threshold of knowledge have

been failing in recent decades, This has further aided the obsolescent
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bargaining of many govérnments. States have been strengthened by

a @umber of developments in this context, The State educational
programmes as they reach maturity are beginning to bear fruit in

the form of highly educated and knowledgable citizens. Many ﬂill

have been sponsored to Western universities by their government or

by multinationals own educational scholarships. FHoreover, governments
have learnt from the experience they have gained through the purtici-
pation and joint venures they have entered into with the multinationuls,
In addition, there have been alternative sources for these States to
acquire knowledge, namely the increasing number of independent fivms
and the countries such as the Soviet Union, lastly,, these States

have undertaken to cooperate amongst themselves t¢ share their expei-
tise and knowledge to their mutual advantage.107
The desire for rapid and substantial change in the international
condition leads this interpretation into an over-estimate of the

status of the multinational enterprise. It is accredited with absolute
power, absolute monopoly on knowledge, and absolute control over
states., The relative and political significance of the rcle of the

multinational is missed altogether,

In all these interpretations independence is equated directly with
power; the more powerful an actor the more independent it is believed
to be. For these arguments, power is economic strength. Acccrding to
Klaus Knorr, power can be regarded in two ways, First, as 'putative’

power (the 'capacity® to influence others); and second, as ‘actualised’
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power (the ‘exercise' of that capacity.lo8 But if power constitutes

the influencing of one actor by another in order to change its policy
in favour of the influencer, then this is surely a political concept
since it involves the element of 'control' and if politics is defined

109 then the

as the resolution of "who gets what, when, and how, "
question posed as a result of the above discussion is who controls
the distribution of bargaining advantages - the States or (as the

interpretations claim) the multinationals?

For these arguments reviewed above, multinationals exert overwhelming
actualised power through their global networks of dependent States.
Underpinning this assertion is the belief, clarified by Knorr, that
there 1s an asymmetry of putative power within the bargaining process
(which gives rise to claims of 'injustice') in favour of the multi-
nationals. However, these interpretations have been seen to overstate
the strength of the multinational in their arguments above, and to
understate the significance of the obsolescing bargain. The multi-
nationals do not appear to control the governments with which they

deal, their relationship reflects, largely, a balanced influence in
which there is a mutual respect for what each needs and each can off‘er.llO
In the international system as a whole the context for such bargaining

is that of the sovereignty of States, and with the ultimate right of

access may lie the basis of decisive bargaining power,

The greatest difficulty with these interpretations is that power
cannot be conclusively quantified, especially when removed from the

abstractions of economic determinants. By attempting to explain the
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multinationais in this way the arguments avoid the importance of

the 'diplomatic, negotiating, role of these firms, The full
practical difficulties of translating these theories into ana-
lytical tools can be seen in the case study of the oil industry in

chapters four and five below,




CHAPTER 3

—— e o

THE ACTORS.

This chapter asks three questions with regard . to the actors, First,
do £he multinationals possess a distinctive, clearly definable, and
separate identity? Second, if such an identity exists, how far does
it provide multinationals with autonomy? Thixd, what can be concluded
about the roles and status of the actors in the international systen

and the pattern of relations between then?

If the definition of politics as the resolution of compeling intcrests
is correct,l then multinational identity may stea from the extent to
which fhese enterprises determine the distribution of world resources
within the compeling interests of the nation-states system, This role
may be of a bilateral or multilateral nature, that is, @ muliinational
may be bargaining with a single‘State or acting as broker between a
number of States. The extent to which multinational autonomy is built
upon such a role is, as the previous chapter indlicates, open to inter-
pretation but nevertheless appears to largely depend upon the respective

bargaining abilities of the actcrs.

It may be that, as some claim, multinationals origins are traceable to
the Fuggers of 15th century Europe. It is more accurate, however, to
date their beginnings at the advent of the determined founders of these
enterprises, menr like Henry Deterding of Royal Dutch 3hell, Ecsthenes
Behn ('The Buccaneer') of ITT, or @William Hesketh Lever of Unilever in

, - 2
the early decades of the 20th century. : )
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One fairly neutral and generalised definition of the multinational

is as;:

", ..a cluster of corporations of differeht nationalities
" that are joined together by a parent company through bonds

of common ownership, that respond to common strategy, and 3

that draw on a common pool of financial and human resources,"
The problem with such a universal definition is that it masks the
fact that these efmterprises do not all conform to any cne particular
'type' or confine their aetivities to any one industry or sector.
Multinationals are involved in extractive indusiries such as copper
mining, manufacturing from cars to computers, and in primary commod-
ities. Many have diversified intc new areasy cil multinationals
have recently extended their range of ownership to department stores,
property holdings, and other energy sectors like coal. However, the
interpretations looked at earlier argue that irrespective of these
differences the basic nature of the multinational remains the same
and fhat this inherent character provides an overwhelming dominant
bargaining power with which to contrel States., To evaluate how
credible this argument is, the following discussion fccuses upon the
economic, organisational, and motivational characteristics of the

multinational, and then reviews the multinationals status in the con-

text of the nation-states systenm.

The multinational is said firstly to be characterised by its size.

As table 1 suggests, these corporations have very large turncvers
indeed and in general operate in a large number of countries, The
significance of size is claimed to be tuo-fold: firstly, Lhe absclute

size of these corporations is often larger than many of the States with
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which they deal., With the assumption that 'might is right', these
fifms are claimed to possess the absolute capacity to thus centrol
governments, Secondly, the international diversification or 'multi-
nafionality' of these firms is argued to provide a wider set of
options for investment, production, or sales, and therefore a

greater flexibility in their bargaining with governments.,

The multinationals are very big organisations; to the United Nations
in’ 1973 there was sufficient evidence that "...for most practical

. 1
purposes, those with less than £100 million in sales can be ignored."‘

5

Although criticised as an arbitrary concept,” size is significant. A
revealing American census in 1966 showed that although there were

3 400 multinationals operating from the US, only 298 accounted for
595 of total assets and 66% of sales by overseas subsidiaries,
However, the equation size equals power equals control is a mistaken
one, Corporations the size of Exxon or Ford cannot be easily ignored
by any government, and as a result the multinationals can obviously
exert pressure; but the obsolescing bargain indicates that the size
of these enterprises has not prevented smaller States from restricting
them or even expropriating themAsemmglis fcru's nationalisation of
Exxon's subsidiary that left the multinational with a long struggle

for compensatiocn.,

Although the correlation between size and diversification is subject

7

to debate,’ the crucial question 1s essentially the political one of

how much bargaining influence does multinationsalism provide?




TABLE I

The Estimated Value Products of the World's largest Firms in 1973,
indicating -
(a) the number of countries in which their subsidiaries are located

(b) the approximate percentage of their total production undertaken

overseas.
Company Country of re- Value product

gilstration, (#'000m) (a) (b)
American
Telephone &
Telegraph USA 17.4 na 5
General Motors USA 8.1 21 24
Exxon (Esso) USA 5.7 25 81
Royal Dutch-
Shell Group Netherlands-UK 5.4 43 70
Ford Motor Co Usa 5.0 0 36
ITT USA 4,2 0 60
Sears Roebuck USA .1 na Lo
IBM USA 3.8 . 80 36
Uniléver Netherlands-UK 3,8 31 70
Philips Netherlands 3.7 29 67
General Electric UsA 3.6 32 15
General '
Telephone &
Electronics USA 3.1 na 15
Texaco USA 3.1 30 65
Siemens FRG 2.8 52 17
Chrysler USA 2.6 26 22
Mobil 0il USA 2.5 62 Ls
US Steel USA 2.3 na 60
ICI UK 2,3 46 42
Culf 0il USA 2.3 61 75
Hitachi JAP 2.2 na 0
Mitsubishi
Heavy Industries JAP 2.2 na 10
Volkswagen FRG 2.0 12 25
Standard 0il of
California Usa 2,0 26 46

Source: Adapted from Buckley P.J. and Casson M.; °‘The Future of the
Multinational Enterprise’; Macmillan Press; (1976);
pp. 12‘130




If miltinationalism meéns anything at all in respect of.bargaining,
the ‘flexibility' of a wide diversification is of most significance
when initial entry negotiations take place or in times of ‘confront=-
ation' with particular States, Such advantage is evident in the
early concession rounds of the oil industry, or in the 1971 Libyan
dispute.8 However, such ‘'power' is qualified by events. Once the
multinational has made its initial investment, it is open to ‘re-
negotiation' and 'hostage' bargaining by the States, The Middle
Eastern oil concession framework has been wiped away by the ‘host'
States; in Libya the multinationals were forced to concede to
government demands and indeed BP found its operations nationalised.9
Moreover, the emergence of collective bargaining groupings among
States has reduced the possibility of using 'divide-and-rule'
tactics, The multinationals therefore are distinctive in their size
and scope of operations, (see Table II) but to claim that they are
autonomous as a result is incorrect. Paradoxically, the bigger these
firms are the more they need the relative security of the States
system, for the bigger they are the more visible, the more feared,

and the more vulnerable to restriction they become,

Concern is also expressed in a belief that oligopolisticlo control
results from the fact that a small number of multinational enterprises
are seen to dominate their respective industries. Table I provides
some support for this argument. Taking three of the most important
‘commanding heights of industry’— motor manufacture, petroleum, and

electronics —of the 25 firms portrayed, five are leading car makers,
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six of the seven oil 'majors' are present, and eight are prominent
electronics firms. Power is said to stem from several sources of
oligopolist advantages readily available capital, a highly-skilled
management and workforce, high research and development expenditure,
raw material access, advertising, distribution, and marketing net-
works and knowledge.ll These features are not unique to the multi-
nationals, internationally-structured firms also possess them, What
is distinct about the multinationals is that they appear to possess

'211° of them.}?

Oligopolist power, however, ultimately requires co-ordinated cartel-
like bshaviour by the multinationals, Most crucially this means the
avoidance of harmful, destabilising, competition and unity in the face
of a common threat such as national pressure for regulation, The
problem for this view is that such competition does exist and that
there is evidence to show that the‘multi-nationals'do not totally
dominate the market. In the oillindustry; the 'Red Line Agreement' of
1928 collapsed as self-interest overcame common cause, a theme that has
continued into the seventies with the majors inability to successfully
unit during the 1971 Libyan dispute despite a joint co-ordinating

committee being established.13

The significant factor in this inability to achieve lasting multinational
cartels is that these companies are not alonofrothers are available to
States, and moreover are being chosen in preference to the multination-
als, Free from the taint of multinationalism. willing Lo offer terms
that under-cut multinationals since they are free from the worry of

compromising their operations elsewhere ('leapfrogging'), these firms
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have expanded in number, size, and confidence during the post-war
period.lu The most famous of these is probably ENI (the Italian
national oil company)l5 but a whole spectrum of private and public

indépendent contracting companies provide viable alternatives to

multinationals for states.

The global organisational structure of the multinational is believed
to form a powerful bargaining lever against ithe states., Subsidiaries
are claimed to respond to a globallstrategy formulated by the parent
which ignores the particular interests of States in which they operate.
Money, managers, and materials are said by critice to move around the

globe without reference to the national interests of States.16

This argument is oversimplistic in its portrayal of the multinational

structure; no major differentiation is made among their structures,

These cdrporations are complex actors, often structured upon a highly
"‘TABLE II

Variations in International Diversification of Miltinational Enterprises
by Nationality of Parent, 1968-69,

Nationality of Number of Percentage of parents with affiliatas

Parent Parents in

1 2-9 10-19 over 20

country countries countries countries
United States 2,468 50 zg 9 3
United Kingdom 1,692 43 6 3
Belgium-Lux., 253 8 37 b 1
France 538 39 éﬂ 8 2
West Germany 954 L7 7 5 1
Netherlands 268 3 56 ? 3
Switzerland Ly L ks [ 1
Sweden 255 36 sl 9 3
Denmark 128 L2 sh 3 1
Italy - 120 b7.5 ks 2.5 5

Source: UN Department of Economic and Social Affairs, "Multinational
Corporations in World Development", Appendix: Table 4, Reprinted
in P.J. Buckley and M, Casson, "The Future of the Muliinational
Enterprise" (1976) Macmillan, p.14.
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devolved authoritative system:

* "Pirms are often compared to ships. Well, Unilever is
not a ship, it is a fleet - several different fleets,
several hundred subsidiary companies - and the ships
_many different sizes, doing all kinds of different

things, all over the place." 17
Multinationals do not all operate on the same organisational basis,
The numerous variations largely fall into two very broad groups,
the centralised and the decentralised,18 The former is the type
of structure that 1s envisaged by most critics of the multinational,
It.is said to entall close control over policy formulation and imple-
mentation, highly co-ordinated global management, and corporate unity
in the direction and goals of its development. It is said to be
further characterised by high intra-company trading and hostility
towards national demands for joint ventures or participation. The
problem with this conception is that there appear to be few multi-
nationals that have retained this structure into_the contemporary
period, Associated mainly with the extractive multinationals in
their vertically-integrated form, this structure has been superceded
by looser groupings of the decentralised type, in which the subsidia-
ries operate almost as ‘'national' companies, joint ventures are more

possible, and yet common corporate resources are still drawn upon.19

This change in organisation reflects the realities of changing State
relationships and events. The tensions arising from the centralised

structure led, in countries such as the oil-producing states, to

increasing calls for nationalisation and to the obsolescing bargaining

of the 'seventies'. With thé national inrocads into the multinational
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structure, the extractive corporations adapted to their new operating
conditions with new structures. Paradoxically,'these developments
further emphasised the lack of autonomy among the multinationals

from the nation—stateé system., The interpretations regard these
structures as the bonds of informal control over States, and in terms

of economic growth these structures probably provide distincﬁ advantages,
but in terms of the political question of control the decentralised
structure emphasises the limitations upon multinational independence in
its response to national requirements. Ultimately, without such adapta=-
tion and continued access to the States, the multinationals’ foundations

would be severely undermined,

Mulfinational financial strategy is also claimed by critics to be un-
related to the best interests of the states system., The international
mobilisation of capital, {ransfer-pricing, intra-firm tradling, and assei-
liability management, are all emphasised to support this argument. Whilst
these practices persist, their level rgqaihs low with the advent of inter-
ventionist governments at a natiénal level and inter-governmental coop-
exration at the international level.20 Financiai disclosures, tax and
investment regulation, and tﬁe inter-relationships sponsored between govern-
ments and enterprises through joint ventures, all restrict the financial
flexibility of many multinationals to exert a dominating pressure upon

States.

The question remains as to the motivation of the multinationals, It is
'feasonable to assume that what the executives of multinationals have in

common is their belief that "there is a need to plan, organise, and
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manage on a global scaie."21 This need, in turn, may wellhrest upon

a desire for stability in the Operating conditions. This stability

can of course be achieved either through control or by the establish-
ment of ‘modus vivendi'. It is in this context that the multinationals
adaptation to the States pressure is significant, as the obsolescing
bargain represents a renegotiation of conditions on the basis of mutual

gain, a symbiotic balance of interests.22

Multinationals are clearly not independent actors as a result of their
inherent characteristics, the status of these corporations being signi-

ficantly related to the character of the States,

In three centuries the States have established themselves as the predo-
minant actors in the international system: international law is made

by and for States, international morality stems from national definition,
and international organisations are rooted in their national membership.
This position has been built upon three fundamental conceptss territori-
ality, legitimacy, and sovereignty, which together govern the behaviour

and relations in the 'society of States'.23

In the rational liberalism of the 17th century, States-like individualse
found their rationale in the belief that they should be allowed an
independent freedom of action to determine their own affairs. But, in

a world where a balance of nuclear terror reigns, where space-travel is
Just another headline, and where international communicaticns, trade,
and tourism have reached new levels of intensity, whatever reality the
idea of independent action may have had has been clearly eroded and the

boundaries of Siate interests become blurred,
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Yet, States have not only maintained their status in the systen,

but their numbers have grown in the 20th century. However, just as
individuals in the domestic analogy could not escape the attentlons

of each ‘'other, so too the actors in the international sphere. As

the volumes of current literature testify, the States cannot ignore
each other, nor the growth of the new multinational actors. Multi-
nationals may 'bend the rules' to gain advanfages, they may portray
themselves as the replacements for the States, but the trends of recent
years indicated by the new bargains that have been struckzu suggest
that it has been the multinationals that have had to adapt to the

States system and the existing order,

Territoriality, may be said to form the practical basis for State
independence. In most cases, States have well-defined and generally--
recognised boundaries in which their control is regarded as paramount
by other States., It is a reciprocal acceptance of the limits of
authority. The States are immobile, rooted to the very areas that
provide them with international status. Territory provides security,
but occasionally also for tension which spills over into open conflict.
However, unlike the interpretations looked at in the previous chapter,
conflict does not appear to be an inherent part of the system. From
an admittedly quasi-Lockian standpoint.zs the territoriality concept
seems to provide one of the fundamental and commonly-shared principles
in the system, responding to a general sense of self-interest wherein

States are made aware of the boundaries of acceptable behaviour,

At first sight the multinationals do not appear to conform to this

*traditional’ territorial basis. Operating productive or service
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outlets throughout the world, these corporations have no obvious

and are
territorial baseAAdescribed by some as "footloose giants" overseeing
"invisible empires“,26 mobile, flexible, and constantly in motion,

Their capital, employment, and product flows - are of an almost
viscous nature, Multinationals would seem to differ from States 1in
their breadth of perspective; the former concerned with the glohal

and the latter with the national, atomistic view,

The picture, however, is more complex. States are increasingly more
'penetrated' than they once were, Religious organisations, military
alliances, worker migrations, as well as the multinationals are bringing
the‘concept of territoriality into question, It may be that penétration
challenges the image of a ‘gemeinschaft' international community, sup-
porting the analyses of the interpretations and Stanley Hoffman's view
that : "It is one of Rousseau's deepest insights...that interdependence
breeds not accommodation and harmony, but suspicion and incompatability“27
Power and the balance may provide the basis for an ordered world
(*gesellschaft') society, and in this scheme of things the multinational
role is as a new source of power and of conflict. Whether the

‘realist’ philosophy is strengthened in its belief that the international
system is characterised by the “perpetual and restless desire for

power“28 remains open to debate. If the multinationals role is guided

by such power concerns then the history of their development during the
‘seventies' is clearly one of failure as can be seen elsewhere in this
study.29 The re-affirmation of the States position with regard to the
operating conditions of multinationals within their boundaries has

checked whatever drive to autonomy these enterprises may have been

engaged in,




The éheer size of the multinational and the uncertainty that surrounds
it -means that tensions arise aé a result, Doubts over the correlation
between economic and political aspects of the nation-state, are
centred upon the multinationals part in the °technotronic revolution'30
and whether the State has the capacity to cope. Apologists of the
*FPunctionalist®, °®neo-functionalist® and ‘transactionalist® schools

of thought argue the traditional State concept is challenged by new
actors such as multinationals, and that the territorial boundaries of

31

States must change to accommodate economic development.

All these views, however, assume that the multiinationals are indeed
‘multi-national® in the sense of being supra-national enterprises, But
the multinational, whilst a distinctive actor, is part of an international
system that is overwhelmingly molded by the nation-states, There are no

32

"stateless islands"”" on the contemporary world scene; parents and
subsidiaries are registered and bound by the jurisdiction of their
respective 'home® and ‘host® States. Specifically, it is evident from
the case study below that the largest of multinationals - the oil majors -
ultimately have to take account of the territorial integrity of the
states in which they operate.33 Thus, returning again to the central
question of autonomy, it is difficult to support the argument that the
miltinationals represent new‘territorial forms that are independent of
of outdated States; rather these firms have become reinforcing elements |
in the States system as they are increasingly regulated by natlional
controls,

<

Throughout this study the term ‘nation-state’ has been used., This

term implies the acceptance of a direct correlation between the
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boundaries of State and nation. Nation is a notoriously difficult
and elusive concept to define‘;34 it can be conceived in many dif-
ferent waysj historically, economically, linguistically, geographi-
cally, politically or religiously., It may be any one cf these or a
combina.tion.35 The problem with this conception of the nation-state
is that in many cases State and nation do not nearly coincide.

Modern gtate boundaries are largely the result of the power struggles
of past centuries., Significant in the 20th century has been the
emergence of the former colonial territories as sovereign States in
their own right, For many of these States, colonial boundaries have
been retained often in contradiction to traditional tribal patterns.36
The question that is of interest here is whether or not the multinat-
ionals are any more unified than the States, and equally, whether

they are any stronger as a result of State internal divisions? In

other words are they any more independent?

The problem for the: multinationals territorial spread are very much
reflected in their membership or workforce. For the most part, multi-
nationals draw upon local nationals to man their subsidiaries. Member-
ship is therefore heterogeneous. The companies may try to stimulate non-
national, company-wide loyalty among its employees, but in so doing
conflicts with its original purpose in employing the local people,

namely to reduce the ‘foreignness' of their operations and lessen
tensions, Moreover, as the discussion of the oil majors below high-
lights) those in most of the crucial decision-making roles at the
managerial level of these enterprises are nationals of the State in

which the parent is registered, in this case the United States or
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Britain.37 Thus the organisation of the multinational carries with
it the consequences of its origins, its very operational breadth
stimulating forces of fragmentation. These enterprises are thus at
least as diverse as some States and, moreover, in some ways the
States possess more cohssiveness than the multinationals. Contem=-
porary State coheslon stems from an identification with a tradit-
ional geographical area or historical awareness, that reinforces an

association with particular social or political systems,

Territorial authority is often justified by the claim that popular
consent confers legitimacy. Multinationals and States alike claim
their positions are legitimised by their ability to fulfill the |
expectations of their respecti?e constiiuencies. For multinationals,
the gaining of the mantle.of legitimacy is vital., Under pressure
from many sides to provide a convincing rationale for their important
positlion in the international system, tﬁeix survival in the States

system is threatened: . e

"The flak will get thicker. If we don't justify our
existences before those who can affect and perhaps control
our destinies, then we shall at least get pieces shot out
of us, if we don't get shot down altogether." 38

The legitimacy of the State has been said to be based upon its claim

to fulfill the expectations of:

"...s0me universal expected level of economic welfare, a
certain political and social autonomy for the nation, and
a degree of national political status.”™ 37

The goals of national political status and autonomy have become

entwined with the national pursuit of economic welfare as a result

of increased trading, larger markets, and accelerated demand as well
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as higher expectations as a result of rising incomes. In response
to.the need to secure their goals the State has become increasingly
interventionistguo Maltinational growth has resulted in their
becoming the focus for intense national debate over thelir legitimacy
as sources of welfare development. To support their position it may
be that the multinationals need to challenge the States on the hasis

of their claim that they are more efficient and effective in allocating

resources,

On the other hand, it is clear that the actual benefit to States of
multinational involvement is qm‘ers‘tioned.L"1 Welfare growth is claimed
to be hindered by disruptive capital flows,'R&D‘expenditure, adver-
tising practices, and market manipulations. Such criticisms are
fraught with emotive language, but the point being made is essentially
that governments are unable to act as free agents to achieve their
welfare goals as a result of multinational interference which infringes
upon State authority. As we have already seen above it is the develop-
ing countries that are portrayed as the litmus test for multinational
legi‘t.ima.cy.b'2 Concerns voiced about the lack of substantial growth

in these countries, the rising problem of ‘marginal men®, and the
bellef that the rich States are getting richer and the poor poorer,
together form a powerful backdrop to national doubts about the multi-
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national enterprise.

Yet, whilst this general context of suspicion prevails, there is
evidence to suggest that many States are coming to terms with the
multinational problem and finding practical answers that both fulfill

their needs and also allow the multinationals a continued role in their
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societies, As the demands of Chile upon the major copper enterprises
in ‘the early ‘seventies', the code of practice established by the
International Bauxite Agreement, and the pressures upon the oil

majbrs all indicate, governments are able to raise the threshold of
access to their territories, The corporation-State relationship is
therefore far from being universally ‘zero-sum';y information and
knowledge is being increasingly shared, joint ventures undertaken,
local nationals employed, 'participation' extended, and higher taxation
and royalty levels agreed. The position of the multinationals thus
appears as a paradox: the more dependent the States become upon them
and the greater their importance in the system, the greater the suspicicn
and hostility toward them. In order to gain more legitimacy the multi-
nationals are thus forced to fall back ﬁpon the States, identifying
their subsidiaries with local markets and peoples and reintorcing their

position within a State-centric system.

Anxiety over multinationals is directly 1linked to the concept of
sovereignty. Sovereignty has been of practical importance ever since
the Treaty of Westphalia (1648) embodied the idea into the physical
reality of a world of States.4h For Alan James, sovereignty is like
marriage, it is absolute, one either is or is not so‘f,'ere.’tgn.b'5 This
is true of the Westphalian declaration in that it offers a tautology:
only sovereign States can make treaties, but only treaties can make
States sovereign. However, sovereignty is in fact a relative concept.
"The concept of the'sovereign State has implied both supremacy within
and equality of status without."l+6 The significance of sovereignty

lies in any discrepancy between the absolute nature of the *de jure'

concept'and the practical realities of international life, that is,
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" the 'de facto® level of authority and equality enjoyed by a State,

It is within the context of these two aspects of sovereignty that the
deb%te over the multinational is held. >In other words, how far do
the multinationals 1limit the practical sovereignty of States and
thereby leave the concept as a mere legal abstraction without any

grounding in reality?

The extent to which a multinational affects the authority of a State
depends very much upon the type of State, the nature of the multi-
nationals operations and the period in which the relationship exists,
The problem is thus complex and in many respects defies generalisations
such as those of the interpretations looked at earlier, In all States
there is a constant appraisal of the balance between costs and benefits
arising from their relations with the hultinationals, Just as there is
such a process being undertaken within the corporations., 1In offering
a discussion of the factors involved in such national deliberations,
two points must be made, First, the discussion 1is not concerned with
the moral question ofbwhether the multinationals ought to be involved
in these countries, nor even whether the multinationals provide more
costs or benefits to States, What is of interest hers are the factors
in the evaluation of a Statgg relationship with the multinationals.
Second, the danger of such a discussion - necessarily limited by space-
is that a rational debate is assumed to take place when of course
individuals prejudices and interests,emotional factors, or political
needs may all influence and distort the balance of the argument,
Moreover, such avgeneralised picture does not mean that these factors

either all appear at the same time or are applicable to 211 States.




In the ‘home’ Statesu7

the debate focuses upon three factors, whether
the multinationals are ‘good ambassadors®; whether they contribute
anything to the ‘home' treasuries; whether these enterprises act as

agehts for the home States interests and what influence they have

upon the foreign policy of these States,

The home countries are very much the *advanced' nations of the economic
world and are also the countries wvherein the majority of multinational
parents are regis’c,cared.b'8 The size, scope, technical achievement, and
dynamic expansion of these firms are regarded by their supporters as
representing the best of the 'home' State econoﬁic, soclal, and political
systems, Thelr success is regarded as raising home State status and

49

prestige. However, opposite views are expressed from many 'pressure'
groups; - youth organisations, consumer groups, and pdlitical critics -
all express doubts that aggressive marketing techniques, management

that displays ruthless 'social darwinian' type behaviour, power concen-
trations in the hands of the few; and céntinuing bribery and corruption

scandals, do anything but tarnish the image of the home States.jo

Secondly, there is debate of the multinationals and the ‘home' State
balance of payments. In America supporters of these firms argue that
repatriated earnings and taxes enrich the State,51 but in other 'home'
countries such as Britain and Sweden trade unions claim that the multi-
nationals transfer jobs to areas in which wage levels are lower. In
America one group has claimed that 900,000 jobs have been so °exported’

between 1965 and 1971‘,52
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Thirdly, multinationals are accredited with the world-wide acquisition ‘
of much needed resources for these countries, such as oil, copper,

and electronic components. Critics argue that these have been

gained at the expense of 'home' State foreign policy, the vast scope

of these operations requiring the protection and active support of the
government. By drawing the home States into conflicts with other States,
or by allowing themselves to be used by other States, there firms are

working against the best interests of the 'home' States.53

The balance of factors is therefore economic in content, but it is
equally clear that the significance of the debate is political; does
the multinational enhance or weaken the sovereignty of the State? The
implications of the reference to multinationals affect upon foreign
policy is significant and is largely dealt with further below, but it
is important to note here that the role of the multinational as a
'go~between’, as an international bargaining actor open to varying
national pressures is recognised. In terms of how this balance is
resolved = by the respective ‘home’ governsenis, it may be sufficient
to note the muted changes made in Britain and America, and the proposal
of the American government to de-regulate the oil industry.Su The
confidence is there that these firms are quite easily directed into
the path of the 'national interest'b in other western countries this
confidence is less evident and some measure of regulation has been

55

introduced,

The situation is complicated for the ‘home' States by the fact that
| %

fhey are also the main 'host' States. Moreover, in speaking of

‘host' States it is important to make a distinction betwesn those
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States such as the oil-producing countries that are escaping the

'‘developing nation’ tag and those that are not.57

The advantages said to accrue to a country by playing *host' are

again economic in nature. By introducing the multinational to the
economy it is believed that new sources of capital are tapped for
expansion. Such investment may be directed into areas of greatest
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need, such as those of high unemployment. The presence of producers
such as these, exporting much of their goods, may mean more foreign
exchange and taxable income for the State. For all these States the
presence of these firms reflects a hope for national growth and
development. In effect the economic need is that of the political
ones enhance the States practical soyefeignty. But in order to get
what they want the States have to bargain, they have té balance their
enticements with their fears of losing control over the giants that
they invite in. The type of fears held by the ‘'host' States may well
reflect the differing natures of the multinationals operations. Over
half of multinaiional invéstment in the less-~developed ccuntries is

in extractive industry, whilst in the developed countries over half is
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in manufacturing.

Multinationals operating in the extractive industries have often been
accused of °*stealing' the resources of the hosts without regard for

their future. This suspicion is given added impetus by the fact that
these forms often work in 'enclave' conditions within these countries,
Where this has been the case, such as Abadan in Iran, Alcan in Guyana,

Shell-BP in Nigeria (during the civil war), feelingsof estrangement

~76-




and alienation from the 'foreign'-enterprise have grown up or been
acqentuated°60 Additionally, since the product is invariably
exported to the developed (°*home®) States, and that top management
is also from these States, and that production is geared to consumer
‘ demands, the conclusions are drawn in the host States that the
benefits must also accrue to the home 'countries'., Real or not,
these fears have entered the psychological mileu that provides a

common perspective among many ‘host' governments, from which +to

establish regulations for multinational behaviour,

Concern over the manufacturing miltinationals is more muted than for
the extractive industries, yet in countries such as France and Italy
national policy has been significantly governed by the fears that
multinationals will come to dominate their economies, limiting
entrepreneurship, and exercising a crucial influence over national
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economic and social development. of even more concern is the

specific fear that certain advanced and profitiable areas will be
dominated by these firms, One-third of Canadian industry is controlled
by foreign direct investment; 60% of all manufacturing and 65% of mining
and smelting are in foreign hands. 13% of British manufacturing is
multinational owned. In Belgium, over half of the petroleum sector

is held by foreign direct investment, and in Mexico in 1970, 100% of

the rubber industry and 79% of the chemical and tobbaco sectors were
foreign owned through multinationals. Most of these investment is
American with US companies representing 80% of investment in Can;da

and 70% in Britain,?

In this context it is ‘'technolcgical dependence’
that worries the States.63' 0il products, computers, electronics, and

motor manufacture are all clearly vital industrial sectors to the
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developed countries and the presence of multinationals in this field

_ 6l L
can cause unease, and tension.

The arguments against the multinational position in ‘*host' States

are sometimes placed in a broader context of a threat to the cultural
jdentity of these States. In the lesg-developed countries this has
been characterised as ‘coca-colonialism', and in the developed
countries as 'La Defi American'. In Canada mounting frustration and
anxiety over the high leves of US direct investment has resulted in a
more strident stance against the 'elephant neighbour', and culminating
in a government programme to nationalise the American dominated oil
industry in Canada.65 Ultimately, where the costs are felt to be too
high for the State it has the ability to restrict access, As some
observers have concluded, "If multinational firms were purely exploi-
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tive in their activities, they would be denied access to most countries,"

The questions of how the inter-state relationships are affected by

the multinationals presence in the international system remains, Firstly,
and perhaps most obviously, the multinational represents a meeting place
for national jurisdictions.67 With the parent registered in the 'hcme
State and the subsidiaries in the ‘host’, the basic condition for
possible tension between different national authorities is evident.

Such tension may arise when one of the States involved wishes to extend
national jurisdictional decisions to the parts of the multinational
enterprise outside the territorial boundaries of that State, and raising
the problem of infringement upon the sovereign authority of another
State; There are few examples of such tension arising from the multi-

nationals, and even fewer of any significance, However, those that have

occurred have usually invelved the United States. Through the two
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principal policies of Antitrust and Denial, implemented by the US,
serious questions have been raised within host countries over the
role of the miltinational and the threat to the sovereignty of these

Stafes as a result.

From the Alcoa case in 1945, the ICI case of 1951, to the Continental

68

Ore case of 1962, American jurisdictional prespective has added the

weight of precedent to the guiding legal principle that:

"...any State may impose liabilities...for conduct outside

its boundaries that has consequences within its borders

that the State reprehends." 69
The problem of antitrust is largely associated with US-Western Europe
relations.'ihe best known of these cases is probably that of the BP
merger with Standard Oil in 1968 that came as something of a shock to

70

the US. The basis of the differences may rest in the attitudes

towards competition; to the Americans competition is a ‘per se' good,

vhilst to the Europeans it is not.71

However, the similarity in the
European Communities antitrust articles and the American legislationj
the continuing dialogue between the governments involved through

forums such as the OECD; and the establishment of agreements between

countries such as that of West Germany and America for antitrust con-

sultation, has led one writer to conclude optimistically that:

"In this important field of antitrust, I am therefore
inclined to feel that the international firm presents
no real threat to community between nations." 72

The Denial policies may be more problematic. The *Trading with the
Enemy Act® (1917) and * Export Control Act® (1949) form the basis

for American trade embargoes upon unacceptable States. The American
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attempt to persuade Frénce to decease from atomic weapon production
in.the mid-sixties was blatgntly pursued by the prohibition of
advanced technology to France., In 1964, the American subsidiary-

IBM France was banned from selling computers tco the French government.
The problem is that national prestige and self-interest are so clearly
involved in such instances. Again it is mainly the developed countries
that are involved and as such this reflects the difficulties of the

relations between the 'home' States,

The competition between 'home' governments to further the prospects of
*their' multinationals may lead to tensions. The emergence of State-
sponsored companies such as CFP in France, BL in Britain, ENI in Italy,
have led these countries to promote the international interesis of their
proteges, Viewed within the context of the debate over whelher Burope
should follow the "Atlanticist" path or the “Gaullist", the encourage-
ment of these firms may occasionally touch off resentment.s.73 However,
these tensions must not be overstresseditthere iz little evidence to
suggest that State relations are ' complicated to any great degree by

the presence of the multinationals in the context of the problems just

discussed,

In both the developed and developing States, the desire to satlsfy
rising domestic aspirations through material growth has produced
competition among some countries for the direct investment of multi=-

nationals:

"There is a little game which consists of a multinational
company doing the rounds of all the European countries to
find out which will offer the most advantageous conditiona
for a given implantation," 74
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This point is of course tied up with the multinationals ability to
use its investment flexibility to its best advantage that was discussed
75

above, The enticements of tax holidays, loans, guarantees on the
limits of government controls and on labour stimulate ‘'begger-thy-
neighbour' behaviour and provide the opportunity for the multinationals

76

to play one government off against another, Of course, it is
difficult not to assume that both governments and multinationals alike
are ignorant of the possibility of a consequent re-negotiation of
conditions once the investment has beén made, as has been the case in
thé extractive sectors., Moreover, the establishment of groups of

countries with common bargaining offers has reduced the lec-way for

the companies in some areas,

The underlying significance of these problems or tensions is that of
national autonomy or sovereignty and how the multinationals infringe
upon it or complicate its workings. It is difficult to argue in the
liéht of so few supporting examples, that the multinationals act as
significant complicating actors in the relations between States, In
some cases they do cause problems and tensions among the States,but in
the main they appear to reflect the pre-existing tensions in the system

that stem from national interests:

"...it is not so much a case of MNC's colliding with
governments, as it is a case of governments colliding
with governments," 77

For some the multinationals represent "agents of change, socially;

78 In other words, the multinationals

economically, and culturally."
can create a world without divisions and conflicts. The particular

perspectives of States, governed by pride and prestige, can be replaced
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by the uniting agent of the multinational. However, the development
of national policies to restrict the operations'bf the multinational,
the declaration of international codes of conduct, and the fact that
the multinationals ver& structures are nationally-orientated, raises
great doubts about the validity of such claims, It may be that the
development of producer cartels, consumer groupings, and collective
bargaining organisations, will indirectly sponsor wider political co-
operation between governments and reduce international tensions.
However, the history of the EEC and the ACM is not encouraging in

this respec€;.even the OPEC group has had to work hard to prevent its E

disintegration in the period following its great advances in the early
'seventies'.’’ It therefore appears unlikely that the nation-State
will find itself replaced by multinationals or that new political

structures will arise as a consequence of their presence,

In that the multinationals constitute diplomatic mechanisms, acting as
a bargaining fulcrumbetween the competing pfessures of States, then it
may be argued forcibly that they represent important means by which
inter-State demands can be expressed and in some ;easure resolved. The
relationship between the actors is thus symbiotic in naturey a mutual
recognition that each has something that the other desires. Bargaining,
taking place within this overall context, establishes the working basis
for the relations between enterprise and nation-State in the interna-
tional system. To see how this is acted out in practice, a case study

of the oll industry is included in the following chapters,
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CHAPTER 4

THE ACTORS IN THE INTERNATIONAL OIL SYSTEM

Three groups of actors form the nucleus of the oil industyy: the oil
mulfinationals, the home States and the host States. As the previous
chapter has shown, the use of such terms can hide the many complexities
among and between the actors., In the oil industry there is little that
can be said to be straightforward, O0il company is nol a synonym for
oil multinational, Three main types of company co-exist: State-owned
companies, American independents, énd the oil multinationals, The
States involved are no simpler to categorise; home States are also
hosts and are also hoth cohsumers and producers, host States may be
producérsf only or consumers only or both, and may also be home to
State compénies aspiring to multinational status. Generalisations and
conclusions must therefore be made with caution and qualification in
the light of the variations and distinctions in the international oil

system.

The real focus for attention for this study is the seven largest oil
companies, the oil multinationals, also known as "The Majors® or the
'Seven Sisters’., This ‘elite’ group together account for 5% of world
production and more than 51% of all sales, 1 These companies possess
massive turnovers, are vertically-integrated, and are private, Five
are American-based: Exxon, Texaco, Gulf, Standard 0il of California
(SoCal), and two are British-based: British Petroleum (BF) and Royal
Dutch-Shello2 These firms have expanded rapidly throughout ths twen-
tieth century to cover every continent of the world with their vast
networks of operations. By investing into all ‘'stages® of the oil

industry-——exploration, production, transportation, distribution.
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refining and marketing—these firms are in the position to heavily
influence the flow of oil throughout the world. The emergence of the
0il multinationals, especially after World War Two, has coincided
with the political pressures arising from nationalism in general,
but from the drive to national self-determination in the former colonial
territories in particular. In these latter areas, the oil multinationals,
as leading enterprises of the former colonial powers, are portrayed as
the agents of neo-colonialism and form the focus for nationalistic
hogtility and demagogic rhetoric. Suspicion and antagonism regarding
the multinationals has been further fostered by the propensity of the
companies to compete in one area whilst colluding in another:

"Each linked to all the others through a web of joint

ventures and concessions across the globe, from Alaska

to Kuwait; sharing now with one partner, now with another,

in different permutations. It was this strange cavorting

of the sisters, competing one moment and conniving the

next, which had made them such an enduring subject of

suspicion and investigation by politiclans, economists,

and nationalist leaders." 3
The o0il . multinationals have been the subject of debate for decades,
Charged with transmitting the worst features of capitalism, of insti-
gating wars and revolts, and with causing friction between States, the
multinationals are said to infringe the sovereign authority of States.
In their defence, supporters of these firms argue that it is the
failure of the States to agree on common needs and aims that complicates
international relations and the role of the multinational. At the
centre of debate lies the nature of the enterprise itself. As the

discussion in Chapter 3 has shown, the character of the multinational

is claimed by many to enable it to manipulate States. Tofeeapitide five
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features are singled out for scrutiny: size, oligopolistic behaviour,
structure, financial organisation and ownership patterns. These, it
is ‘argued, form a global flexibility that proves crucial when bargain-

ing with States that do not possess such a freedom of movement.u

By almost every statistic the oil multinationals are enormous concerns.
Table IIT suggests something of the size of these companies - the
number of countries in which they operate, the vast numbers of employees
across the globe, the large size of their revenues and returns on their
investment, all facfors that indicéte that these are no ordinary firms.
Size is equated by all the interpretations that have been looked at in
this study with independence. The larger the enterprise the more
autonomous it is claimed to be. Frequent comparisons are drawn hetween
the size of these firms and the GNP of many States., International
control is said to be exercised through the'purse-strings' power of
financial flows and domination of the crucial stages of the industry.
This is believed to be reinforced by an oligopolistic pattern of
behaviour among the majors that, for some at least, constitute a
"private government of oil“.5 Sharing a common interest in maximised
profits and market stability, linked through joint ventures, and often
with close personal contacts, these firms are believed to act as an
unofficial cartel. The famous 'As Is' agreement of 1928, the °0il
Committee® of the Second World War, and the London Policy Group (LFG)
of 1971, as well as the unwillingness of majors to take advantage of

a fellow major when it is challenged by a State such as BP in Iran in
1951 and in Libya in 1971, are all regarded as examples of the willing-
ness of the majors to curtail their competition to maximise their

position with regard to State pressures. The majors are regarded as
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being closely inter-related in many more subtle ways:

."Gilant companies share a community of interests guarded
through patents, banking ties, common capital underwriting
and accounting services, interlocking directorships
through a third firm, bidding understandings in relation
‘to public lands, recognised territorial prerogatives,
crude oil and product exchange arrangements, and

price-fixing." 6
Some evidence would seem to support these arguments. The American
majors are largely linked to a small number of banks, the most promi-
nent of which being the Chase Manhatthn, and also with certain law
firmé:fas that of the long~standing oil company lawyer John McCloy.7
Additionally, the pricing of crude oil by the majors during the post-
war period on the basis of'Mexican Gulf Freight Charges' that artifi- ‘

clally raised the price of Middle East produced oil is highlighted in
this context.

However, it should be noted that none of these cases were successful
for very long. They were either curtailed by government pressure such
as was the case of the LPG, or by the intervention of independent

companies such as Standard of Indiana's entry.inito the Middle East in

TABLE III: THE SEVEN MAJOR OIL COMPANIES, 19073

Average Net Rate of
Net Income Return on
Assets Assets,

$m #m %

Exxon Us 12,993 2,443 18.8
Royal Dutch-Shell Neth/UK 9,852 1,780 17.3
Texaco us 7.583 1,292 17.0
Gulf us 5,489 800 14.6
Mobil Us 5,430 - 8l 15.6
SoCal us 5,513 8y 15.3
BP UK L, 439 760 13.8

Source: Christopher Tugendhat and Adrian Hamilton, 0il: The Biggest
Business, London, Eyre Methuen, 1975. p.l4.
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the 1950°'s,0or even by the outbreak of competitiye forces within the
cartel as in the °As Is' agreement wherein competition for new con-
cession areas and the limitations of the agreement proved too much

for a lasting understanding. Moreover, the emergence of more force-

ful leadership in the host States and of a collective organisation
(DPEC), has seen the control of pricing wrested from the multinationals,
The consequence of this development is that the majors are now criticised
for passing on producer price rises to the consumers and taking advan-
tage by ammassing large profits; Exxon's profits, for example, rose
from #2.4 billion (net) in 1973 to £3.1 in 1974 (gross).8 Such control
is, as can be seen from the foregoing discussion, said to stem from the
sizg and diversification of the multinational. However, if the relation-
ship hetween the actors is looked at from the other end, it is also
possible that it is a failure of political 'will' on behalf of fhe
governments involved that may have allowed such situations to develop.
This debate reflects different perceptions of the oil majors relations
with their home States, in other words, .the extent to which these two
actors work together in the international sphere, a point discussed in

detail below.

To return to the central theme of this discussions how independent are
the oil multinationals as a result of their inherent characteristics?
Certainly the ability to draw upon a diversified sourcing of crude oil
reduces the dependence of the majors on a small number of producers
whose security of supply is uncertain as a result of political factors.

Shortfalls of crude can be made up from other sources thus undermining
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to some extent the force of threats to withhold supplies. Venezuelan
crude has covered for production loss during the Arab-Israell con-
flicts of 1956, 1967 and 1973; Libya éovered for falls during the
1973-74 embargos and Gulf States have covered for the falls caused by
the Iranian revolution and Iran-Irag war in 1978-80., This ability to
'go elsewhere' has been reinforced by the ‘*sisterd* willingness to
work together in moments of crisis to share-out available crude

supplies as in 1956, 1967 and 1973-74,

Examples of multinational opsrational flexibility being used to coerce
stubborn hosts are fews; the early concession rounds, the Iranian
crisis of 1954, Iraq in 1968, and Libya in 1971-72, Two main factors
accouni for this rarity. PFirst, host governments have had alternatives
to the majors, the rapid growth in the number of independents and the
ever-present Soviet Union, has widened the field for hosts seeking to
widen the range of concessionaires., The purchasing of Libyan crude by
‘mystery*' firms inflated prices during BP's dispute with that country
over its nationalisation. The Arabian 0il Company (Japan) stepped in

to offtake o0il during the Libyan dispute and ENI under Enrico Mattei

(who considered it a duty to undermjne the domination of the majors)
stepped into Iraq during IPC's dispute with that State. Second, the
emergence of OPEC as an effective. producer cartel has left little room
for manoceuvre for the multinationals to actually go elsewhere, or io
play one State off against another. 0il multinationals are composed
of parent companies and 'outlying’ subsidiaries and affiliatea, linked
together by international organisational, financial, and managerial

networks. As well as providing flexibility, these structures also




lay the multinationals open to the legal and the administrative
requirements of the many States in which they operate. Such pres-

sures can be national such as those governing concessions like the
Venezuelan Awards of 1922; the 1955 Libyan Law; the 1936 Venezuelan
Labour Law; profit-sharing agreema%% among producer States in the 1950°s ;
and the joint venture requirements such as the Iranian 0il Act of July
1957 or finally, nationalisation laws such Iraq's Law 80 of 1961. 1In
home States, monopoly or anti-trust laws may be used to threaten the

0oil majors to change particular policies, This subsidiaries and parents
alike can be influenced in their behaviour by the regulatory environment
of the State in which they are domiciled., International cooperation by
governments, wether of a formal or informal nature, can reinforce these
national pressures, Information-sharing, collective price or supply
demands, or the articulation of common political aims, can be effective
influences upon the majors as the OAPEC and OPEC activities discussed

in Chapter 5 shows. These structural aspects of the majors do not
therefore appear to provide a decisive element of independence from the

States,

The multinationals, however, are claimed to exercise control by means
of their predominanhce in the business 'in-between', in other words, of
transport, distribution, and sales. There are two aspects to this
argument. First, the vertical integration of the multinational and
second, its horizontal integration. For critics, -both amount to the
same thing, an attempt to monopolise the industry and control inter-
national conditions. Up to 1973 the majors were responsible for 80%

of world crude oil production, over 70% of refining capacity, and 50%
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FIGURE I:

The Royal Dutch-Shell Group of Companies.
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of tanker capacity, (more when chartered tankers are also considered).9
Since 1974 these figures have changed drastically, largely as a result
of nationalisations::as was noted earlier, control over production has
fallen to 56%, refining capacity to ﬁu%, and product sales wers 51% in

1976 .

The importance of the role played by the majors in these areas cannot
be ignored or underestimated. However, how far do the majors exercise
control as a result of this position? During the late 1950°s when the
surplus of crude oil was depressing prices, the majors sought to cut
the posted-price upon which producers revenues were also calculated.
Already hit by production cuts, the effect of lower prices would havé
been severe for the States. Majors, on the other hand, could loock
forward to increasing profits by reducing the surplus and buying at
cost at at time of stabilising prices., Only by a hurried collective
approach by the States were posted-prices able to be maintained in
1960. 1In the ‘seventies' such *manipulation' by majors is said to have
occurred with a reduction in majors’supplies to independents, and to
have deliberately been used to create an oil shortage in the US during

the winter of 1972 in order to raise prices.lo

Yet, during the 'seventies' the host governments have taken control of
the production in their areas, regulating'output and prices, and
reducing the role of the majors in their States to contractors. At
present oil producers still largely depend upon the majors for thé
export and marketing of their oil. However, the instances of auctions
in time of shortages, sales tb indepéndents, and direct government-to-

government sales may well be significant factors in the relative
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decline in the majoxsjoverall position in the internation#l oil
syStem during the past decade., This development has heen reinforced
by:initiatives taken by the OAPEC group, such as the establishment of
its own independent tanker fleet (AMPTC) in the 1960's., 1In addition,
Joint-marketing arrangements such as that between Brazilian and Iragi

State o0il companies may prove to be a popular option for governments.l1

As host State takeovers of production stages and of marketing shares
are squeezing the vertically-integrated company, critics argue that
horizontal integration is now being used by the majors to maintain
their position in the field of energy. By investing in coal, shale
0ll and nuclear energy, the majors are looking to become ‘energy cor-
porations'., It is worth noting, however, that in some countries the
majors are late entrants into the fields of coal and nuclear energy.

In Britain and France State monopolies in these two areas clearly
restrict any expansion by the majors. In American, however, there
remains large scope for such development. The interpretation of the
limits of such development, however, often rests upon an assumption of
the major-home government relationship as will be seen from the dis-
cussion of this point below., What then does this suggest for the
central question of multinational autonomy? The ‘traditional® vertical
integration of the multinationals in some States has come under a great:
deal of pressure and in some places lost alfogether° The opportunities
for expanding into new areas of the energy industry appear restricted.
In effect the structures of the multinationals have been overtaken by
events, The continued role of the majors appears therefore to rest
upon a State willingness to allow access to its crude in return for

their access to the international networks and the stability offered
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by the majors in the oil system., The multinationals again appear to

be part of the wider States system, although a very important part.

The financial organisation of the oil multinational is open to deep
suspicion among governments and secrecy among the multinationals,
Discussion again turns on the question of control. World-wide out-
lets guided by parental overview is claimed to allow investment and
profits to be directed to the most profitable areas irrespective of
particular national requirements or interests. Thus the wealth of the
majors 1s said by one observer to flow "in giant waves from one

country to another."12 Moreover, the costs involved in the oil
industry are so immense that it 1is argued that States have no choice

but to depend upon the multinationals and thus to accept their terms,

The popular image of the multinationals is one of massive profits
gained at the consumers of producers’expense. To a large extent this
machiavellian image is a 'hang-over' fraom the earliest dayé of the
industry and J.D. Rockerfeller's Standard 0il Trust. High profits
are still very much in evidence, as Table III shows. In 1973, BP's
net ﬁrofits were $760 million, an increase of 332% in one year.13
Following the success of host bargaining in Arab and OPEC States, the

point at which majors profits were maximised was moved 'downstream'

as the chairman of Mobil explained in 1974:

"For a long time our foreign profits were on crude oil
because our taxes in the Middle East were so low. Now
these profits are going to have to shift downstream for
the simple reason that the Middle East géviinments now
"

controel prices and our profits on crude.

Multinational strength, argued by the interpretations, also obviously
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implies State weakness. Some States lack forelgn exchange,
investment capital, or financial reseryeétr%hese countries are said
to #e unable to bargain on equal terms with the majors, as was the
case in India during the early stages of its oil industry‘’s develop-
ment indicated by the discussion later in the chapter. In Western
Burope, the post-war period is said to have provided ideal conditions
for American majors to expand whilst the States werse still weak from

conflict.15 Even America is regarded by some to be dependent upon

the majors.

Yet this argument is flawed by what it ignores, The majors might
have massive turnovers, but they also have massive commitments for
which these revenues must be used, particularly as these firms search
for oil in areas of greater difficulty and costliness (and usually in
politically stable areas). Despite the State takeovers of recent
years the majors are still involved as contractors in the upstreanm
operations, usually providing the °'risk capital' and technical exper-
tise, Moreover, multinational capital in the oil industry is largely
inﬁ? 'fixed assets', leaviﬁg the firms open to obsolescent bargaining
by States, leaving few opportunities for financial 'manipulation’ by

the firms,

States are often stronger than the interpretations allow for, The oil
producers have increased their revenues to enormous levels, especially
following the ‘o0il crisis® of 1973, as Table IV shows, If as the
interpretations claim, wealth really does mean autonomy, then these
States must be some of the most independent in the world. The position

of the majors has certainly been eroded by these hosts: from the
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early '50-50° profit-sharing agreements, the abolishing of royalty
exPensing, and the pricing and production terms, the financial
position of these States has changed dramatically., Individual
national initiatives have been reinforced by the OAPEC establishment
of the Arab Petroleum Investment Company., Additional finance has
also been available to States through the Eurocurrency market, the

World Bank, AID, and Soviet Union ‘credits'.

TABLE IV: OIL REVENUES OF ‘fHE PRODUCER STATES, SELECTED
YEARS (million of Dollars)

Country 1965 1970 1972 1973 1970(2)
Saudi Arabia 655 1,200 3,107 4,900 19,400
Iran 522 1,136 2,380 3,900 14,900
Venezuela 1,135 1,406 1,948 . 2,800 10,000
Libya 371 1,295 1, 598 2,200 8, 000
Kuwait 671 895 1,657 2,100 7,900
Nigeria na 411 1,174 2,000 7,000
Iraq 375 521 575 1, 500 5,900
Abu Dhabi 33 233 551 1,000 k4, 800
Algeria na 325 700 1,000 3,700
Indonesia na 239 555 800 2,100
Qatar 69 122 255 - 400 1,200
Others (b) 16 150 222 550 1,700
Total 3,847 7,933 14,722 23,150 86, 600

(a) World Bank estimate. (b) Excl. N. American/Communist States.

Source: Petroleum Economist, May 1974, Repr. J.S. Szyliowicz &
B,E. 0'Neill, The Energy Crisis and US Foreign Policy,
Preager, 1975. p.85.

Furthermore, countries such as India have endeavoured to establish
State-owned refineries to lessen their dependence upon outside companies.
Majors do possess great wealth, and they can and do attempt to use to
gain favourable operating conditions, especially through the threat

of de~investment (as in Libya in 1972) or transfer-pricing (as in Japan

in 1973), but in most cases the government has been able to effect
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sufficient counter-veiling power to limit the majors® strategy.

New governments have come to power in many hosiicountries in the
post-war periocd which have been willing to press home their sovereign
rights, highlighting-the practical weaknesses of the majors, and
substantially changing the existing bargains and the policital

balance,

The last characteristic of the 0il multinational that may have some
bearing upon the crucial question of autonomy is that of ownership.

In other words, what level of accountability do these firms display
with regard to their stockholding constituencies? Such a discussion
has to be largely speculative since insufficient evidence is available
to Support any firm conclusions, BEveryday management of o0il multination-
als is obviously complex and for this reason alone can be said to be

' separated® from the accountability of stockholders or specialist
"watlchdog' government agencies. Only the most general of discussions
is often possible,16 and only the “bigggst; of decisions examined
during annual meetingsetdkeovers, dividends, or controversial issues
like operations in South Africa or accusations ;f political bribery.
One can point to illegal payments to President Part of South Korea,

to the US Finance Committee, and to President Nixon's re-election
campaign fund as evidence of 0il major political subterfuge aimed at
gaining future leverage on government or ‘favours at court",17 Yet,
one can also point to legal requirements of annual reporting and
auditing, of representatives of the people to investigate, and of
stockholders to question top executives to explain their decision and
actions at any time. That at least is the theory, in practice such
accountability can be seen only to scratch the surface. It is difficult
to dfaw firm conclusions about the extent of stockholders interests,

vhether they are dividends only or also political issues, Morever,
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as the'Church Committee' found to its members frustration, astute
company executives are diplomatically expert iA:giving any real
information away.l8 However, the amount of independence that accrues
to the multinationals as a result of this weak accountability is
dubious. In the light of the other features of greater importance,
vwherein it is clear that the majors are largely limited by States®

regulations, it is unlikely that the majors derive any more autonomy

from a weakening of their links of accountability.

The oil multinationals are, however, undoubtedly distinct actors in

the international system. Their size and scope as well as the impor~-
tance attached to o0il by States sets them apart from any othexr company
or organisation., Structural and financial characteristics offexr the
majors some bargaining flexibility to 'go elsewvhere' if needs be, This
obviously must put the firms in a strong position with regard to the
immobility of the States. The early concession rounds and the recent
'buy-back' agreements can be seen in this light. However, this position
of bargaining influence must not be overstated. The appearance of multi-
national strength, as can be seen both from the earlier chapters and
from the present analysis, often hides a reality of weakness., Global
flexibility is tempered by the regulation and legal restriction of
subsidiary operations, as well as by the prevailing atmosphere of public
opinion in the host State. The global inQolvement in o0il places the
majors at the centre of a vast network of overlapping national juris-
dictions, goals, and pressures. The history of the majors during'the
‘sixties® and 'seventies® is one in which gcvernments have successfully

pressed the majors for the control of production facilities, pricing
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control, greater revenues, and supply control. Home States have
taken ever greater interest in the majors as their demand for oil
continues to grow and supply appears to become more uncertain as

a result of political factors,

Yet the majors remain important. They continue to operate in all
stages of the international industry and still possess a great deal
of bargaining power. What then can be said to be the position of ths
multinational following this brief review of its main features? The
position of the majors appears to rest upon three crucial factors,
First, the bargaining status of the firm is governed largely by its
need for crude oil supplies and for markets, and by the Stateg desire
for the technical and financial or supply services that the firm can
offer, It can therefore be regarded as a symbiotic relationship.
Second, the importance of oil to the States and the awareness of
possible escalations of tension between competing national goals and
resulting instability, places great diplomatic importance upon the
majors as the means of balancing State interests and of communicating‘
the different goals to the various States without direct contact, in
other words, acting as a form of 'lightning conductor®'. Thiid, these
two roles take place within the context of a State-dominated system,
in which national sovereignty guides international behaviour. In
practical terms this aspect can be seen in the threat or act of with-
drawal of access to a State from the multinational. However, two
further points must be looked at since the majors are only half of the
story. First7 as chapter 2 indicates, it is argued that the majors

receive support from their home States to maintain their position
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overseas, Secondly, this support is claimed to be based upon class

interests,

In the o0il industry there can be said to be two home States, America
and Britain.19 Traditionally claimed to have a ‘special relationship?,
these countries share many similarities, Political and economic
attitudes centre largely upon the individual and equal opportunity in
society, political structures are organised on the basis of a belief

in representative democracy, and sociai and cultural values a commen
historical heritage. Internationally, governmental perceptions of
'national interest' have, in general, rarely conflicted. Two World
Vars, The Atlantic Charter, and NATO testify to close alliance in time s
of 'crisis’. On the other hand, no two States are exactly alike, and
thers are obvious and important differences between these home States,
America dwarfs Britain in almost every respect, But significant differ-
ences are pewhaps most clearly seen when their respective attitudes to
the majors are briefly noted. Britain has folloﬁed a generally
'interventionist' road in the post-war period in her economic, social
and political affairs. The 'mixed economy® has seen the extension of
public interest into many previously private industries., BP is
majority-owned by the British government following Winston Churchill's
initiatives prior to World War One aimed at establishing a ‘national
champion® in oil. Despite this government holding and two government-
sponsored directors, it should be noted that the firm acts entirely as
a private enterprise with no State influence that can be seen to be
effective., 1In America) private enterprise continues to be predominant,
and the US majors are entirely private companies in this respect. There

has been little interference with these firms since the 1911 Antitrust
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action against the Standard Trust, government limiting its interest
to intermittant congressional enquiries, Differences apart, these

two States are home to the o0il multinational parent companies,

The focus for all the interpretations looked at in Chapter 2 is

that of America as the home for five of the seven sisters, and the
following discussion will also largely be concerned with the American
case, The argument that the majors enlist home government support to
gain advantages overseas is not without supporting evidence. From

the State sponsorship of BP in 1905 and the manipulation of British
*spheres of influence' in Persia (Iran) and Mesopotamia (Irag) to
advance the position of BP (Anglo-Persian Oil Company as it when'was),zo
to £he sending of gunboars to Mexico following the expropriation of
Shells' assets, to the pressure exerted upm Iran in 1951-54 to restore
BP's former position, Britain has been clearly active on its majors
behalf. America too has been active, The self-interested use of the
'open door' principle enabled the US mqipré to enter the previous
monopoly of BP, the Middle East, és a direct result of US governmental
pressure to revise the San Remo Treaty of 1920. .The overthrow of
Mossedegh in Iran in 1954 wiih the involvement of the CIA that resulted
in the securing of American majors participation in Iran's oil industry
through the 'Consortium®, the dispatch of U.S troops to the Lebanon
during the Iragi revolution, the economic sanctions against Peru in
1968, and finally the acceptance of the LPG in 1971, all appear to con-

firm the interpretations view of the home States® role,

Despite this seemingly persuasive evidence, questionsremain as to why
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these States have not acted decisively to prevent the erosion of the
ma jors position in the host States, what the nature of the relation-
shif between government and firm actuaily is, and if a joint interest
does exist, does it follow inevitably that home States will actively

support the majors?

How significant are economic and political factors t¢ the majors’
relations with home States? A brief review of American involvement

in Iraq may provide some clues with which to try and answer this
question, After a prolonged British presence in the Mesopotamian

oil industry, the revision of the 1920 San Remo Treaty saw the entry
of US majors into the area. In 1958, the Iraqi monarchy was over-
thrown by the Kassim nationalist coup. American troops were dispatched
to the Lebanon and Syria to deter any tampering with American oil
assets by the new Iragi regime, In the following years Iraqi pressure
grew on the majors to produce more, to increase government revenues,
and allow State involvement in the Industry. In 1961 this pressure
culminated in Law 80, expropriating some concession areas from the
majors., Shortly afterwards Kassim himself was overthrown, but the
pressure continued. In 1967 the Iraq National 0il Company (INOC) was
established to work the concession areas and further ‘under-worked®
concessions were expropriated by Law 97, and in 1972 the main production

facilities of the majors passed into State hands.

This brief history indicates the strength of the obsolescing bargain
in Iraq, but what can it tell us about the major-home relationship?
The San Remo Treaty offered Britain the chance to maintain her pre-
sence in Mesopotamia through BP, for the US the chance to provide a

foothold for ‘'her' majors. America was experiencing one of iis pericdic




panics over oil supplies and the dominant position of Britain in the
prqducing areas stimulated the American diplomatic offensive., More-
over, although not reaching maturityAuntil much later, the British
ascendency had reached its height and was destined to decline there-
after whilst America was emerging really for the firat time from its
isolationist chrysalis and broadening its international horizons. Yet,
the US majors were already involved in Saudi Arabia and Iran and were
reluctant to extend their commitments in the area much further, It
wogld appear that at this point political interests guided the US
initiative rather than any real desire to protect the postion of the

ma jors,

However, the Kassim revolution brought together majors and home States
in defence of their mutual economic and political interests. Successful
in the short-term in securing a declaration of a status quo on oil
interests from the new regime, in the long-term national pressure
proved successful, Superpover tensions, the spread of Arab nationalism,
and national and international public opinion, dissuaded America from
identifying her ‘'national interest' with that of the majors as they
came under mounting pressure from Iraq. Fhetoric continued but was not
reflected in action. America could not afford politically to be seen
to be supporting the majors against the national desire to own the oil
industry within its own borders at a timé in which national self-
determination was an important leitmotiv of international relations.

In this case, therefore, there is little to suggest that the intérests

of the home State inevitably coincide with those of the majors.,

Critics claim, however, that there is a deeper, more insidious, inter-

est between home State and major, that of 'class®.2l
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The executive branch of government and the oil majors are said to
form a capitalist or business ‘ruling class’. In this view such

home State controls as exist are irrelevant:

"The growth of the executive branch of government, with
its agencies that patrol the complex economy, does not
mean merely the "enlargement of government" as some sort
of autonomous bureaurocracy: it has meant the ascendency
of the corporation's man as a political eminence," 22

Economic interest, it is argued, determines political interest, govern-
ment policy and business strategy is the reflection of the interestis
of those who hold economic power in society., As the main concentra-
tions of economic power the multinationals are claimed to determine

the nature of home government foreign policy, and makes a mockery of

the domestic political process:

"The dominant role of Big Business in both political parties,
the financial holdings of certain key members of Congress,
the ownership of the mass media, the industry-government
shuttle in the regulatory agencies and, most important, the
ldeology prevailing throughout the society of salvation
through profits and growth all help to explain why the
government of the world's mightiest nation musters so little
pover to protect the interests of its people." 23

For some critics this interest remains a vague and general feeling,
surfacing only in the attitudes and values expressed through the
language of 'the national interest', 'Free World', and ‘pax americana'’
rhetoric:

"Overseas investments were indispensable components of

the national mission. It was the civic duty of the

corporations to find oil and markets, And in turn, the

developing countries were told again and again by

Democrat and Republican Secretaries of State that it

would be "wise and prudent" for them to put out the
welcome mat for the Yankee corporate emissaries, If
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approaches were resisted, if demands were unreasonable,
if contracts were broken, property threatened or confis-
“cated, then the oilmen were tc run to the White House,

" And they did. There they found sympathetic listeners,
often their own colleagues or bankers, lawyers and poli-
ticians with whom they had been dealing all their lives,
-ready to take appropriate remedial action." 24

Discussion focuses upon what Barnet and Muller call the“industry—
government shuttle": the movement of corporate management to govern-
ment agencies and vice~versa, Whilst oil industry links can be traced
back to Dwight Eisenhower, the level of interest is at a lower admini-

Btrative tier., The main significance of the shuttle is posed succintly

by Mills:

",...how possible is it for men to divest themselves of
their engagement with the corporate world in general
and with their own corporations in particular, Not
only their money, but their friends, their interests,
their training - their lives in short - are deeply
involved in this world. The disposal of stock is, of
course, merely a purifying ritual. The point is not so
much financial or personal interests in a given coxrpora-
tion, but identification with the corporate world. To
ask a man suddenly to divest himself of these interests
and sensitivities is almost like asking a man to become
a woman.”" 25

: and.
There are many examples of such a "shuttle"‘A a brief note should indi-

cate the depth of the "revolving-door" tradition.26

In 1973, Hollis M,
Dole, US Assistant Secretary for Mineral Affairs left to join an oil
consortium project; his successor was an attorney for a leading Texas
law firm with significant oil interest., Federal Petroleum Commissiocners.
are also drawn from this background. Party politics plays a paxrt too.
One contributor to the Nixon re-election fund was Claude S, Brinegar
(Senior Vice-President of Union 0il) who was later appointed to the
headship of the Department of Transportation, another was William P,

Clements Jr., later Deputy Secretary for Defence (1972). Cn the other
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hand, appointees who were critical of the o0il industry do not appear
to have lasted very long. Secretary for Interior, Walter J,Hickel

was unable to secure his position sufficient to maintain his critical
stance and soon lost his post. John (. Sawhill, head of the Federal
Energy Administration, whilst largely responsive to the industry,

was suspected by the industry because of his willingness to enforce
'‘conflict of interest' measures, disclosure requirements, and to
oppose the decontrol of 'old oil' prices. Sawhill was asked to resign

by President Ford,

Opposition to such appointments has not been absent. Iee Richardson,
Director of the Office of Consumer Affairs, resigned in 1974 offering

a powerful attacK on the FEA, claiming it to be on a "direct collision

w2?

course with the best interests of the consumers, In 1973

Robert H., Morris failed to be accepted by the Senate for his nomination
to the Federal Power Commission., However, the willingness of Administ-
rations to remove internal critics such as David Brooks in 1970; the

ability of industry to 'penetrate’ sensitive areas of government as in

28

the Phillips Affair, and the control over information by majors

influence, suggests to some that a dangercus situation exists:

"The access and cameraderie of the oilmen in government
reinforced by the advisory system, results in control
of the information ("the fuel of government machinery")
upon which decisions about resource development and use,
rationing, price controls, inflation, taxes, foreign
policy, and literally war and peace are made." 29

Critics of the "shuttle" point to a practical example to support their
argument, that of Occidental%_attempt to establish a refinery in Maine
30

for its crude oil imports from Venezuela and Libya in 1968,
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Occidental's plan to establish the refinery on the basis of a ‘foreign
trade zone' was supported by Maine, but threatened to demolish the
caréfully constructed management of imports since if Occidental was
sucgessfnl then the majors would find their import quotas reduced:
moreovers:

"Cheap foreign oil and the nightmare of competition would

return on Armand Hammer's tankers to haunt domestic pro-

ducers and their multinational brothers," 31
Despite opposition the Occidental company won the right to make their
application to Washington but lost against there to what is claimed to
be a distinct class interest of majors and national executive. For one
critic a "secret government" was operating that "dwarfed the military-‘
industrial complex...The Board (Foreign Trade Zones Board) appeared
firmly within the ‘'secret governments' control....Some Board officials
had such close personal ties with the oil industry as to appear them-

ll32

selves almost a part of the industry. With the election of the

Nixon Administration, the majors were confident since oil money had
swollen the obvious and less obvious fdgas of the campaign and Nixon's
law firm had many oil company clients. The refinery was not in fact
built. However, despite this national pressure forced the Administration
to eventually drop the oil import quota scheme despite 0il major

opposition.

How far does this example indicate class interest? Strong and effective
pressure was exerted upcn government by the oil industry. However, in
the end the objective of malntaining the status quo failed to be

achieved. The import quota system fell. This unexpected turn of events
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could not be prevented by the industry led by the multinationals,
simply because a class interest did not exist, opposition.to
Occ&dental representing a temporary coélition of convenience be-
tween majors and government. As soon as the particular political
interest of the government was seen +to be at odds with the oil
industry, the coalition was ended. At a time of reduced super-
pover tension, greater availability of oil supplies, and cheaper
imports, it made little economic as well as politlcal sense to
maintain the quota system, at least to the government, Moreover,
the emergence of 'consumerism' in the US required some kind of

favourable response from government.

However, it is claimed that the governmental failure to enact anti -
trust actions against the majors constitutes a condoning of the
activities of these firms;refereevndeto the 'ELl Paco' antitrust action
blocked by the Nixon Administration, the Alaska pipeline issue, and
quiet acquiescent to the LPG, as well as the fact that no major anti-
trust action has been‘taken since 1911, Again, however, class did not
lie at the root of these actions. For the Attorney General,

John Mitchell, the reason lay withthe fact that they were "political

ll33

dynamite endangering the flow of money into the re-election fund.

The whole question of class or group interest in politics involves the
of

deeper analysisApolitical systems and party-political ideology that

unfortunately lies outside the confines of the present study. What

may possibly be noted briefly is a comparison between the Board of one

of the majors, Mobil, and the executives of government. Both are over—
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whelmingly male dominated, aged betvween 50 and 60, and university
graduates. One-third of the Mobil Board experienced governmental
office before joining the Board.34 Beyond such similarities, it is
only possible to speculate that there is unlikely to be significant
conflicts of view on the nature of the free enterprise system or the
social and political order in general between these groups. To note
such similarities is not the same as making the large Jjump to the
concept of class interest. Class and the relationship between
economics and politics that underpins it remain unproved assumptions

with little evidence to support them,

!

Home government attitudes towards the majors are influenced by natioﬁal

and international pressures, interest groups, domestic and foreign
policy goals, and the very nature of the decision making process
itself, Government is rarely a concise, homogeneous, confident body
following clearly defined and agreed means and goals. Government in

the home States is a collection of individuals and institutions that

together are regarded as providing the central direction for the society

as a whole. Decisions, attitudes and interests may well conflict as

much as coincide within the confines of the government. Aims are often

ill-defined, subject to disagreement, and open to differing interpreta-

tions. Thus governmental attitudes reflect complex pressures and

balance of interestis.

With regard to the industry in America, domestic pressures stem from

three main sourcesj the multinationals, public opinion, and the decision<:

making process. The majors can be said to press the government for two

main supportive measures-—financial allowances and diplomatic aid overseas,
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The system of foreign tax credits and the domestic depletion allowance
which operated during the ‘sixties' and 'seventies', may be regarded as
being the result of such corporate preséure. for financial help whilst
governmental actions in Iran, Peru, Libya and the shuttle diplomacy of
Secfetary of State Kissinger in 1973?74 represent diplematic effort.
>However,.w1th these few instances it must also be noted that the majors
have lost their tax privileges and that diplom&na'}uu;been unsuccessful
in stemming the tide of obsolescent bargaining in the host States, These
changes have come about largely as a result of the changes in the
international and national political climate that made such privileges
appear awachronistic and unacceptable and thus insupportable to an

elected Administration.

It may be that the majors are able to influence government through
economic or political leverage. Complex transfer-pricing techniques
could be used to evade US taxation, investment could be slowed, and
articicial shortages could be created, causing reduced revenues, more
unemployment, and social unrest. It would appear doubtful, however,
that these options would even be considered for -the cost of losing
their respe%}ve shares of the world's largest single petroleum market
could be too high to risk, The political option may well appear more
attractive being more subtle and less likely to involve economic risk
or public outrage. O0il companies have been involved in American poli-
tics for a good many years, and a number of campaign funds have bene-
fited as a result.,35 Most notably, oil industry pressure has been
exerted through the ‘oil lobby'., A traditionally powerful group, its
most famous member is probably President Lyndon B, Johnson., Since the

days of Johnson, the lobby has declined in influence but still remains
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strong. The lobby itsélf has consistently split over the sometimes
coqflicting interests of the national and the international members,

and it has been challenged by ‘New England consumerism®, Perhaps

the. most significant influence the multirnationals can bring to bear on
the US government is America‘'s dependence upon imported cil. The US
does not as yet have a State-owned national o0il °champion' nor has it
been willing to follow the lead of some Western Europsan States in
establising ‘government-to-government' deals with producers, leaving the
multinationals as the main medium by which US o0il needs are met. Such

a situation is unlikely to be ignored by government.

Other domestic pressures influence the definition of government attitudes
to oil majors. The significance of public opinion in governmental
processes remains the subject of academic debate., This study follows
the fairly widespread academic practice of making a distinction between
and ‘'attentive' or 'interested' public opinion and a public "mood" which
"comes to bear as an unorganised whole...which prescribes the limits
within which policy can be sha.ped."36 The former includes academics
such as Raymond Vernon and Robert Engler, consumer activists such as
Ralph Nader, Labour organisations such as the AFC-CIO, and environmental
groups like °'Friends of the Earth' and *‘The Sierra Club.'37 Each has
its own perspectives, interests, and goals. Their pressure tends to

be of a consistent and persistent nature, although some fluctuations

may occur according to available funds, publicity, organisational
efficiency, and access to government. Various Congressional enquiries
into the industry or the multinationals might also be included in this
categofy, drawing attention to the oil multinationals. In recent years

it has been the environmentalists who have captured the headlines,
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spurred on by oil spills such as that of Santa Barbara in 1969, or

disasters such as Tory Canyon (1967) and Amoco Cadiz (1978-1979).

The limitations of these groups is.bhowever, summed up in the paradox
of the Alaskan Pipeline controversy of the ‘seventies'., It was the
environmentalists greatest victory and their greatest defeat, Having
effectively organised opposition to the pipeline suffi%gnt to delay
it. change its format and route, oil company pressure with presiden-
tial support inspired by the 'oil crisis® finally and swiftly swept
aw;y opposition and built the pipeline, Independents involved have
suggested that the environmental issues were used by the majors to
delay the development of Alaskan oil reserves until oil prices rose
and supply and demand tightened. Thils case would seem to suggest that
it is only when government interests coincide with those of the pressure

groups that the latter are effective.

General public *mood', on the other hand, ténds to be ephemeral in
nature, ebbing and flowing according to its perception of ‘crisis’,
ofishortages. of price hikes or price wars, or of large corporative
profits, Despite the attempts of opinion polls, this level of opinion
remains inarticulate, its significance most probably lying in the
atmosphere of what is acceptable that it appears to create. Its impor-
tance has not been lost on the various pfessure groups that try to guide
and ‘educate' it., The multinationals for instance continue to place

full page advertisements in newspapers explaining their poaition and

the benefits they believe they bring to consumers. It is difficult to
draw firm conclusions about the role of public opinion, but it would
appear to form an important context within which government attitudes

are formulated,
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The decision-making process itself also influences the attitudes
adgpted by governments towards the oil‘multinaﬁionals. Four fac-

tors in particular are of importance: time, ‘bureaucratic politics?®,
political requiremenfs.and the individual human characteristics of
those involved. Although slightly distorted, these factors tend to

be most obvious and accentuated at moments of crisis. The 1973-74
'0il crisis' can, even if only briefly looked at, indicate some of

the pressures involved. Overall, this period was not one in which
time was greatly compressed, however, October 1973 to June 1974

did see the highest point of pressure, international confusion, and
intense activity. The embargo on the US had immediate results econo-
mically and socially and called for an immediate governmental response
of-some kind, 1974 was election year for the Congress and it was only
two years to the next presidential election, a Republican Administra-
tion had to be seen to act decisively and effectively. Moreover,
America, in the eyes of the government, must not be seen to give in

to "blackmail", yet its need for oil rpguired some movement in America's
policy towards Israel to one of 'even-handedness'. Whilst the military
lobbied for armed intervention, the State Dqgar%ment tried t o organise
a collective consumer respoﬁse. the Interior pressed for the interests
of the domestic industry and Consumer Affairs for lower increases in
prices. The President himself was distracted by Watergate and his

fight to stay in office.

The oil industry was therefore left to organise and plan America's
response whilst at the same time operating the embargo on America on
behalf of the Arab States, Prices rose dramatically and supplies were

rationed and a diplomatic initiative was organised to try and bring
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together the consumer States. Therefore, the factors involved in
the decision making process are clearly important in influencing
attitudes concerning the oil multinatidnals. In this case, a
favourable climate existed for the delegation of responsibility

to the majors, irrespective of the interesting question of whether

the US had any choice in this particular instance,

The question that the home government must ask itself when consider-
ing the international pressures upon its relations with the oil
multinationals is whether these firms will complicate or smooth its
international relations. For America, the possibility that the
political goals of 'bridge-building® with the developing world, pro-
jecting an image that will replace the established one of a colonialist
power, and constructing an international network of mutually advan-
tageous trading relationships, may be impaired by the actions of
multinationals or by the State being associated with these companies

in countries where suspicions exist about these firms,

Governments are largely judged by what they actually do.. There are
four ways in which a home government might provide support for an cil
multinational: military invervention, covert activity, economic
sanction, and diplomacy. Only a handful of instances of military
intervention by home governments on behalf of the oil majors suggest
themselves from the long history of the industry. British and American
‘gunboat diplomacy’ was brought into play against Mexico in 1924 and
1938; following the respective threats to a refinery, and the expropri-
ation-of Shell assets in 1941 troops were sent to Abadan in Iran and

in 1958 forces were dispatched to Syria and the lebanon. However, it
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cannot be argued that these actions were succeasful in preventing

the eventual takeover of multinational assets in these countries,

a point not lost upon the home States, especially when faced with

the modern realities of well armed host States, international condem-
nation of intervention in the affairs of another State, as well as
the unwillingness of domestic opinion to support such action., The
military option is not the most viable for contemporary statesmen
looking to support the oil majors. The success of the obsolescing
bargaining since the sixties has not been met by such action,simply

reflecting the realisation of this fact by home States.

Covert activities may appear as a less blatant form of influence for
the home government. The case that recurs in study after study is

that of Iran in 1951-5%. The embargo on Iranian oil supplies enforced
by the majors and supported by Britain and America, brought great
pressure to bear upon the nationalist regime of Mossedegh. Domestic
support in Iran weakened as the economic sancticns bit and more impor-
tantly Mossedegh's dictatorial form of government stimulated opposition
to his rule. In 1953 a right-wing coup overthrew Mossedegh aided by
the American CIA, and the BP company was able to regain the assets ex-
propriated by Mossedegh in 1951, although this time in conjunction with
American majors as part of a Consortium. This action was obviously
successful in the short-term, but in the'long—term it proved counter-
productive. Other hosts were warned off the nationalisationist path
and pursued more successful policies of ‘participation and collecgive
bargaining, and in Iran the restored Shah found it necessary to take

an aggressive stance towards.the 0il multinationals of the Consortium

in order to ‘prove' his lggitimacy to rule in the light of dcmestic
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criticism that he was merely the puppet ruler of the Americans., It
may be that the strategy followed by hosts sinéé the Iran dispute has
meant that situations where this type of support could be given to
the multinationals ha?e not arisen., On the other hand, it is more
likely that changes in international and domestic considerations have
made Iran the last time such an act could feasibly be undertaken with

impunity as later attempts in Iraq (1961) and Cuba (1962) showed,

A third possible means of support is that of economic leverage., As

has already been noted, economic sanctions were operated against Iran

in 1951-9+ by an effective embargo operated by the 0il multinationals
themselves. By the Cuban embargo of 1961 it was clear that the multi-
naﬂionals could not operate alone as they once hadfer the emergence of
OPEC in 1960 and the rise of the independent international company

meant that the multinationals were anything but alone in the international
oil system. Government demands for participation in the Peruvian subsid-
iary of Exxon, IPC, led to the cut-off of AID by America in 1G6M4,
Moreover, food shipments to Indié were withheld until agreement favour-
able to the oil majors over governmental claims‘for public fertiliser
development was reached, Inétitutions such as the World Bank are argued
to reinforce such economic 1everage. Up to the 'seventies', the Bank
operated a policy wherein financial aid was withheld from oil projects
that were to be undertaken by the developing States themselves, It

is claimed that pressure was placed upon the Indian government by the

Bank to prevent it from exploring for oil overseas during the 1960°‘s,

However., it carnot be said that these actions were successful in the

iong-term: Iran persistently moved further into the operations of the J
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Consortium, even during the *'fifties’®, Cuba fended off the embargo
with the help of the Soviet Union, and_Peru, at great cost to its
poor economy managed to hold out against intense pressure, Further-
more, the use of such tactics led the producer States to embark on the
strategy of participation and to build up State enterprises as a
gradual process rather than use the sharp shock of nationalisation,
This strategy has been alded by alternative sources of finance such

as the Eastern 'bloc' countries and regional organisations such as

the OAU and OAPEC, Thus the economic sanction does not seem to offer
itself as the most effective of options available to the home State,

A fourth option is diplomacy.

The representation by one State of its interests to another in the

hope that the latter will change its policy to one more favourable to
the former, is one of the oldest facets of the international system.

In times of dispute, diplomacy is largely the option of negotiation,
mediation, and compromise, It is dependent upon the retention of lines
of communication between those involved; it requires that the talking
continues, Diplomatic préssure may be bilateral or multilateral.
Pressure from a single State upon another may prove insufficient if

the latter is determined in its policy, strong enough to resist,or acting
in conjunction with others. In such circumstances, the former State
may then seek to mobilise a diplomatic offensive on a broad front,
marshalling support among other like-minded States to exert colilective
pressure by isolating the State in question, The success of the
American diplomatic initiative against Britain over the San Remo Treaty,
the attempts to influence Libya in 1971, and the intense diplomacy

among States during the 'oil crisis® of 1973-74 can all be regarded in

-116-




this light. But as the latter two examples also show, diplomacy can
only achieve so much, even if it can be well coordinated and articu-
lated clearly. It is dependent for success upon the willingness of

the other State to listen and negotiafe. The home government, more-
over, may well be less than whole-hearted in its efforts; other
considerations colour the diplomatic scene that may prove more impor-
tant to the home government than the multinationals., The desire to
maintain politically favourable governments in key strategic areas

may take precedence over the economic interests involved., Multina-
tionals themseives are a medium of diplomatic relations; prior to

the oll crisis the majors were used by the Saudi Arabians to signal

to the American Administration exactly what the Aradb position was and

the consequences for the Americans if their policy towards Israel did

not change. 1In addition, the actual sharing of scarce oil supplies among
the consumer States whilst maintaining the interests of the oil producers,
highlights the essentially diplomatic role of thq majors in transmitting
and balancing national interests without diréct national contact and
possible conflict. The diplomatic option is therefore the most complex

and difficult for home States to judge and to undertake,

If the interpretations are correct, then the obsolescent bargaining

of recent decades should have been met with firm, unequivocable support
for the majors by home governments; thisAclearly has not been the case.
In many instances the home State has paid ‘'lip~-service' only to the
multinationalsscalls for support. The decisive confrontation between
Libya and the majors at the beginning of the 'seventies', as the follow-
ing chapter amplifies, drew hbme support in the form of a single,

inexperienced, and ill-informed emissary dispatched to Libya and the
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Middle East.38

If the interpretations are to be believed then this
situation should have seen emphatic and,decisivé support by the home
State. Overall, since the Second World War the oil multinationals
have found their posifions in the producing areas being eroded, in
the consuming areas’participation in the market place; at the same
time the amount of support forthcoming from their home States has
declined as international and domestic conditions limit the viable
options open to them. The relationship between home government and
ma jor appears therefore to operate on the basis of a mutual under-

standing. The majors are left to get on with the business of oil

supply, so long as it is realised that the home government also has

wider political commitments that will in some circumstances mean
muted support for the multinationals. Support for the 0il multina-

tionals is neither inevitable nor automatic.

Turning to the host States, the centrallquestion concerns the extent

to which these States are constrained by the presence of the oil
majors? There are three groups of States that play host to the oil
multinationals; the OPEC oil producing countries, the Western developed

consuming countries, and the under-developed consuming countries,

The OPEC countries themselves fall into three groups: the ‘Gulf’
States of Bahrein, Iran, Iraq, Kuwait, Qatar, Saudi Arabia and the
United Arab Emirates (UAE); the North:-African States of Algeria and
Libyas and the other producers outside these areas, especially
Nigeria and Venezuela. The majority of these countries share a

common history of colonial subservience and a common goal of asserting
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their sovereign status during the 20th century. Embodied in the

desire for international recognition and influence is the pursuit of
economic, social, and political developmént through the use of their
oll and gas resources. During the post-war period, in particular,
pressure has been increasingly exerted upon the oll multinationals

by the governments of these States in the furtherance of these national

goals,

The producing hosts have been concepned with three main 1ssues with
regard to oil: pricing and revenues, supply, and ownership-involvement,
Up to 1960 these countries exercised no effective influence over produc-
tion or price, nor did the majority of them have any participation in
the operétions of the majors in their own territories, Even in Iran
where the National Iranian 0il Company (NIOC) had been established by
the government to run concession areas outside the orbit of the Consor-
tium, State involvement remained very small. Some gains were made in
revenues; rising production, the spread of 50-50 profit-sharing agree-
ments. and the abolition of host contributions for marketing and sales,
all increased the amounts accruing to the producers. It was also
evident at the time that these States could only achieve so much, They
lacked the technical expertise, the information, and the facilities of
the majors. The formation of OPEC .in 1960 reflected not only a common
interest in the short-term objective of maintaining posted-prices, but
also a perception of the long-term need for cooperation in order to
achieve their common aspiration for greater control over the oil
industry. The success of OPEC in 1960 of preventing posted-prices
falling was the first real reverse in the fortunes of the oil multinat-
ionals. Although it required another decade before the main effects of

this change in the balance of power came to fruition, OPEC proved an
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effective source of information-sharing, technical education and,
most importantly, for the harmonisation of producer policy and bar-

gaihing positions.

Somé observers in the West have expressed the belief that OFEC
will break-uplas self-interest surfaces following the watershed
successes of 1973--71&.39 Differences have always-existed between
the members of OPEC, but whether they will produce the end of the
organisation remains in the realm of épeculation. Differences,
howéver, are important in the pattern of relationships that have
developed among the actors. Iran, for instance, with its large
population sought to satisfy its economic needs through increased
-production, Countries like Kuwait and Saudi Arabia, on the other
hand, with small populations prefer to increase revenues by means of
production cutbacks when necessary.uo Political differences also
exist, The withdrawal of the colonial powers from direct involve-
ment in these areas, has seen turbulent political-changes also take
place. Monarchic rule has been overthrown in some of these host

States: Iran, Iraq and Libya, whilst in others, such as Algeria, the

continued influence of the colonial power has been challenged. Often
proclaiming a curious mixture of nationalism, socialism, and religious
fervour, new leaders such as Kassim of Iragq or Qaé%fi of Libya expres-
sed antipathy towards oil multinationals and the surviving monarchies
of Saudi Arabia, Kuwait, and the UAE, alike. Whilst the revolutionary
leaderships expropriated the assets of the majors in their lands, the
monarchic States followed the more moderate and gradual road of parti-

cipation,
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Power politics has also played its part. The desire to lead the
OPEC group has been an enticement to men like Hussein of Irag,
Qaé%fi, Reza Shah of Iran, and King Farﬁud of Saudia Arabia. The
constant jockeying for position between Iran and Saudi Arabia in the
1960'8 has been given an added twist in the 1980's with the Islamic
Revolution in Iran calling for the rejection of the "materialist’®
values of the West, massive price rises, and for the oil to stay in

the ground if necessary.

The Tehran and Tripoli agreements of 1971, discussed in the next
chapter, marked the transfer of control over posted-prices from the
majors to the producer States, the 1973-74 embargo represented how
far the producers were able toAcontroi supplies, and by 1976 all the
producers held 100% participation in their domestic oil industries,
Majors, forced to adapt to survive in these areas, entered joint
ventures, opened new contracts, and agreed to invest in petrochemical
plants,hl with the host State., It is therefore difficult to draw the

conclusion that multinationals control these States or that they have

benefited from the differences among these States, since at the crucial

points OPEC unity has been successfully maintained. The developed hosts

consist of three groups also: those that deal with the majors as both
producing and consuming nations (America, Britain, the Netherlands,
and Norway), those that are éonsumers (Italy, France, West Germany),
and the special case of Japan., All are industrialised, are large
consumers of o0il products, are representative democracies, and base

their socio-economic systems upon liberal values.

In the first group of States, government attitudes are largely
influenced by the desire to balance the usefulness of the majors in

o
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developing their oil resources and providing distribution networks,
against a concern for a degree of control over the industry. This
caréful balance of interests is more appropriate to the Buropean States
involved than to America where the majors are not significantly
involved in the production of oil. The intervention into society

by government has been widespread in the Western European States
since World War Two, although is much less pervasive in the US, With
regard to the oil industry such interventionism 1s evident in the
establishment of national oil companies to work with the majors in

the North Sea. Britain established the British National 0il Company
(BNOC), whilst Norway formed the Norwegian equivalent. Moreover,
Britain and the Netherlands already look upon the Shell group as a
national institution. BP too, is held even more in this light with
its British government stock-holding. Taxation and royalty payments
are high in these States but are not pushed far enough to alienate the
majors. There may be occasional talk of ‘windfall profit taxes' but
the nationalisation and related policies pursued in some OFPEC States
are unlikely to be followed in these European hosts. In America, where
Federal government continues to play the role of ‘holding the ring' be-
tween the different groups in society, interference with the industry
has been minimal although questions are raised over the role played by
the majors during the °‘oil crisis' and their high annual returns,
These firms, having originated 1n Britain, Helland and Amsrica, do not
constitute the aliens that they do elsewhere, and do not engender the

same level of doubts.

The situation is different in France, Italy and West Germany, In the

first two the position of the majors has been steadily eroded by
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government in favour of State-owned companies; CFP-ERAP (E1f) in
France and ENI in Italy. Such policies are noﬁ'new, CFP was establ-
issed in 1924 and ENI owes its origins to the corporatist policy of
the Mussolini regime in 1926, But the significant forces involved
are the personalities of General de Gaulle and Enrico Mattel who
both sought to counter an Anglo-American domination by the oil
multinationals, Thus refining capacity, market shares, and import
quotas strictly govern the position of the majors. For some majors

' oas Thes 42
it is too restrictive andAhave withdrawn.

West Germany took much
longer to ahbandon her free market attitudes and it took the 0il crisis
to make her throw government support behind the Deminex and Gelsenberg
companies, The majors are therefore clearly mucﬁ more restricted in

their movements in these hosts as a result of national regulatory

policy.

Japan's total dependence upon imported oil supplies has meant that
government has long been concerned witp.thé industry and especially
with the majors since in 1973 thése firms imported 75% of Japans' oil,
In 1962 thé government passed legislation strenéthening national control
over pricing and refining, ahd in 1973 the majors accounted for only one
third of refining capacity. In 1967 the Petroleum Development Public
Corporation was established to extend Japanese involvement in oil and
the Arabian 0il Company (Japan) is currently active in the Middle

Eastern offshore explorations. Thus, in Japan government is seeking

to lessen its dependence upon the oil multinationals.

The under-developed States, sharing low GNP's and general economic
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weakness, the imprint of former colonialism, political instability,
and a dependence upon outside aid, are perhaps in the weakest of
poéitions to bargain with multinationals. Moreover, thelr lack of

a collective voice such as that of OPEC further dimié§hes the scope

of ihe bargaining strength available. It would be strange if some
governments in these countries did not feel some suspicion of pricing
policy and supply conditions, However, in terms of limiting the sover-
eignty of these States, questions largely turn upon whether the
multinationals are symptoms or sourceé of weakness, for, even these
States have the right to say no to those who wish access, The need
for a deeper understanding of the requirements of these States, and
consequently the role that the multinationals are hoped to play, can
only come through work such as the Brandt Commission. The role of the
producer States in either the transference of wealth to the poorest
States or by offering oil discounts, may be a significant factor in

the emergence of a clear role for the oil majors in these areas,

The multinationals have therefore experienced a decline in their

position as the host States have exerted their economic and political
capacity to bargain effectively with the majors, and as home government
support has weakened as a result of changes 1in the international climate.
The multinationals continue to be able to offer technical expertise

and risk capital to States in return for guarantees of access to oil
supplies, The case of India indicates the development and nature of

this symbiotic relationship between the actorsnu3

Subject to the attentions of the oil majors for many years prior to
independence (1947), India saw over 80% of her rising consumption

during the 1950's imported by these firms., Over half were supplied
by the British-owned Burmah-Shell Company. Faced with diminishing
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foreign exchange reserves and growing nationalist pressure against such
a prominent position held by the majors, government called for refin-
eries to be built in India. Standard Vaccuum and Burmah-3hell
responded by building small refineries in 1954::ﬁn 1657 Caltex built
anéther small refinery. Prices did not fall but this did represent a
breakthrough for the government, however small. The companies had
opposed these demands as less profitable, But for the government it
represented an investment of £100 million in India and reduced the
force of company threats to withdraw. The majors acceded for three
reasons, First, the fact that the majors would still be importing
their own crude lessened the possibility of profits falling too far,
Second, the legally-binding agreements included guarantees that asseté
would not be expropriated. Third, India was a promising area for
expansion, The majors would simply be excluded from the market if

they refused the government., This was a remarkable success for the

host government when the situation in Iran is taken into consideration,

Although refining capacity rose to 75%.3n 1955 and majors investments
to $218 million, the Indian problems of demand and foreign exchange
remained as a result of the Second Five Year Plan's stimulus. These
problems, along with the desire to promote domestic business, saw
government pressure focus upon the issue of 'local equity', in other
words, the entry of the majors into joint ventures with local business,
The majors were called upon to supply capital, technical knowledge,
whilst local business (with a 50% holding) would supply local capital
and a knowledge of local conditions.uu The majors, distrustful of
local involvement and fearful of the spread of such demands elsewhere,

adamantly refused. In the short-term the multinationals protected
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their position, but in the long-term their situation was severely
damaged. Nationalist and anti-colonial sentiments, reinforced by a
political concensus of the right, left, and centre, formed a powerful
platform upon which host pressure upon the oil multinationals was able

k5

to emerge,

The "seed of conflict" of 'local equity' came to a head in the 1960's
when the Indian government sought to reduce prices paid by subsidiaries
to the rest of the multinationals and to import oil from the Soviet
Union on a barter basis, The majofs re jected the pricing policy and
refused to handle the Soviet oil, The Indian 0il Company had a capa=-
city for only one-quarter of the oil needed by India., At this time
prices'were falling, production rising, the Congress Party was divided
and superpower tension was high. The majors acted by cutting prices,
attacking "political oil", and sought support from home States and

the World Bank., But, home governments, fearing that India would be
sent into the Soviet camp gave no support to the majors, India
itself set up investigations into the working of the industry, and in
1965 the Defence of India Act gave government powers to coerce the

ma jors, Three new refineries built by the Soviet Union increased
India's bargaining power. In 1962, a deal between Phillips Petroleum
and the Indian government gave the latter a 51% holding, Phillips 25%,
and Indian stockholders 2U%. A series of similar deals followed,

including the majors. What had made the crucial bargaining difference?

".s.the situation now, unlike the fifties, is that the
government knows how the oil industry works and that
the oil companies have sensed the increasing bargaining
strength of the government over two decades and have
begun to take a less rigid stance." 46
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With regard to the central question of independence and control,
Michael Tanzer argues that:
"To the extent that the basic interests of the oil companies
- and government diverge, their views,.,.naturally tend to
differ. Conflicts stemming from divergent interests are not
usually resolved by appeals to 'equity', but rather are bWy
settled by the relative bargaining power of the parties,"
With a broad concensus of support, an improving economic base, the ‘
willingness of independents to step in with much better offers than
the majors, and the desire of the majors for access to the growing
market as well as their large investments in India and a lack of
home support, together produced a substantial swing in bargaining
power towards the host State. In 1972, Burmah-Shell and Exxon offered
India new conditions, They would enter joint ventures, relinquish
their right of supply from their own sources, in return for an allow-
ance to expand refining capacity. In 1974 Esso India offered a 74% par-

ticipation to government to much of its operations, indicating the

extent to which the majors have had to adapt.

A brief mention must be made of the significancé of the Soviet Union

in the international oil system. Important in the early years of the
20th century, the 1917 revolution removed the Russian industry from

the world scene, It was not until 1950 that it returned to export

to East and West Furope. The role of the USSR has been largely one of
a revolutionary influence. By providing an ideological and a practical
alternative to the majors, the position of the latter has been under-
mined. The development of the Soviet oil industry showed that the

majors could be dispensed with. Moreover, at times of tension between
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hosts and majors the USSR has made itself available as an alternative
source of oil, expertise, or credits on terms that the majors could
or ;ould not compete with., Whether or>not these offers are made for
political gain does not change the fact that it doues provide an

alternative to the majors in the oil systen.

There are no concise, all-embracing answers to the problem of the oil
actors and their relationships. The discussion above highlights the
complexity of appearance and reality in the role of the oil multi-
national., Global flexibility and the power that is associated with
such organisation is in fact limited by the nation-states system.

The enterprises are clearly not autonomous of the States, the web of
nationél and international regulations restricts the freedom of the

ma jors to roam the world at will, It is equally false to argue that
the States are independent actors. In the context of o0il, governments
have clear needs that require international involvements; host States
seek the markets for their oil and the home States seek secure supplies,
It is in this position 'in between' States, as part and parcel of the
international system of States interests that the oil multinationals
importance lies, The multinationals are 'go-betweens', the forum in
which interests are articulated and communicated. This is an essen~
tially diplimatic role, recognised by the governments and enterprises
alike. In the vital commodity of oil involving complex competing
interests, the States have a stake in the continued presence of the
multinationals in the system as a medium in which direct contact and
possible confrontation can be avoided, as can be seen from the

discussion of the 'oil crisis' in Chapter 5.
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However, the practical relationship between multinational and State
is also political; a bargaining process wherein the actval. influence
achieved by the actors is the significant factor. Power is a disi-
inctly relative concept in this bargaining context. The States can
gain practical advantages in the form of investments, expertise, and
facilities in return for their allowance of access to the State for
the firms, This does not appear to rest upon an exerclse of control
by the majors, rather the belief among governments that the majors
can still be of use to them. Overall; the interpretations

baééd upon a presupposition of multinational control are unsubstant-
jated, rendering invalid their explanations of the status and role of
the oil multinationals. The evidence available clearly suggestis tha£
the relationships between fhe actors is one in which a mutual aware-
ness of respéctive needs, interests and capabilities, and in which
relative advantages through bargaining are the most significant

characteristics.
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CHAPTER _5

THE INTERNATIONAL OIL INDUSTRY:
BARGAINING AND CHANGE 1970-1976

Unlike the general analysis of the previous chapter, the following
analysis is centred upon three particular events of the early 1970's
that are significant for the overall study of the role of the multi-
national enterprise. These events highlight in close detail the
trends and changes in thé relationship between these companies and
the nation~States discussed in the foregoing chapter, Analysis is
still concerned with questions of power, autonomy, and bargaining

and with the assertion of the main interpretations that multinational
control forms the essential base for the relations between the actors,
The Tehran-Tripoli Agreements in 1971; the OAPEC embargo of 1973-74;
and the establishment of the IEA in 1974, are events that warrant
attention simply because they raise serious doubts as to the validity

of the explanations offered by the interpretations.l

In these instances, bargaining strength lay overwhelmingly with the
governments involved. The 1971 agreements rocked the multinatiocnals'
influence over prices, supply, and ownership of oily +the embargo was
implemented by the majors on behalf of the Arab countries simply to
ensure continued access to crude oil supplies in the future; and the

IEA was established in response to home State awareness that a reliance
upon the multinationals was not necessarily in their own best interests,
Together. these events destrcyed any appearance of multinaticnal
~autonomy that might have arisen during the post-war period, and replaced
it wifh the reality of State sovereignty and governmental bargaining

power that had gradually emerged during the fifties and sixties but
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which remained unrecognised or ignored by multinational executives

and even their critics.

The Tehran~Tripoli Agreements of 1971 represent the most significant
and‘crucial event in the history of State~multinational relations
during the whole of the decade under review, These agreements signify
the breakthrough for the Gulf and Mediterranean oil preducing host.
States in their bargaining with the o0il multinationals 1n order to

gain significant benefits and advantaées from the negotiating process,
The economic background of a tighter supply-demand situation; the advent
of a new revolutionary group spurred on by anti-western values; and the
changing circumstances surrounding home government foreign policy that
made it less likely that their support for the oil majors would be of

a decisive nature, provided the sufficient conditions in which the
obsolescing bargain could be more effective. With the establishment

of these agreements came the general awareness among host States and
multinationals that any pretention that the entefprises embody a bar-
gaining strength sufficient for autonomous action and universal control
over the conditions in which they operate in the host States, no longer
hold any large degree of force. Pricing, supply, and participation-
ownership bargaining between the actors in the immediately following
years that saw the nation-States (especially the hosts) gain increasing
aanntages was a direct consequence of the stimulus to obsolescent bar-

 gaining provided by the success achieved by the States in 1971,

The roots of the changing relationship between the actors in the seventies

lie in Libya. This country provided the touchstone for events rather
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than other, perhaps more obvious, States as a result of particularly
strong and obvious tensions within Libya that wére fuelled by a
revolutionary coup which overthrew the monarchy of King Idris and
left a determined and'forceful regime in its placé that looked to
make immediate and strident inrcads into the position of foreign oil

multinationals in Libya.

~Tensions in Libya stemmed largely from the interaction between the
socio-political system and the oil industry. The institutions of

Libya were encapsulated in a powerful and immobile venality. Authority
maintained its position through patronage and corrupt practice, The
nature of this system and that of the oil industry were conditioned

by fhis venality. The requirements of the venal system stimulated the
unique pattern of oill concession areas in Libya, Small blocs and a
large number of applicanté for them encouraged further patronage,
bribery, and corruption.2 The two main concession rounds (1955 and
1965) saw the involvement of all the oi{ méjors, but, in additicn, a
large number of independem‘,s.3 fhe situation was quite unlike that of
the other o0il producing States of the Arabian Guif or Mediterranean
where governments dealt withbonly one or two concessionaires, Fragmen-
tation and corruption fed upon each other in Libya; soon the demands of
the monarchy upcn the oil companies became more pressing. B%%d upon
terms offered by Phillips Petroleum and Standard Indiana in 1961, Libya
pressed for notification of contracts over 200,000 (LP); depositing of
local funds in local banksi priority to be given to Libyan tankers;
total disclosure of technical information; a higher percentage of
company profits in government revenue; and tﬁe establishment of refin-

eries and petro-chemical plants by these enterprises. However, the
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government, weakened by corruption, faced by general opposition from
the companies, and lacking both the political will and the practical
to&ls to exert sufficient pressure u?oﬁ the multinationals, achieved
little. Bargaining advantage remained with the companies; some con-
cessions were ruthlessly exploited whilst others remained untouched
for fear of flooding the petroleum rﬁarket.4 The host government did
manage to secure a relinguishment of the depletion allowance by the
majors in 1961, but overall their bargaining was ineffectual. Exxon,
in particular proved a source of great frustration and tension during
the fifties and sixties. Some of Exxon's concessions lay undeveloped

5

and plans were delayed time after time; posted prices were well below
the Middle East levels; problems over the Zelta pipeline and the
refusai to finance government losses from the 1967 close-down over

the Arab-Israeli war, together created bitterness, resentment, and -
frustration in the country, feelings that were tapped by the Gaddafi
revolution in September 1969 and later turned successfully against the

oil majors.,

The new government continued their predecessors' policy of pressurising
the 0il companies by raising the tax-reference price of oil in January
1970 by 10-20%. The companies united to face this challenge, rejecting
the government demand. Deadlock .ensued, the government gained the
support of States such as Albania to buy their oil if the government
was forced to nationalise, and the companies cut back on their drilling.
The °wild men of Libya® changed their strategy by exerting pressure
upon the independents rather than the multinationals, specifically
Occidental, These companies did not have the resources of oil of the

majors and were largely dependent upon Libyan oil supplies,
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Throughout 1970 the government ordered Occidental, Amoseas, Oasis, and
Mobil. to substantially cut their production. Eventually, lacking the
supfort of Exxon, Occidental was forced to succumb to Libyan demands.
With the support of other radical Stétes, Algeria and Irag, lLibya had
managed to exert sufficient power to break down the commen front of

the companies, By again cutting Occidentalg production in August 1970;
by harassing all the companies executives through the refusal of visasj
the banning of new technology imports; and by police searches of
company and employee belongings. the éovernment sought to increase its
préssure. Occidental agreed to government demands for a rise in the
posted-price of 30 cents immediately and a further rise of 10 cents
over five years, and a tax-rate rise from 50% to 57%. The Libyans tﬁen
raised this to 58%. In return, Occidental was able to gain government
acceptance of a production level of 700,000 barrels per day. After this
September 4th agreement, Oasis agreed on September 18th, and tﬁe rest
soon followed - including the majors. Ilump-sum payments were to be

made to Libya by the companies for the price differences since 1965;
posted prices were to rise by 30 cents per barrel and by 2 cents annually

to 40 cents by 1975. Production cuts were not restored.

The Libyan government achieved these terms through determined bargaining
and effectively directed pressure. The companies were divided in their
needs and attitudes; the majors were afraid of similar terms being
sought elsewhere, the independents and some majors needed Libyan oil
badly in order to meet rising demand. The United States was divided in
its attitude, whether to intervene or not. In the event, the

State. Department pressured the majors to agree to Libyan demands in

order to maintain America's position as the supply medium to Europe and
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to ensure that prices in America did not rise dramatically as a

result of a Libyan embargo. The majors were therefore weakened by
their multinationalism and their inability to act msuccessfully in a
cohesive, collective way to reject host government demands, Home
government support was lacking and alternatives such as ENI or the
Soviet Union were available. Therefore, in this case it was the
government that was able to exert a controlling influence rather

than the multinationals. Occurring right at the beginning of the 1970's,
the host producer States had witnessed a substantial increase in their
bargaining position as a result of the Libyan action. This awareness
resulted in a wave of obsolescent bargaining throughout these States,

just as the multinationals had feared.

Before analysing the relations between governments and corporations
through 1971, mention should first be made of the immediate events
leading té the Tehran and Tripoli Agreements, Following the Libyan
agreements, the Shah of Iran still nurturing vague grievances against
“"foreign countries", raised Iran's tax.;ate to 59%., Over the next few
months host producers began to establish their bargaining positions on
the basis of 59% tax rates and 30% increases in posted prices, The
21st OPEC Conference meeting in Caracas (December 9-12th, 1970)
codified these rising demands in a Resolution that also called for a
X increase in government shares of company profits and the elimination
of all remaining company discounts from posted prices. Supported by a
threat of an OPEC-wide cut-~off in the oil flow to the corporations in
fifteen days if the latter refused, the corporations were invited to

enter into negotiations on the basis of three regional groupingss ihe

Gulf producerss the Mediterranean exporters, and Venezuela-Indcnesia.
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The Gulf producers meefing was to be the first, being held in Tehran
in- January 1971, Worried about American supplies, Under-Secretary of
State John Irwin was sent to Iran; Saudi Arabia and Kuwalt, where he
gained an awareness that, in the event of an embargo upon the corpora-
tions, consumers would not face shortages. The majors decided upon a
firm stand against the producers. Through the haslily established
*London Policy Group' (LFG) the majors sent a joint message to OPEC

on January 13th proposing "an all-embracing negotiation"™ between all
the 0il companies and OPEC members, dealing with oil prices and
agreement lasting five years. One week later, America convened the
OECD in Paris to gain support among consumer States for a moderate
increase in prices. Almost simultaneously the majors 'gave-in' {o

Iranian and Libyan pressure for separate negotiations in a letter to

Libya:

"We should prefer, and should have thought that it would be

beneficial, in the interests of time, that the negotiations

should be with a group representing all the OFPEC members,

Nevertheless, we should not exclude that separate (but not

necessarily connected discussions could be held with groups

comprising fewer than all OPEC members.," 7
On the 1l4th February agreement was reached in Tehran between twenty =
two corporations and the Arabian Gulf producers. From this agreement,
Iraq, Iran, Kuwait, Abu Dhabi and Qatar gained an increase of 35 cents
per barrel, the price to increase on June 1lst 1971 and thereafter on
each New Years Day until 1975, 5% on each date. Additionally, inflation
and dollar fluctuation adjustments were included, discounts abolished
and State revenues raised to 53%. The producers agreed to refrain |
from further increases in prices. In Libya, negotiations had begun on

January 2nd, 1971. Unwilling to wait for the Gulf talks to even begin,

and with the ink hardly dry on the 1970 agreement, the government set

-136-



off on the bargaining trail once again. Libyan Vice-Premier Jalloud
demanded price rises, special premiums to cover the Suez Canal closure,
and cost~price development of indigenous oil and gas resources and
local sales through the investment of more corporative profits back
into Libya. The corporations reacted much as the same as they had
before; the LPG agreed an 'Libyan Producer's Safety Net Agreement',
providing for oil-sharing between companies in the event of embargoes.
Esso Libya was selected to negotiate on behalf of the LPG members,
Deadlock soon emerged once again. It was not until President Gaddafi
threatened nationalisation of nineteen companies that movement took
place, The threat came on the 28th of March and agreement was reached
on the 2nd of April. Posted prices were to rise by 95 cents p/b, in-
cluding 25 cents premium; annual rises were agreed at 7 cents p/b with
an additional inflation allowance. Government revenue was set at 55%
and part of corporation investment was specified as being for exploration.
The agreement was to last five years, Immediately this was announced,
Saudi Arabia and Irah sought the same terms from Aramco and IPC
(Algeria had nationalised its oil industry) and reached agreement,

The Libyan, Saudi Arabian and Iragi agreements became known as the

*Pripoli Accord’.

A number of questions spring immediately to mind when these negotiations
are considered as a whole., Perhaps the ﬁost surprising aspect of the
events of 1971 is that negotiations continued at all despité the accri-
mony and threats that the process engendered! The question of wﬁy bar-
gaining did not degenerate into unilateral imposition of terms by one

or other of the actors is cldsely related to the question of what the
aims, means, and capabilities of the actors were as reflected in their

respective bargaining stances. A study of these factors should offer
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7
some suggestions as to the nature of the o0il multinationals relation-
ships with governments, and to the cogency of the arguments discussed

in earlier chapters.

Together the hosts had similar aims to be achieved through the negoti-
ations, The immediate goal of these governments was to gain control
over oil prices and thereby over the revenues that they drew from oil
sales, Obviously, this was part of the much wider aim, long expressed
by the producer hosts, of achieving the decisive role over all aspects
of oil. The ambition of the Shah of Iran, expressed in 1961, could
have been spcoken by any of the producer government leaders and was even

more strongly feli ten years later:

"One of our most important endeavours is to enter the inter-
national oil market. This country, with its immense oil
reserves and its skilled oilmen could in the future be more
important than any oil company. because the oil which we market
actually belongs to us. We could, in due course, prcduce it,
market it, transport it with our tankers, and actually retail
it ourselves." 8 '
Little had been achieved during the sixties tu achieve +this aim, but
with the beginning of the new decade dawned new hope among the leader-
ship of the producer governments. Working from a basic legal foundation
upon which the whole obsolescing bargain is initiated, namely, 'rebus
8ic stantibus' described by Frank Hendryx (Arabia‘'s legal council) in

1959 as involving a central democratic theme that was not encompassed

by the existing State-orientated international law:

"The purpose for which governments exist - service of their
peoples - requires that on proper occasions those governments
be released from, or be able to overrule, their contracts
and obligations."” 9

At Caracas the host governments decided that a "proper occasion” had
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emerged, They had the means to achieve their goals, Learning from
past experience in Iran and Iraq as well as the more recent Libyan
de;ls, these States undertook new tactics. The OPEC meeting in
December 1970 established a collective position for negotiation,
Moreover, this stance was to be propounded through split bargaining
among three negotiating groups, opening the way for leapfrogging
through the Libyan, Gulf, Libyan and Mediterranean agreements: suc-~
cessively revising terms with corporations. The hosts wemalso aware
of the diplomatic channels open to them., Their diplomatic letters
to the consumer countries were designed not merely to reassure these
countries but to lessen the possibility that the home States would
actively intervene on behalf of the majors. However, the hosts were
determined to suffer the consequences of their actions, hence the
threats to cut off supplies to the companies if they proved too

intransigent.

The capacity of the hosts to press for their terms was enhanced by

the Libyans’success in 1970 that stimulated confidence among the rest
of these States. The Libyan deals were evidence not only of the actual
strength of the host States but also of the relative disunity and
weakness of the oil multinationals if bargaining was undertaken in the
same way. BHevenues that had grown during the sixties as production
rose, provided greater security for those countries and lessened their
immediate concern over financial dependency on multinational companies,
0il supply-demdnd had become tight in 1970 as a result of four main
factors; the closure of the Suez Canal in 1967 and the shortage of
tankers; the rapidly-rising demand in the consuming States; the sabotage

of TAPline in 1970 (April); and Libyan cutbacks during 1970, This
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tightening of the supply situation could only benefit the hosts by
adding to the pressure upon the multinationals. The new radical

leaders such as Gaddafi were willing to act upon these changed cir-
cumstances and OPEC provided a forum for a collective bargaining
position to be established, and provided for a collective threat to

cut off supplies to the majors, With the possibility of nationalisa-
tion given added credibility by Algeria'’s nationalisation of French oil
assets in February 1971, the host governments were not the weak, ineffec-
tual, subordinates to the multinationals that the interpretations argue

is "the case,

The bargaining position of the hosts did have weak as well as strong
aspects, The hosts needed the markets, transportation, expertise, and
investment that the multinationals could provide. Moreover, the multi-
nationals maintained their ownership of the subsidiaries operating in
these States, and their influential position over supply and production

as the host's development of State-owned companies and facilities remained
incomplete. Doubts remained over the credibility of the embargo threat,
the attempts in 1956 and 1967 had been poor and ineffectual. With the
contemporary knowledge of the 1973-74 embargo it is possible to argue

that o1l would still have reached the consumers and could not be maintained
for a sufficiently long period, although in 1971 there was no way that

the companies could be certain. Finally, the hosts too had their differ-
ences and division, The radical States such as Iran, Algeria and Libya
were largely antipathetic to the moderate Sheikdoms of Saudi Arabia,
Kuwalt and UAE, coming together mainly as a result of mutual interests

in o0il., Iran, Venezuela and Nigeria were non-Arab States thus represen-
ting a further division, and in all these host States, the-political

authority and stability of the governing elites was suspect from domestic
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political challenges or from communist insurgents such as in Iran,

Oveéall, however, the host governments were in a much stronger bargain-
ing position than at dny time in the post-war period and in the 1971
Agreements were able to make significant advances in their positions

as a result, As has been noted in previous chapters, bargaining
strength is relative not absolute and this host strength was directly

related to the power of the oill multinationals and the home States,

Following the argument that the multinationals dominate States to its
obvious conclusion in the context of the 1971 negotiations, then the
clear aim of the majors was to maintainvéontrol err the OPEC States,
‘But'as we have seen earlier, the oil majors lost much of their influence
over prices as a result of the agreements and left themselves open to
obsolescent bargaining invthe areas of host participation and supply.
What then was the real nature of the oil majors bargaining position?
Specifically, the multinationals iooked-to maintain their access to
crude oil, security of supply, and most importantly. a stability in
pricing and supply., To support their aims the corporations could call
upon a variety of means to achieve them. Through the formation of the
LPFG and the consequential joint message to the hosts, and the 'Safety
Net Agreement', a basis was provided for a joint negotiating position

in order to exert greéter vressure upon the States. Backed by the
ability of these multimationals to draw oil supplies from alternative
sources during any dispute with the OPEC States, they could reduce

their drilling and investment as required in order to press for their
goals, .The American multinationals in particular sought home government

support and gained some divlomatic involvement through the Irwin mission
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and the State Department's willingness to allow the LFG to meet.
Furthermore, the significant role played by the majors in the produc-
tiog, refining, and exploration of theée States offered an important
point of leverage during their negotiations with the governments.
Their continued presence in these countries after the 1971 rounds
suggests that this factor played an important part in government

deliberations.

However, the fact that the governments achieved the advances that they
did suggest that the interpretations are wrong to conclude that multi-
nationals inevitably and irrevocably control governments, or that the
majors gave way to States because they still controlled the international
industry. The majors flattered to deceive with regard to their bargain-
ing power. Some measure of influence accrued to these corporations as
a result of their multinationalism, but this also worked against the
majors when faced by a collective approach from a number of host States.
The majors failed to maintain their control over prices or supply, and
failed to secure a peiiod of stability. The recogniticn that the majors
were weaker than they had appeared to be led the consumer States to

establish the IEA to oversee their mutual interests,

Multinational bargaining power was less influential than might have
been expected by observers and executives alike, as a result of a com-
bination of long and short-term factors that undermined the majors’
position in 1971. Multinational flexibility is over-emphasisad as has
been noted in chapters two and three, the corporations are tied to the
regulatory structures of the States in which they operate and with the
emergence of OPEC the majors lost mpst of their capacity to play-off one

government against another., Furthermore, the larger rocle baing played
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by independent companies such as ENI or the Arabian 0il Company

(Japan), as well as Eastern European countries, meant that real and
creditable alternatives existed for host governments from whom more
favourable terms could be gained than from the multinationals.lo The
tighfer supply-demand situation restricted the freedom of the majors to
implement company embargoes upon recalcitrant States as had been done in
1954 against Iran, and when BP tried in December 1971 to impose such a
ban on Libya following nationalisation of its assets in that State it
failed to achieve its objective. The ﬁajors were now more dependent
upon the producers for supplies than at any previous period and could not
ignore the demands for new terms without recognising the danger to their

substantial investments in these countries.

In the short-term, the 19?0—71 Libyan deals were important in that they
set the pattern for future demands in the other producing States and
represented for the majors their new line of defence beyond which they
were resolved not to allow the host States to go,A In Libya they companies
had been divided and partly conquered, and they were resolved too not to
lapse again. However, the divisions and differing perceptions of cor-
porate self-interests carried over into the rest of the 1971 negotiations.
The LPG was split, between majors and independents and between the majors
themselves. For the most part, the majors were less dependent upon any
single producer than were the independents, and because of this the

latter were always more likely to be willing to accede to host government
demands, Personal animosity was also a feature of inter-company rélations
at this time. Dr. Armand Hammer's attempt to reach agreement with Exxon
chairman James Jamieson in 1970 to establish an oil-sharing mechanism

“to resist the Libyan governments pressure on Occidental and thereby
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maintain a united corporate front falled mainly as a result of the

1at§er% strong dislike of Hammerll. koreover, thé 'Safety Net Agreement'

was claimed by the independents to be major-orientated since they

were to be paid in cash rather than oil f'rom the LPG 12. The majors

were divided in their attitudes towards the hosts., Unlike the other

najors, SoCel end Texaco were finding Aifficulty in maintaining

their supply situation ss a resnlt of the Suez Canal closure, BP-Shell
and.

were also experienciagz problems of production in NigeriaAthese

compenies vere therefore reluctant to press the hosts too herd and

endanger their oil supplies. The other majors, not experiencing

these difficulties, were less restrained in their attitudes or

actipus, thereﬁy producing tensions within IPG itself. In additibn

the LPG was wealkened by its inﬁhlity to draw in corporations, such us

ENX, AOC or CFP that would not accept the joint position of the majors

nor the terms that they offered to the host governments, thus strength-

ening their role as alternatives. As a résu}t of these divieions of

weakness the LPG accepted host terms based upon separnte negotiations,

Finally the majors did not receive the full suppert of their home govern-

mentses The United States sent out an unprepared emissiary to tiie

moderate Gulf States and atteapted to gain consumer States' support for

& small rise in prices as a concession to the host States. This

diplomatic activity was mild and fell far short of what the majors hoped

for« Dut the home governments had interects and priorities to take into

consideration as well as their oil interests; important as they might
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be, as will be discussed later, The LPG was given passive support
through business letters' of the State Department in Washington, but
this support was muted and not free frqm internal criticism., The oil
multinationals therefore could not be certain that their attempt

to coordinate their bargaining strategy would not come under home
government scrutiny from Anti-trust authorities (as was the case
later in 1974) Returning to the question of autonomy, it is clear
that the multinationals were anything but the absolule masters
suggested by the interpretations. Rather, the bargaining process
reflected an outcome that was a result of the respective strengths
and weaknesses of these actors andin this instance led to greater

advantages accruing to the governments than to the corporations.

In this balance of bargaining factors, as was noted earlier, the
home government also played an important role. These governments
aimed to secure oilvsupplies, through the established corporations

13 The nited States

if possible, but by alternative means if necessary.
was also interested in maintaining the position of the 'friendly'
States of Saudi Arabia, Kuwait and UAE and in preventing the Soviet
Union from extending its influence in the region at America's expense,
Interested opnion was divided between those who advocated making
concessions to the hosts, such as James Akins, Director of the O0ffice
of Fuels and Energy in the Départhent of State, and those who advocated
government intervention on behalf of the majofs to reinforece their
unified st@nd against the producers, such as the Armed Forces who
worried about their supply situation. Following Vietnam, and the
international condemnation of the breaking of the ethic of national

self-determination, the United States could not afford to be seen

to be actively intervening in fhe affairs of the producer States to
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their detriment. Thus the Irwin mission, the OECD meeting and the
'business letters' remained the extent of home government involvement
in 1971, leaving the corporations to work out their best possible

agreement within the context of these national interests,

The 0il multinationald position as the most important influence upon
the 0il industry and upon the States involved.with them had begun to
change during the 1960's, but it was the agreements of 1971 that
saw the beginning of the swing in bargﬁining power towards the govern-
ments in an obvious way. The terms agreed represented a significant
advance for the hosts and conversely an unwanted development for the
majors. The governments did not nationalise, rather they maintained
negotiations. This was a result of their recognition that they could
achieve their gosls without resorting to such action, the threat alone
proving sufficient, The majors managed to retain their 6wnership of
thelr subsidiaries, and importantly their access to crude oil supplies,
Even the radical States allowed the majors to coﬁtinue to operate in
their territories. The host governments still did not have sufficiently
developed State facilities to allow them to nationalise the assets of
the majors with any real chance of running a successful operation., The
home governments avoided a loss in supplies, accusations of intervention
or endangering regional politicel stability. Bargaining produced
agreements that reflected relative advanfage not control. The position
of the majors was seen to have changed, governments found themselves
with more room for manoeuvre whilst the majors found themselves with less,
Ultimately,however, the 1971 agreements were a failure for the majors
failed to gain five years of stalility, within a year prices were

raised by the hosts, 3P'3 assets were nationalised in Libya and parvi-
3 Yy p

cipation agreements were widely called for. Ubsolescent bargaining was
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increasing in pace.

The Tehren snd Tripoli Agreements proved to be mere 'ropes of sand'lh
that led to the collapse of the 'House of Cerds' ” that was the
international oil industry and centered upon the fulcrum of the oil
multinationals, and which culminated in the 'oil crisis'16 of 1973~
1974, The 01l crisis can be seen as a 'single traumatic prooess'17
however, it was not a single event. Instead & number of different
strands combined to produce a orisis =~ - The quadr_upling of
posted-prices and the imposition of production cutbacks and embargoes
are linked together in the minds of many observers, and by the

consumer governments of the period, as a single act by the Host

States. However, these features of the crisis can be regarded as
peparate events that together sdvanced the obsoiéscént ﬁargéining
process, Although the price increases, produotion outs and embargoes
stemmed from the catalyst of the 'Yon Kippur' war of October Gth 1973
and involved both economic and political considerations, it is likely
that the price 'hikes' arose more from the immediate economic concerns of
OPEC whilst the embargo emerged from the particular political

interests of OAPEC. As a result of the oil crisis the position

of the majors was further undermined in the producer States and

nade more suspect in home and consumer States. The following discussion
is less concerned with the price issuelgalfhough its political implica-
tions will be noted where they influence the relations between majors and
governments) than with the relationships between the actors from the
perspective of the Arab embargo and the home State-consumer reaction
that led to the formation of the IEA,

When Egypt and Syria attacked Israel they achieved a significant

advance through surprise and aggressiveness, Yet, within tw weeks
Israel had counter-attacked and was in a position to threaten both
Damascus and the Fgyptian lands of the Suez Canal zone. Faced with

this military reversal the oil ministers of the Arab states met in Kuwait
to coordinate their use of an ‘oll weapon' against the West in general
and the pro-Israeli States of America, Denmark, the Nethsrlands, as well
ae Rhodesia, South Africa and Spain in particular. These tem Arab

Btates decided upon a 10% cut in oil exports and a complete embargo
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upen these 'hostile' countries. Saudi Arsbia postponed her cut to
provide America with an opportunity to change its foreign poliocy

but almost simultaneously America increased its aid to Israel and
Saudi Arsbia then introduced its embargo., By November the embargo
had succeeded in extracting a reiteration by the EEC of its support
for UN Resolution 242 and a generally more favourable climate towards
the Arab position in the capitals of Western Europe., OAPEC meetings
in Kuwait and Algiers decided upon EEC embargo exemption from some

of the proposed cutbacks and for an overall total cut of 25% of
September 1973 levels., The war was progressing steadily towsrds

a hard-fought, bitter and costly military stalemate, Arab proposals
for ending tha.embargo were watered down from the demand for a full
Israeli withdrawal from 'occupied lands' to a 'timetable' for such
withdrawals, American foreign policy, whilst remaining substantially
pro-Israeli, had moved perceptively towerdsa more 'evenhanded' approach
to the warring States and was seriously pursuing a cease-fire and
peace settlement., In January 1974, a cease-fire was signed, Already
in December 1973 some Arab States had argued for an end to the
embargo, and by the Algiers Conference in February 1974 the embargo
was concluded, whilst in Waahingtop the consumers were meeting to try
and coordinate their oil strategies. The embargo was formally ended '
and eventually in November 1974 the LEA emorged from consumers'
deliberations.

This then is the brief history of events during the 1973-197) crisi.s.ﬂ'é7
But what were the particular aims and bargaining positions of the various
actors and what was the nature of the role played by the o0il multinationals?
The first aspect to be noted is that it was not the OPEC organisation

that imposed the embargo and cutbacks, but the OAPEC countries, These
latter States include virtually all the major producers in the world and
therefore as a collective group is in a position to enact an effective |
and coordinated. seres of exportcuts and embargoes.19o There are two

main views regarding why the Arabs should have taken such an action

in 1973, The first is economic. Writers such as Benjamin Schwadran

argue from the hypothesis that 'the Middle East oil crisis which

atemméd from purely economic factors suddenly assumed aspects of
political determinanbizo. This argument would seem to fit im very well
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with the proclaimed aims and raison d‘'8tre of OAPEC as embodied in

its constitution:
"The principal objective of the organisation 1s the
ceoperation of the members in various forms of
economic activity in the petroleum industry, the
realisation of the closest ties among them in this
field, the determination of ways and means for
safeguarding the legitimate interests of its members
individually and collectively, the umification of
efforts to ensure the flow of petroleum to its
consumer markets on equitable and reasonable terms
and the creation of a suitable climate for capital
and expertise »investﬁi in the petroleum industry in
the member countries’

Presumably then the embargo was initiated by the OAPEC hosts in
order to 'safeguard’ the legitimate interests of its members through
the reduction in available oil, leaving 'market forces' to raise prices,
only stopping =in Schwadran's view- when the economic consequences

of international financial instability threatened the Arab States
themaelves.zi2 However, whilst accepting that economic interests were
involved in the decision to undertake an embargo, more important to
OAPEC may well have been the political aim of changing American
foreign policy in their favour, in other words, ﬁsing the majors

a8 'transmiesion belts' for the exercise of influence over the

home States_.and consumers. OAPEC, having been established in 1968

a8 a moderate grouping of Arab States to be a counter balance

egainst rising radicalism, gradually grew in number and could not
withstand the pressure from radical States for membership, OAPEC's
radicalism, in conseéuence,grew during the early 1970's, The oil
weapon had been used before and was not a new idea. Advocated in 1947
by the Arab Lesgue as a means of epposing the creation of the Israeli
State, the following year Jordan and Syria closed the pipeline to

Israel and TAPline was delayed. The Suez War in 1956 and the June
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War of 1967 both saw Arab producer attempts to implement an embargo
agaiﬁst pro-Israeli States, What was new about the 1973 situation

was the unity of OAPEC and the.length of the embargo. Most of the

Arsb States were involved and the action lasted five months (nine in
the case of the Netherlands) much longer than ever before. The warning
given to o0il executives of the Aramco group by King Faisal of Saudi
Arabia, the declared terms for the ending of the embargo, and the
actual terms that ended it, all point to the political motive behind
the ambargozziﬁgsbitternass that remained after the 1967 conflict, the
pressure extended by the pan-Aradb érganiaations such ag the Arab Lesgue
and the PLO upon reticent Arab States, and the strong possibility that
the moderate royalist States such as Kuwait and Saudil Arabia undertoeck

this action as a defensive measure in order to grasp the inititive

away from more headstrong radical States,

OAPEC was able to exert its influence over the multinationals through
its memSers. Together these States held 65% of OPEC's oil resources
and 55% of world resources. At a time when the market clearly benefitel
the sellers, these Dtates were in a strong bargailning position in re-
lation to the majors. American production wes in decline, Venesuela

was faltering and Alaskan and North Sea reserves had not yet been bdrought
on-stream in commercial quantities. Since the beginning of 1972 OPEC
had béen giggifigantly révising 0il prices upwards and, following the
outbreak of-war, hed taken the opportunity to boost prices uni-
laterally to high levels as figure 2 indicates. These price-1rises

were providing ever greater revenues for host states; thus

strengthening their financlial independence from the majors, The host
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governments were now confident of their bargaining power. The emergence
of State-omned corporations as efficient and knowledgesble orgunisations
and the speed and spread of participation agreements throughout the Gulf
increasing the host influence §ver domestic industries from 20(60S

by 1973, strengthened the bargaining position of the host governnents.

As in 1971 there were divisions and differsnces among the Arab Stetes
that woeakered their position in some respects. The most obvious

wa$ that between the moderate royalist States and the radical,
revolutiongry States. The embargo produced curious differences among
these countries, Whilst all agreed to the embargo and the moderate
States implemented their cuts, the radical states actually increased
production! The crucial differences arose from the 'hawkish' desire
of the radical States to get the moderate States to nationalize their
031l industries and take full control of the assets of the majors.
The moderates, however, preferred to take & gradualist line, arguing
that thi;:ggert more pressure upon the majors and bring greater
rewards. Moreover, there was, and remains, a difference in the tactics
open to the various governments, Those with large revenues and small
populations such as Saudi Arabia are able to use production levels
to direct prices, whereas those with highe¢C' populations, such as
Iran, seek to raise production and prices to increase revenues., Finally
the incressed production of non-Arab States such as Nigeria to offset
the decline in availsble 0il reduced the impact of the embargo.
Howaver, the Arab States undertook their embargo for political

reasons and were led by Saudi Arebia. The moderates took this

line for & wvariety of reasons. The enmity between King Paisal of

V Saudi Arsbia and Nasser of Fgypt was later replaced by a friendship
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betweon Faisal and Sadat. Arab prestige and pride had been hurt by

the 1967 war and Faisal in particular looked to regain it. These
States also sought to regain the leaderéhip of the Arab world and
maintain their own position against the radical states. Finally, majors
were being made aware tha@ the demand for 100% participation would
have to be conceded. The Arab States needed the majors to operate the
embargo and commanded sufficient leverage over them to gain their
acquiegecence as a result of the bargaining of the previous three

years.

An important question raised by the crisis is the amount of choice
avallable to the majors; could they have avoided being used by

the States? Critics such as C,T. Rand argue that the majors agreed
by choice to cooperate becaus::?;:f;ewards of 'buy-back' agreements and
home govefnment support fﬁr higher prices as a cover for a change in
foreign polic),r.mF For John Blair the ability eof the producers

to control up-stream facilities and thgucohtinued strength of the
majors down-stream formed ‘a 'biléteral monopgljrj25o Rand argues that
the majors realised that eompliance would guaraﬂtee their continued
position and this is evidenced by high investmert levels prior to the
orieis, Whilst thereis little dispute over whether the mejors were
instrumental in the embargo, it is unclear whether they faced a

real choice, The majors had 1little incentive to hold out againt

Arsb government demands, but even if théy had decided to refuse

iﬂis likely that preferential agreements and their large assets and
investments would be endangered and even these corporatiens could not

afford such a loss.
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The majors can be said to have had three geals in October 1973: first
to retain access to crude oil supplies at least costze to change

American foreign policy towards the Arab States, thereby strenghening
' 27

the place of the majors in these countries™ and third, to survive
the turmoil as best they could. In effect, the majors achieved all
three of thesg aimsenﬂoweveri in the long-run suspiclon and uncertainty
among home States and consumers had led them to become involved in
the 0il supply process rather than leave it solely to the majora,
The majors are therefore not autonémous actors, but are closely tied
to the heavily State-influenced international system, anq&espond to the
distribution of power within that system andto the pressures exorted
thereiho To assess the role of the majors it is equally important to
analyse the home States’and consumer reactions and bargaining positions.
In 1975 Christopher Tugendhat wrote that:
'eooone of the most important of all developmente tc
come from the climactic events of the early 1370's
could well be the emergence of the consuming countrie
a8 political actors in the drama of the next decade'’
However, in 1973 both the home States and the consumers were complacent
in their attitudes towards oil anq%he 0il majors, Following the 1967
embargo these States had undertaken stockpiling of o0il in case of
another such action and pfovided for an OECD Pétroleum Fmergenoy
Group for oil-sharing,. Wbstérn Sfates were slow to recognize the extent
of their depehdency on the Arab States. America imported ene-third frum4
these states and a 10-15% cut could produce shortages. Western Europe
imported 68% and Japan 90% of their o0il needs. These countries did
not expect the crisis, but the feeling was strong that if one arose

the majors would cope, as they did in 1956 and 1967. The events of

the early 1970's in the oil industry-ﬁere simply ignored. Some observers
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did offer warnings:
'eos that the oil importer governments should consult
to set guidlines for the companies actually engaged
in bargaining is the most practical proposition c.e
require more responsibility agg share final responsibili-
ty for negotiated agreements'

Such warnings were unheeded or came too late. The 1973 embargo

stunned these States. The majord allocation of oil appeared fyee from

30

home State influence” and a new approach to oil was called for by
critics, Consumers met the crisis with confusion:

'eeo & setting of uncertainty and disarray, of

of transitign from too Siccessful a past to

too uncertain a future'’
America, as both a home State and the leading importer of oil, was in
a difficult position. America relied upon ‘her' five majors and
swrounded oil in an aura of ‘national security'. Western Europe was
used to such dependency, but it came as a shock to America, Initial
reactions were of anger, frustration and misunderstanding with terms
such as 'blackmdl' freely used, America finally decided upon a diplo-
matic initiative to draw consumers together, whilst initiating 'Project
Independence' in America itself. The American government had been

There. was

reluctant to intervene early on:M?.strong Israeli lobby; a CIA report
suggesting that Faisal was bluffing; the concern of the Secretary of
State with cease-fire negotiations; and a President distracted by
re-election and 'Watergate'. Yet, America felt it had to act and act

as leader of the consumer states,

Western Europe, however, perceived the crisis differently from America

and relations were permeated with suspicion and resentment in Francejze

To Anne-Margret Walton33, the crisis is an example of 'issue linkage'

wherein America linked security interests to economic 1.:;1;erclependence.y+
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The most important linkasgs however, is that of stretegic-military
interests to political changes in the international system of which
the 'oil weapon' was a symbol:
Yeoethe system of advanced industrial nations eppears
to stand in the greatest danger of falling apart
a8 a result of failure of its leaders and peoples to
recognize that it is under attack from a powerful ex-
ternal force, which, in part at least, sees the
destrggtion of the Western system as a desirable
end. !
Concern was with possible expansionism by the Soviet Union in the
Middle East end Western Europe., Yet it is argued that the Soviet Union
as an increasing net importer of oil and in need ot the industrial
West {0 help her own development, had little desire to see a crumbling
Western economy and a rise in tensions through its own actious36. Soviet
production of o0il rose as did supplies to the West at this time, fousing

criticism of the Kremlin among those who foresaw the final collapse of

the capitalist system.

The majors continued with their allocatofy pcheme. Britain with

ite status of a 'friendly' State affirmed by OAPEC and reprieved from

the embargo still found itself with shortages - its close liuks

with BP breught no particular advantage. America invited the Western

States to meet in Washington in February 1974, an;::epresented the
beginning of an attempt to establish a unified counter-group to OAPEC

and OPEC, The Washington Conference formed a coordinating committee to

help form a Joint agency. This decision raised problems for Western Europe,
for, under French preassure, the EEC had issued a pro-Arab Declaration in

November and in December a 'secret' meeting of EEC Foreign Ministers

in Copenhagen agreed an exchange programme of 'mutual assistence' with
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Aragb States, and in January announced an intention to hold a 'dialogue’

with Arab States,

For Prance the crisis signalled an opportunity to extend its restriction
of 'Anglo-Saxon' multinationals and also to challenge America's position
of leadership in the West through the rejection of the IEA initiative

and pursuing ‘'rapprochment' with the Arabs. Premier Jacques Chirac claimed
in October 1974 that 'France refuses to be part of a confrontation between

37

users and sellers

France grasped an Arab proposal for broad discussions including 'Third
World' States and the 'International Conference for Economioc Cooperation'
openedin 1975, The IEA had been established in November 1974, but
by 1975 still did not resemble the envissged organisation for counter-
bargaining., The majors were left much as they were before the crisis, The
roaction: of the West was ineffectual and late:

'Tn the struggle between the producers and consumers

the weakness and helplessness of the latter was

amply demonstrated. All the daring efforts of the

United States and the very modest efforts of the French

were doomed to fail for they lacked the proper motivation

for a united, determined stand of the consumers and

e readiness to take the proper measures for the realisation

of the objectives. They all worked at cross purposes,

each trying to advance its own interesat at the expense

of the others., At the end the Uhiggd States gave in and

4id not live up to her threats.'
The majors generaly implemented the wishes of the hosts and gained
short-term benefits from higher prices and access to preference 0il. The pre-
dominant influence upon the majors was the host States at the same time as

home State pressure was weak., The weakness of the consumers stemmed from
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the dilemma over the role they should play in the international oil

industry:
' sovhether they should throw in their lot with each

other and pursue policies and negotiations as an
internationally coordinated body of major consuming
ereas, or whether they should seek to manege as best
they can on & national basis, seeking bilateral
arrangements with individual producers, or whether
they can, as they have dome in the past, play it by ear
and attempt to have & messure of both iggividual
‘and international cooperative action.'
The majors have tried to balance the conflicting pressures through their
traditional role as 'middlemen'. In the 1973 orisis this was an untenable
positien. To try to operate the embargo whilst claiming to be impartial
actors brought only criticism. The majors left themselves open to such
attacks by acting for the Arab States yet also trying to 'demonstrate
the validity of their claim that they camn act as neutral intermediaries
in moving oil between hostile governments.'ho Consumers were bitter
over the arbitrary decisions of the majora’ emergency committee. The
hosts were concerned that the majors would reap the financial rewards
resulting from shortages or that the majors might reduce the force of
the embargo by directing oil to embargoed States through tkird countries,
The embargo was probably significant not in its physical respects (alhough
the long queues of vehicles at the petrol pumps were real enough) but

in its psychological impact. Governments and majors were made aware of

their interdependency. Specifically, host governments reallsed their
bargaining influence; consumers recognized that they must take a more
active role in the international oil industry; andthe majors were made

awere of the State-dominated environment in which they oper,te and the

pressure behind the demands of host governments.
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The relationships between the governments and the multinationals, not
only in the oil crisis but im the 1971 agreements as well, reflsct
differential bargaining rather than any absolute contrel. In these
cases the host States have gained greater revenues, participation and
pricing contrel through obsolescent bargeaining, the majors have
maintained their role as international merchants of oilj the consumer
and home States maintained their oil flows whilst increasing corporate
taxation and establishing state-based facilities to take on larger
responsibilities from these enterprises., The overwhelming force for
change has been the underlying improvement in the political capacity J
of the host govermments to press for their national ob jectives
leaving the multinationals performing their role ar 'in-between'
within a2 more restricted international framework, As one writer &eséribes
the importance of these events and trends: ' <
'eeo the industry had changed for good. The system which
once dominated in the Gulf (and elsewhere) had been
shattered, and the architects of this demolition were
Gudaffi, Occidental and the hubris of the unyielding
Exxon, the redoubtable SoCal and the other five majors.
The heyday of the independents in Libya-like an

accident on a freeway-has left its trace onhihe industry,
long after its debris has been cleared up,'
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CHAPTER 6

CONCLUSION

This study began by asking a number of questions abaut the
multinational corporations and their relationships with natien-
states, In what sense do they operate beyond the scvereign authority
of nation-states? Whewe does power lie within these relationships

and of what is it constituted? What conflicts of interests ﬁre
there? Do the multinationals represent a challenge to pesitions

of authority assumed by the nation-states in international affaira?
1Thia.conc1uding chapter provides the opportunity to bring together
the principal arguments and the evidence discussed in the main

body of this study and to draw conclusions as to what may be

said to form the answers to these questions.

From the interpretations discussed in chapter two it is clear that
there is a belief that the multinationals are very much beyond the
control of governments, conducting their operations on the basis

of an asymmetrical power relationship with the States, involving
themselves in bargaining processes, the outcomes of which are
inevitably 'zero-sum' in the light of inevitable and irreconcilable
conflicts of interest between the actors, and constituting subatantial
challenges to the sovereignty of nation-states. However, it is also
clear from chapter two and from subsequent chapters that this

belief is mistaken and that these interpretations are unconvinging

and are built upon weak, insubstantial theoretical foundations.
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The case study, by focusing attention upon the actual relations
between oil mulvinationals and governments, reinforces tne view
aﬁggested by the theeretical discussion that precedes it; that

the multinationals are not autonembus units, but are. tightly bound
into an international system organised by, and for the interests of
nation-states. Power, in the sense discussed earlier in the study

is largely distributed symmetrically although in many instances

the balance tips in favogr of the States. Bargaining is undertaken
on the basis of reciprocal benefits.with the parties involved seeking
;greements that go some way to fulfilling their competing interests.
Finally it is evident from the review of the characteristics of boeth
the multinationals and the States in chapferithree that the corporﬁtions
do not constitute a serious challenge to government authority and

appear to reinforce the established nation-state dominated system,

Such conclusions are obviously inimical to arguments that posit

& virtuslly complete independence for these corporations. The
neo—imperialists base their andysis upen an economic rationale

or rather rationalisation, the belief that it is economic processes
and their loci and not pelitical frameworks (nation-states)

that are the important foci for analytical attention. Multinationals
are identified as the largest and most significant concentrations of
economic strength in the international.economy and as such exploit
countries as 'captured' economic territory. These global monepolies,
in this view, owe their growth to an inherent and inevitable cépitalist

trait for expansion, and their power to their economic capacity to control
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coﬁntries, be they home or host. Apart from doubts concerning
capitalist expansionism, national or international, class exploita-
tion and the Systamio polarisation of wealth and poverty, which were
reised in chapter twe, it is clear that this theory breaks down in a
number oi other respects. First,the multinationals cannot be said

to be the monopolies that they are claimed to he by the neo-imperialists.
The limitation ' of competition between capitalist enterprises

that 18 the basis of the concept of monepoly simply does not

oxiét among multinationalsa however much these corporations desire
or pursue it. For example, there is in the car industry intense
competition between the giants and, as the case study highlights

in the oil industry successive attempts such as thet of the
Achnacarry agreement have eifher been‘short-lived or outright failures,
The related argument that these corporations are so large that they
cannot help but dominate industries, leaving governments with no-
choice but to deal with them and accept thelr terms, is more worthy
of consideration. But this is also oversimplified and rendered
invalid by what is chooses to ignore. In the oll industry in
particular, but in others too, the multinationals' position is being
aroded by smaller specialised firms and government-owned companies.
These latter firms are not constrained by feare that terms agreed
in ene country will result in 'leapfrogging' in eothers—a Jjustified
goncern of the multinationals as ehapter five has shownu. Second, the
multinationals do not control nation-states as this interpretation

argues must inevitably be the case., Taking the home countries

first, the question ¢ why these countries shiould sllow the multi-

=162~




nationals to lose their control over their subeidieries overseas,
@espite the calls for aid frqm these firms to government, if there is
& harmony ef economic or even class interest, is not satisfactorily
énswered. The link between economic strength and influence over
géfernment, that is, power, is simply assumed, not proved, as it

must be ifthis interpretation is te mean anything at all. Class is
used as an all-embracing 'catch-all' to cover the deficiencies of

the abstracted equation: economic capacity equals power (influence).
In this context, class consists of speculation built upon dynamice

of implication, rather than conciusive proof, It 1is argued that
because both corporate and governmental executives are from the same
background, their perspectives are similar and therefore it is implied
that their actions will malesce. Similarly, it is ergued that a
'shuttle’ of executives between corporation and government indicatés
that the béhaviaur of those involved will remain the same desapite
institutional differences. There is no evidence te support a generalised
ayétemically-ordered dynamic of class of the nature propounded by the
neo-imperialist interpretation. More important still is the evidonce
indicating strong obsolescent bargaining, by host states especially
that completely contradicts the claim of this interpretatien that the
multinationals inevitably and irrevocably control nation-states. The
very presence of such a process, so evident in the reduction of o0il
majors to contractors in countries where previously their position

of authority over oil was unchallenged (chapter 5), refutes the distorted

determinist explanation of the neo-imperialists,
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Equally unconvincing is the neo-mercantilist argument. In this
interpretation the multinationa‘corporation has established its
position during the post-war period as a consequence of a 'natural
hérmony of interests' with its home government. American political
and military expansion is argued to.have provided favoursble conditions
for multinationals and in turn corporate expansion has reinforced

the position of America overseas. Héweier,lan inevitable decline in
the hegemonial position of the home country as a result of the
diffusion of technology forces the home country to depend upon the
multinationals to an ever greéter extent, thereby allowing the
multinationals to develop as increasingly more autonoﬁous organisations.
This interprdation does not attempt to portmy itself as a general
theory as does the neo-imperialist, rather it draws its conclusions
from particular historical instances such as the Cold War. The
problem with this interpretation lies with the inshlity of these
historical examples to stand up under investigétion. The Cold War
period must be regarded as the exception rather than the rule. The
threat of Soviet expansion into Western Europe perceived by the
American government after the war, stimulated a similar response
from government and business, This wés enly a temporary coalition that
ought not to be generalised too widelyfr;learly the history of

the 0il industry indicates that home country interests do not always
coincide with those of the multinationals. The oil crisis highlighted
the differeﬂce in policy towards the Arab countries in the context

of Israel with the corporations backing the political demands of the

Arsb 0il producers and the kerican government continuing in its
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support for lsrael. It is also difficult to accept tne view that
the nmultinationals are moving beyond the control ot American regulation
because America is in decline, America's world influence may be in
a Sligﬁt decline, but its ability to entorce its sovereign authority
upon private corporaﬁions cannot be seriously questioned. especially
as new regulations such as those covering intormation disclosure |
and environmental protection have been introduced. Moreover, the claim
that multinationals were manipulatéd_during the immediate decades
after the war by the home government to secure its position overseas,
such as Cuba following the takeovér by Fidel Castro, is limited in its
validity, for, in this case as in others, the companies have been
guided not by national interests but by their own, as the avoidance
of Rhodesian (Zimbabwe) sancfions indicates. Home country sggrandisement
does not conditute the rationale of the multinational.corporations'
operations overseas, although neither can they entirely ignore the
requiremente of behaviour established by .such countries, both of vhich
points indicate the weakness of the neo-mercantilist explanation, Further-
more, a8 the Iranian hostage crisis so graphically illustrated,
wealth (or economic capacity) does not directly correlate with power,
Even the strongest of organisations can be ineffectual. This core
beldef of this interpretation can be seen to be invalidated by the
successes of countries in harnessing sufticient .'countervallling

power' to restrict the position of the multinationals as well as

the Americsn home country.

Although the interpretations as a whole argue that the multinationals

exercise autonomy as a result of economic strength, the sovereignty-
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atfbay and global reach arguments identify the crucial element of
autonomy as being that of multinationalism itself, that is, global
flexibility, As new economic organisdtions; structured on world-wide
bases, these enterprises are in a unique position to overcome national
restrictions simply by 'going elsewhere'. Immobile national units
cannot compete with these corporations on equal terms and are theretore
threatened with extinction. Although the two interpretgtions differ

as to whether this independent role is a good or bad development, they
agree that such an independence is energing. Yet, 1t is clear firom the
earlier chapters that the amount of flexibility accriuing to the
multinationals as a result of their global structures 1s limited.

The multinationals are represented in thesze interpretations as
homoéeneous entities operating with little reference to national
frameworks. However, the study of the multinationals in chapter

three indicates that whilst financial and managerial liunka are
centralised, the corporations are based upon parents and subsidiaries
that are nationally-orientated and responsive to nationsl conditions.
The global reach inferpretation chooses to underflay the lmportance

of the obsolescing bargain, and argues that the multinationals possess
a monopoly of kmowledge. But the nation-states are clearly pressing
the multinatioﬁals hard to alter their operating conditions in favour
of the countries, and in so doing are being helped by their greator under-
standing, technical expertise, and researcu facilities, OPEC for examgé
provides a forum for the exchange of information between eoil producers.
It is a fallacious argument to reason that corporations ean astablish

an independent role on such an uncertain basis,
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It is evident from this study that the interpretatiers considered

and referred to throughout otter unconvincing explanations of the
mﬁltinationals' relationship with nation-states, Multinational

autonomy is as far from reality as.absolute national independence.

Just as the State, no matter how powerful, must look to and depend

upon outside entities for resources to satisty the needs of its people,
the multinational corporatien requires the continﬁed access to countries
‘for materials or markets, the control over which resides firmly in the
hands of national governments. The multinationals are tied into the
Aation—states system, their actions are regulated by a large and

" growing network oi national controls and internatilnal supervisory
bodies. Investment and trade laws, taxation requirements, public auditing,
information disclosure requirements, competition policies such as

the American Anti-trust legislation, codes of conduct such as that
declared by the ACM, ownership and participation agreements providing
for government involvements .'such as those achieved by the Arab
ocountries in the early 'seventies' with the oil majors, export and
import quotas, environmental protection restrictions, labour provisions,
safety practices, production and marketing quotas, togetner are some

of the regulationé that form of body of 'rules' of behaviour for tne
multinationals against which their conduct can be Judged by governments
end within which their relationships witih governments are undertaken,
These rules form the context in which bargaining and negotiating

takes placs, Multilateral cooperation between governments reinforces
the impact ot these rules, This cooperation may be based upon |

regienal interests as in the case of the ACM; or as chapter five shows,

267~




it may be based upon producer concerns (OPEC) or consumer interests
(IEA). OAPEC for example involved a complex interaction of economiec,
military, political, and religious factors inits formation and
development. Moreover, the establishment by the United Nations of

a Centre for the Study of Transnatiopal CorporatiOns, in association
with its investigation and publication of a code of conduct further
restricts the possiblity that the multinational corporation constitutes

~an autonomous orgeanisation in the international systeu.

The difficulties witn tne inverpretations largely stem from the
underlying misunderstanding of the distribution of pawer present

in the relations between corporation and government. Power is
eymmetrical rather than asymmetrical in nature, involving not fhe
imposition of a set of condifions upohione actor by the other, but

a negotiated outcome based upon differential bargainihg that in

the majority of instances appears to offer reciprocal benefits

to those involved, rather than the 'zérorsum' bargains claimed

by the interpr;tations in which one gdins only if the other loses.

As can be seen from chafter four, size alone i3 a misleading guide to
the distribution of power. As far back as 1937 Jersey Standard's
subaidiary was expropriated by Bolivia. The following year the
subsidiariea of both Jersey and Shell were expropristed by Mexico

and in the 'sixties' Peru successfully expropriated the Exxon
subgidiary IPC, However, thése examples do largely represent
breakdowns in, or the avoidance of, the processes of negotiation. In
these cases the governments were indeed sble to gain their objectives

at the expense of the multinationals despite the intense pressure placed
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upén them by these firms, Of.course there are also examples im
ﬁhich the multinationals have been able to exert sufficient pressure
to achieve their goals at the expense of government: the Chilean
case in the 'seventies' or the Iranian crisis in the 'fifties’

are, a8 we have noted in earlier chapter, instances where the
counterveilling bargaining power of a government was too weak to with-
stand that of the corporation. Yet, it is also quite evident from the
preceding chapters that these are exceptions, bargaining does
usually take place, often of a bitter nature, and benefits are
largely distributed on a pragmatic basis of what is possible. As
the case of India has shown; despite the country's need for oil
suppiies from outside éources, technical expertise and risk

capital that left it dependent upon the oil majors, it was still
able to establish its control over the domestic industry during the
'sixties' and 'seventies'. Out of the bargaining involved, the
government secured its ob jectives of participation imthe oll
industry, higher revenues, agreement on graduated ownership, and a
continued dialogue with corporation that were eble to provide
capitd and expertise as well as oil, On the other hand, the

0ll majors managed to maintain a role in India, in other words

they were granted continued access to the Indian market with

reasonebly secure returns for their inveetments. It has alro been

seen from the analysis of the Arsb oil producers relations with the
majors that whilst the producer countries gained effective control
over prices, supplies and ownership of Middle Eastern 0il, the majors
in return were sble to secure (at least temporarily) preferential

terms for the supply and purchase of this oii. Moreover, the
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requirements of these govérnments in the related area of petrochemical
plant development, namely that the majors supply the risk capital1
fulfils national goals but also offeers the majors a 6ontinued involve-
ment inside these countries. In each case those involved recognized
the fact that each had something that the other needed. Influence

was recibrocal, and of a relative rather than absolute nature,

These cérporations and governments could not afford to alienate

each other as result of an exercising of as&mmetrical power;

the political process clearly involved the resolution of competing
interosts thaugh bargaiﬁing and compromise, and not the imposition

of conditions upon one actor by the other. Conflicting, or, as is
more often the case, competing interests cannot therefore be
realistically drawn as being either inevitable or irreconcilable,

the power balance precluding the possibility of corporation or govern-
ment being able to effectively pursue its interests in isolation

from those of the other actor, as in the case of Kennecott in

Chile meptioned earlier in the study illustrated. The copper
nultinational could not ignore the mounting pressure from the

Chilean government and the real danger of exproprietion. Once the
government had acted, it found that it could not ignore a network

of financial commitments that required compensation in the light

of expropriation to which the government had to address itself.

One of the most obvious éonclusions to be drawn from this study
is that the relationship between the multinationals and the nation-
states is a great deal more sophisticated than the interpretations

argue, Mention was made in the introduction of the differences to be
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found among the types of multinational and the nature of their
oberationsa It must also be evident ffom the intervening chapters
that there is an even greater number of differences among the
céuntries. Some countries are obviously larger than others; some are
wealthy and some poor; there are those that are weak and those

that are strong; some are less dependent upon multinationals than are
others and there are some that are more hostile to these corporations

than others,

Strength and weakness can originate from political, economic or
natural factors. America exercises a worldwide.role, it is
economically mature and diversified, there is a high degree of
political stability and it is rich in natural and humen resources.

On the other hand, countries such as Ethiopia or Chad are politically
strife~-torn, economicaliy underdeveloped and lack resources. The Arab
01l producers do not exercise a role §omparable to America's but possesses
great strength through their pdssessi;n of o1l resources in demand by
the corpdrations. A strong political will offers a country a better
position from which to deal with multinationals. The powerful
leadership pf Qaddafi in Libya, the religious fervour of the Iranian
leadership, or the ideological radicalism of Algeria or Iraq all

contribute to a pasition of strength with regard to the multinationals

lacked by others,
Similarly, dependency is not limited to those countries that are
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identified as underdeveloped, although in some instances national
econumies can beéome tied to the fortunes of the multinationals that
oﬁerate within them, such as Chile iﬂ the 'sixties' and early
'seventies’'., Developed countries too fear that tneir technologicel
lag behind the United States forms a type of dependency from whicn
it is difficult to escapey as this study has already seen the EEC |
was partly encouraged in its formation by those that saw an opportunity
for European corporate mergers to challenge thé technological lead
of American multinationals, In some cases dependency is more obvious
such as the Japanesg reliance upon oil supplieqbrovided by the

0il majors. Yet, even in the case of America the position can be
ambiguous. As one of the leading economies of the world it might be ex-
pected that concern over dependency oni multinationals would be
minimal. But as chapter three indicéted there am worries that

the American economy is developing into a service-orientated post-
industrial economy generating less income, thereby increasing the
dependence upon the revenues derived from multinationals oprating
overseas. Since iti§ a reasonable conclusion to draw in the light

of previous discussions .of autonomy and power, no government

is entirely independent from those multinationala operating within
the confines of its authority, but some =such as America- are more

independent than others,
The differences in attitude of governments towards the multinationals

cannot be regarded in isolation from the factors discussed immediately

above, but are, however, also influenced by other distinct factors.
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A comparison between Libya and South Africa suitebly illustrates some
of these factors. Both these countries are rich in natural resources;
Libya in o0il and South Afriea in precious metels and minerals. Both are
importantly placed geographically: Libya for the Mediterranean and
northern and central Africa; South Africa for southern Africa and

the Indian Ocean. Both are also the focus fbr international disapproval:
Libya " because of its expansionism in north Africa and elsewherse;

South Africa because of its domestic politj'of apartheid. However,

their respective attitudes towards multinationals are very different,
The revolutionary leadership of Libya has been reinforced over the
years by socialist ideological trappings; together this political
complexion has proved unfavourable to large capitalist multinationals.
Religious fervour directed at the representatives of Western materialism
has provided an additional rationale for government presswre upon

the oil majors, Successive obsdescent bargaining has been interspersed
with nationalisation of multinational operations in Libya and tne
esteblishment of national control. In South Africa, on the other

hand, a more favourable climate exists for multinationals., Ideologicelly
sympathetic to capitalist free enterprise ana bolistdred vy a

national consensus of valuss centered upon the protestant work

ethic, economic nationalism finds its expression in tne desire to
atiract enterprises that will enhance the position of South Africa

in southern . Africa and the world. This desire is given added urgency
by the country's unpopularity abroad. By locating in South Africa, these
corporations can be used a symbols of South Africa's determination

to order its own affairs without outside advice or pressure, Apart

from the factors of ideology, political leadership, religion, or

economics, suggested by this comparative example, there are bdthers.
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France, for example, assumes a hostile posture with regard to multi-
nationals from abroad, especially those from America, almost as a
métter Qf national pride and irrespective of the question whether
these eorporations will be granted access to the French economy.

The fierce French protectiveness towards its cultural, soc¢igl

and politico-economic identity is an important 'feature of its

attitude towards these corporations.

Such differences between countriesvcannot be ignored, and it is clear
that generslisation 1is not easy. The simple postulates of multinational
autonomy or asymmetrical power distort the reality of differing actors
and national and corporative perspectives or action;. There 18 a need
for detailed analysis of the multinatipnals' relations with governments
to provide a larger body of empirical information for interpretations

to escape the problem5 of working in an area of limited information.

However, even with the information that is available it is possible

to conclude that the multinational cofﬁoration does not constitute

a challenge to the authoritative position of the nation-state in

. contemporary international affairs., These corporations have emerged as
a response to the prevailing internaticnal env(ronment in which they
have sought to operate. These private organisations have developed
atructures deaignedAto reduce the costs involved in transactions across
national frontiers such as tariff fluctuations, However, this
establishment of international structures represents a development
within the existing framework of a nation-state. The parent-subsidiary

relationship eperates within national jurisdictions and the network of
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regulations that form the context for international bargaining
between corporatiom and governments. To identify the multinationals
as being subordinate parts of & natién—state dominated system, is not
tp undervalue their significance in that system. The multinationals
are able to provide sources of revenue, employment, expertise,
capital and distribution and marketing networks. Moreover,as the oii
erisis discussed in chapter five highlights, the multinationals can
play a diplomatic role by providing a forum in which competing
national interests can hnpursueﬁkree from the danger of friction

- arising from direct national confrontation:‘the multinationals assuming
the role of 'lightning rods' in the international system. The multi-
nationals are therefore important organisations within contemporary

international relations,

Although on the one hand there ar e obvicus examples of multinationals
being able to imposetheir conditions upon governments and being able to
accrue a higher level of advantages from their bargaining relations
with some governmenfs, on the other hand, there esre also examples

of governments imposing their own conditions upon multinationals

through nationalisation and of increasing their advantages througn

obsolescent bargaining, On balance, however, these examples
represent the extremes of the relationships between multinationals
and governments. In general the corporations and government s conduct
their relations on the basis of a mutual recognition that each

has something to gain from a balanced relationship and eontinulng
dialogue with the other, Power is exercised through the medium of.
differential bargaining that reflects its relative and symmetrical

nature., Bargaining outcomes mirror the distribution of power in
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the reciprocal benefits to corporations and nation-states. These outcomes
also reflect a desire to achieve obJjectives within the framéwork
of mutually-acceptable agreements, a failure to achieve such an
agreement opening the way to attempts to gain these objectives
through recourse to extreme tactics. The crucial point to emphasise
however, with regard to the central question that has been posed
concerning multinational autonomy, is that this bargaining relation-
ship takes place within the context of a nétwork of regulations
gstdblished by the nation-states that define the boundaries
of multinational ocperations and the limits to bargaining. In effect
the 'rules' of the game are established by the nation-states and in
consequence the multinationals are required to play out their role
accordingly, The multinational clearly does not lie beyond the
sovereignty of nation-states, but rather forms an important
and integral part of an established international system that is

heavily influenced by the interests of nation-states,
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