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PART I: EMPLOYMENT IN MULTINATIONALS

The approach taken in this study is to examine individual investments at
the micro 1level. Both parent firm and 1local affiliate were interviewed
wherever possible. External information was also wutilised to check on
statements or to provide objective rather than subjective information (e.g. on
tariff levels).

Any such investigation is bedevilled by the existence of the "alternative
position" problem. This is the difficulty of estimating what would have
happened if the foreign investment had not taken place. Two immediate issues
which arise from this are displacement of local projects and the competitive
impact of inward investment.

The displacement controversy is centred on the probability that a local
project would have emerged in the absence of the foreign direct investment.
This is least likely in high technology areas where local firms do not have
access to the knowledge required. It is more 1likely where standard
technologies and skills, including management and marketing skills are
employed. This issue is bound up with the "capital-intensity problem". The
argument here is that multinationals create fewer jobs in less developed host
countries because they employ techniques which are capital-intensive rather
than labour-intensive (Emmanuel, 1980). The implicit assumption is that a
more labour-intemnsive '"local" project is a feasible alternative. If the
alternative were no project at all (nil displacement) then any employment
created by the foreign investor would be net employment creation. Evidence
from the United Kingdom shows that labour-intensity is on average one-third
higher in domestically owned enterprises than in foreign multinationals and
‘only in one industry, instrument engineering, are foreign multinationals more
labour-intensive (Buckley and Enderwick, 1985).

The employment impact of inward direct investment is alleged to depend on
the mode of entry chosen by the multinationals. A '"greenfield" entry on a new
site can be seen to increase employment immediately and to add to the number
of competitors in the industry. A takeover of an existing firm (or part of a
firm) may actually reduce employment in its immediate effect and may reduce
the number of competitors by taking out a local firm and possibly ending
imports. It may be, however, that the difference in the employment impact of
greenfield ventures versus takeovers is not as great as a priori thought might
suggest. The capital which the owners of the taken-over facility acquire may
be used to invest in further employment-creating activities. Often this is
difficult to trace and to estimate, but conceptually it should not be ignored
(Buckley, Hartley and Sparkes, 1979).

In addition to direct or internal employment creation or displacement,
inward foreign investment will have external employment-creating effects.
Indirect positive effects arise from subcontracting, transport services,
demand for other services, for marketing facilities, for (government)
infrastructure, from construction expenditure and from reinvestment of funds
received as a result of a takeover by a foreign entrant. Negative external
effects can arise from replacement of host country suppliers by foreign
suppliers after foreign entry.

Recent theoretical work in the theory of location suggests that factor
substitution, i.e. switching between capital-intensive and labour-intensive
techniques has a very limited role in the location of production (Casson,
1984). Consequently, comparative labour costs become very important. If
capital 1is mobile, then the crucial allocation decision is that of 1labour
between industries. As this differs at different locations, it will be a
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prime determinant of the pattern of international production. Second,
increased spec1al1sat1on as a result of techn1ca1 progress 1in reducing
transport ¢osts, increasing the potential for écoromies of scale and extending
the' division of labour is more important thar - factor-saving advances in
production. Thus the potential for internmational relocation and vertical
integration is greatly increased.. Third, new’ products ‘are likely to':be
supplied on a monopolistic or oligopolistic basis. Because of restricted
access to proprietory knowledge, barriers to entry strengthen the hold of
vertically integrated multinationals (Casson, 1985).

Summary

In the case of the impact of multinationals on employment in the home
(source) country, we: can expect certain regularltles which suggest that one
alternat1ve p051t10n~assumpt1on is the most approprlate in a certa1n cdsé.

C e ol :

(1) Where' there is no other way of serv1c1ng the particular host country
market, . then = revérse -classical assumptions- ‘apply. Such defensive
investment will occur where tariffs, quotas or other restrictions prevent
imports to the market, where a presence is required in order to penetrate
the market (e.g. a large service element, the necessity to adapt the
product to 1ocal condltlons) and where transport costs rule out . exportlng.

(2) The situation 'where firms invest abroad in ‘ordér to exploit- resources

which are not available in the: source’ country requlres the use of the
- reverse c1a551ca1 or ant1—c1a531ca1 assumptlon.

(3) Investments designed to capture cheap”‘labour may be regarded. as
substituting for investment and therefore jobs at home in the short run,
requiring classical assumptlons. In the long run, it is arguable that

"such investmerts 1ncrease jobs in ' the soutce country by preserving those
jobs'. retalned in the ‘source country from  extinction. Threats to the
world-wide ' market p051t10n .of advanced" countries (e.g: from nery
industrialising countries) can only be'countered, it is argued, by moving
the. labour—lnten51ve stages of ' the production process to cheaper. labour
countries. “Thig process of offshore production may therefore requlre
reverse c1a331cal assumptlons 1n the 1ong run. i

L1kew1se, the employment impact’ on the host country of inward dlrect

1nvestment 'will be subJect to certain regularltles. S : s

(1) The type of investment w111 be * 1mportant. Technology—intensive
operatlons are much less likely to have a feasible domestic alternatlve,

Byt may be restricted in their employment impacét because they. aré more

‘" likely to be cap1ta1-1ntens1ve. - 8kill intensity 'will also 'tend to ' be
~ high, creating a small number of- highly 'iremunerated jobs. Similarly,
f_labour—1ntens1ve of f&hore - production-type ‘assembly or fabricating
" opérations ("screwdriver factorles") may displace local alternatives: ‘but

‘-“may c¢reaté a large number of Jobs in the host country. Investments:in
" “"host’ markiét ‘servicingactivities may ‘replace. local competltors ‘or "may ! be

additional. Extractive ventures may create -additional jobs if . the
technology, skill or capital requirements are beyond the scope of
1nd1genous firms. ' TR ‘

(2) The rndlgenous attributes of the host country w111 also be 1mportant

’ Partlcularly relevant are the supplies- of venture ‘capital in the' hdst

country and the availability of entrepreneurlal talent Social ‘attitudes

towards rlsk—taklng and business culture may be'primary deétérminants. of
the extent to which local projects are a feasible alternative to forelgn
investment. ‘
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The extent of indirect employment creation will depend on the purchasing
policies of the foreign investors and the strength of the local economy
in those sectors supporting the activities of foreign investors.
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PART II: THE MACRO-ECONOMIC BACKGROUND:
© GREECE, PORTUGAL AND SPAIN . |

¥

The first section below gives a summary picture of the three host
economies. The second section analyses the legislative background of foreign
direct investment in the three countries, with particular attention to
British, French and German direct investment, and the third section details
the amount and nature of inward investment. The final section gives some
comparative results.

(1) The three host countries

(a) Greece

Since the early 1980s the stagnation of output combined with increasing
labour costs and migrant workers returning from Western Europe have caused a
deterioration of the labour market.

Whilst prior to 1979 the increasing labour force had been accommodated by
an increase in the number of job vacancies, since 1980 unemployment has risen
largely because of a fall in agricultural employment. At the end of 1982
unemployment totalled 212,000 (5.7 per cent of the working population); this
went up to 8.3 per cent in 1985, although the real unemployment rate is
estimated to be nearer the EC average of 10.4 per cent for 1983 because
official records do not include people looking for jobs. Throughout the 1960s
Greece enjoyed an economic boom based on the expansion of tourism, shipping
and the industrial sector. Notwithstanding the first oil price rise in the
early 1970s, an expansionary economic policy was pursued through an increase
in both public and private consumption; during this period the foreign trade
deficit was largely financed by revenue from tourism, shipping and Greek
workers' remittances from abroad. Since the late 1970s, however, a large
deficit in the balance of payments, high inflation and low productivity have
been accompanied by a fall in foreign exchange earnings from shipping and
foreign workers' remittances. Under the constraints of the growing debt
service ratio and of continued inflation the growth in gross domestic product
was severely curtailed in the 1980s. Gross domestic product per capita in
1981 was US$3,769 (OECD figures). Agriculture remains an important sector of
the economy in spite of considerable physical limitations (only 30 per cent of
the total land area is arable). With the exception of dairy products, meat
and animal feeds, Greece is self-sufficient in foodstuffs. Agriculture
accounts for over 20 per cent of exports and employs 30 per cent of the
working population, the highest in the EC. Membership of the EC should in the
longer term provide an impetus for improvement in what remains a rather
inefficient industry, as Greece's agricultural production is complementary to
that of other EC States. Although Greece's agricultural trade balance with
the EC has since 1981 been negative, there are signs that the situation may
correct itself: the EC has started to allocate substantial grants to the
agricultural sector in the form of income-support payments to farmers, import
restrictions to facilitate the sale of Greek products as well as assistance
for restructuring and modernising the industry. In 1983 agriculture made up
17.5 per cent of GDP.

. The manufacturing sector which in 1983 accounted for 18.2 per cent of GDP
is characterised by relatively high labour costs and low capital usage. Food,
beverages and tobacco, and textiles are the most important sectors (with
19.2 per cent and 15 per cent respectively of total manufacturing output in
1983).
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Greece'e export relations with the EC are dominated by two industrial
sectors: traditional manufactures and semi-processed and unprocessed
minerals. Among the former are textiles, clothing, leather and fur: 75 per
cent of Greek textile exports go to the EC (Vaitsos, 1982). Two-thirds of
Greece's exports to the EC consist of minerals and related products. Table 1
shows Greece's foreign trade structure by geographical area: in 1983 the EC
made up 52.5 per cent of total exports and 48 per cent of imports.

(b) Portugal

At the end of 1983 unemployment in Portugal totalled 448,700 or 9.8 per
cent of the working population; among the worst affected were those seeking
employment for the first time who made up 51 per cent of the total
unemployed. Since the mid~1970s the arrival in Portugal of residents from the
former colonies and the return of migrant workers have been contributing
factors to the worsening unemployment situation. '

Portugal's per capita income is only half that of Greece, making the
country one of the poorest in Europe. According to OECD figures, gross
domestic product per capita for 1981 amounted to a mere US$2,398, with only
Turkey recording a lower figure among the OECD member States.

The sectoral breakdown of the workforce in table 2 shows that a quarter
of the workforce is engaged in manufacturing, 22.9 per cent in agriculture,
forestry and hunting, and 9.5 per cent in construction. The other 54 per cent
of the 1labour force are spread across a wide range of professions. The
agricultural sector, although employing 23 per cent of the working population,
only accounts for 6 per cent of gross domestic product, whilst manufacturing
and mining account for 30.2 per cent and services for 55.7 per cent of GDP.
Low productivity in the farming industry (one of the least productive in
Western Europe) was a source of concern in the negotiations for accession to
the EC. Pressure is now being brought to bear on the agricultural community
to adapt to more modern techniques which fall in line with the EC agricultural
policy.

The manufacturing sector, which accounts for 85 per cent of Portugal's
exports, 1is characterised by labour-intensive, low technology production
processes which have traditionally specialised in low-cost and unsophisticated
products such as textiles, leather goods and woodwork. Accession to the EC
has increased the urgency to improve industrial production with a wview to
securing a larger share of foreign markets particularly as remittances from
migrant workers decline and also in order to contain the burden of the foreign
debt.

Nationalisation of over 50 per cent of Portugal's manufacturing industry
in the mid-1970s meant that the State now controls the greater part of the
steel, petrochemical, engineering, cement and brewing industries. However, in
recent years, the nationalised sector has stagnated due to a combination of
external factors (rising interest rates on borrowing abroad) and internal omnes
(the depreciation of the Escudo and overmanning). The Government has set as
one of its priorities the reorganisation of the industrial sector: wage
increases are to be kept below inflation, legislation is to be introduced to
make it easier for companies to lay off surplus labour, and capital has been
made available on easy terms to firms which require and make use of modern
_technology.
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Table 2: Portugal: Sectoral breakdown of the workforce in 1983

Numbers % of total

workforce
Agriculture, forestry and hunting 952 000 22.9
Fishing 26 000 0.6
"Mining 14 000 0.3
Manufacturing 1 055 000 25.3
Electricity, gas, water 37 000 0.9
Construction ‘ : 394 000 9.5
Restaurants and hotels _ 107 000 2.6
Transport and communications 179 000 4.3
Financial services : , 114 000 2.7

Public administration, defence, private : ’

health, private education . 516 000 12.4
Others 772 000 18.5
Total . 4 166 000 100.0

Source: Lloyds Bank Group Economic Report, Portugal, 1984.

The textile industry which accounts for more than a quarter of all
exports is dominated by a large number of small firms employing less than 50
workers. As the industry's labour costs are between 20 and 50 per cent below
those in the other member States, Portugal had to accept severe terms with
regards to the integration of its textiles into the EC: an initial three-year
transition period was agreed with restrictions on shipments to the other EC
countries.

The current account deficit increased in 1981 and 1982 to reach a peak of
US$3.2 billion (3 per cent of GDP) against US$1.3 billion (5 per cent of GDP)
two years earlier. An upturn in 1983 reduced the current account deficit for
that year to US$1.7 billionm. According to OECD calculations, almost
two-thirds of the deterioration in the current balance between 1980 and 1982
was attributable to the contraction of the invisible surplus.

Table 3 shows Portugal's foreign trade structure by geographical area.
The OECD countries of Europe make up over 70 per cent of Portugal's exports
and over 50 per cent of its imports. The depreciation of the escudo in 1983
resulted in an increasing share of export markets, particularly to the EC.
The strength of Portugal's foreign trade lies in textiles, clothing, leather,
footwear and the wood industry. In 1983 textiles, clothing and leather goods
accounted for 33 per cent of total exports. Portugal is still very dependent
on exports of primary products, which makes it particularly vulnerable to
sudden changes in those products' terms of trade. Since the early 1980s,
however, the development of new industries such as electrical and electronic
equipment, transport equipment and petrochemicals has boosted export
performance.

Portugal has so far exploited few of its natural resources, particularly
in the energy sector, with a resulting heavy burden on the import bill, which
is dominated by mineral products (including crude oil). These made up
27.8 per cent of imports in 1983.
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Table 3: Portugal: Geographical breakdown of foreign .trade (bi;tion eecudqs)

1977 1978 1979 1980 1981 1982

Exports
Total. 77.7 106.4
OECD countries 61.4 86.2
OECD Europe . 54.0 75.6
Germany, Fed. Rep. of . 9.2 14.0
France L 6.2 9.6
Italy: 2.9 6.1
United Kingdom 14.2  19.4
Other OECD European countries 21.6 26.5
United States 5.2 7.5
Other OECD countrles' 2.1 3.1
Non-OECD countries 16.3 20.3 33.5 45.1 57.8 .60.6
including: OPEC 1.4 1.5 3.4 .. 9.4 9.7
Previous.egcpdo area 5.0 5.9 9.0 13.8 19.4 16.5
Imports
Total .0 190.7 230.1 331.9 465.8  609.0 7‘!‘:”9“0
OECD countries . = . 0 138.7 177.h, 243.3 318.5 4181 518;;4
- OECD Europe . = - . o . 109.9 138 7 188.6 ;247 7 318 77.404.0
Germany, Fed. Rep. of 23.7 '31.9 41.8° 54.2 '66 9 88,3
France 15.4 20.7 28.4 33.7 A47.4 64.8
oItaly e o _ s .10.2 12.6 17.1  24.2 3. 41.3
. United, Klngdom AL Y ; 19.8. .23.2 30M7" 40. 8 . 58.1
Other:OECD European countrles ( 40 7 50. 2 70.6 94 8 122,4:1151 5
United States . -~ .. | . 19.40 27,1, 39, 0i 50.9. 72.9 8L.0
Other; OECD countrles o ;?:‘,;A 9.4 . 11.5  15.7 19. 9 . 26.5 .
Non-0ECD countries ‘ U 7s3l0 s, 7 “egly \147;3“‘}Uﬁ
1nc1ud1ng . OPEC 20.6  27.1 n47 9 .. - 113.5.
o Previous escudo area 2.5 1.5 3 2 2.1 02

R S o LT . Cooonoc T
Source;, OgCDXEconomic Surveys, Portugal, June 1984.

BT

ST

. Portugal s trade pollcy 51nce the early 19805 has cons1sted of pre'
vthe economy for entry into the;EC, wh1ch 1mp11es .the gradual removal of 3
barriers. : Under an:agreement w1th the other EC member, States, Portuga‘ has
been allowed to maintain tariffs on some EC imports until 1993. Equally, some
exports to the other member States are being allowed under reduced tariffs and
vlncreased quotas. e ' -

3,
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(c) Spain

Spain has achieved a more significant stock and a faster rate of
expansion of foreign direct investment than either Greece or Portugal. Since
1959, when the goal of self-sufficiency was abandoned and the first economic
plan drafted, Spain's rate of economic growth has outstripped that of most
other European countries. This development was accompanied by a slow but
gradual opening of the economy to foreign capital. Between 1962 and 1975 GDP
per capita increased at the annual rate of 6.5 per cent: the industrial
sector recorded the highest rate of growth (7.5 per cent per annum) whilst
services and agriculture grew more slowly (5 per cent and 3.5 per cent per
annum respectively). Industrial expansion was reflected in the growth of the
automobile industry (from 40,000 vehicles in 1960 to 986,000 in 1978) and of
the steel industry (from an output of 1.9 million tons in 1960 to 13 million
tons in 1980). In GDP terms the Spanish economy doubled in size during the
1960s and was on course to do so again in the 1970s until the omnset of the
1973 o0il crisis, which hit Spanish industry particularly hard in view of its
heavy dependence on imported energy supplies. The effects of the oil crisis
on Spain's balance of payments are illustrated by the foreign debt which
increased from US$3.6 billion in 1973 to US$24 billion in 1981. '

The sectoral breakdown of the workforce for 1984 shows that 49.4 per cent
are employed in the service industry, 25.4 per cent in manufacturing, 17.8 per
cent in agriculture and 7.4 per cent in construction. Unemployment has risen
steadily since 1977: in 1985 the registered unemployed totalled 2.9 million
or 21.5 per cent of the workforce, twice the EC average. Unemployment is
particularly acute amongst women. The worsening unemployment situation is the
outcome of several factors: first, not unlike their Portuguese and Greek
counterparts, an increasing number of Spanish workers abroad have been faced
with redundancies and have returned home to swell the ranks of the
unemployed. Secondly, in the post-Franco era, women have been encouraged to
take up employment thus increasing the overall demand for jobs. Thirdly,
Spain's population growth rate is in excess of the EC average and is likely in
future years to exacerbate the unemployment situation.

‘Agriculture, the third largest employer, accounts for 9 per cent of
Spain's GDP as against only 4 per cent in the EC. Agricultural exports
represent about 20 per cent of total exports, with the EC Spain's single
largest importer (60 per cent). The impact on agriculture of EC membership is
likely to wvary across the range of products; a precise assessment is
difficult in view of the current reform proposals of the Common Agricultural
Policy. The Commission has estimated that Spain's entry will increase the
areas in use for agricultural purposes by 30 per cent and the agricultural
labour force by 25 per cent. However, it is feared that Spain's poorest rural
areas will suffer most: a report commissioned by the Madrid Institute of
Economic Studies (Lloyds Bank, 1985) concluded that the dairy industry would
be unable to comply with the higher standards set by the EC without
substantial capital and livestock investment. The Treaty of Accession
established a seven-year transition period for non-sensitive Spanish exports
to the EC during which customs duties will gradually be abolished. Among
Spain's sensitive exports, fruit and vegetables will have a ten-year
transition period during which the EC pledged to reduce its external tariffs
on an increasing scale.

A major feature of Spanish industry is the predominance of small
enterprises, which are generally associated with the slow generation of
technological innovation. According to the Spanish Ministry of Industry,
93 per cent of industrial companies employ fewer than 25 people. Since
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accession many of these small companies have come under increaséd competition
from EC f1rms which have access to economies of scale and greater financial
resources. e b . 2 im ~ o o ey G

”Spaincais the world's r'sixth ‘largest car. manufacturer: ..1.17 'million
vehicles ‘were produced in 1984, of which 61 per cent -were ‘exported.- .Some: of
the main cear mahufacturers have set up production in ,Spain: General Motors,
‘RénauIt, Gitroen,, Peugeot, Fiat 'and Nissan. In. 1983 SEAT, Spain's: national
‘car producer, signed an agreement with VW. to share technology and. market. VW
models in Spain. ' The ‘heavy duties on. imports ‘of foreign cars will:-be removed
over a- seven—year tran31tlon perlod. IR - vee D Lo .

'

Spaln s steel 1ndustry has experlenced the same:; problems "as most(other
West ‘iEuropean’ “§teel producérsii. i eXcess icapacity;.:overmanning !and, -Low
productivity.  The decline .in home idemand, .howeverji thas stimulated . the
déVéloPment of  ‘the ' export market:’ .the;«Spanish steel- industry: :.is -now: the
<seventh largest gross exporter in the world.“, - R TS P e

e
’ b

Table 4 shows the d1str1but10n .of Spain's forelgn trade by geographlcal
area. In 1984 the' EC absorbed 49.1 per cent of Spain's exports..and-supplied
33.4 per cent of its imports. The other OECD countries made up another
20.3 per - cent of: Spain's" exports and supplled another 20,6 per- cent. of its
1mports. St A s T

(2) The leglslatlve background to forelgn . BT .
' ¢ direct -investment 1n Greece, Portugal : : R

;and Spaln ‘ Co T T R

' :(a) -Greece:»a - : Lo o

: 'fSuccess1ve Greek - Governments have encouraged the inflow .ef ;foreign
1nvestment. "The . policy of 'offering  incentives -to foreign: 1nvestors .was
initiated in 1953 by Legislative. Decree 2687  governing ''the . nnvestment and
protection of foreign capital". Under this law, an applicant seeking approval
for ithe importation of iforeign capital must -lodge-an application iwith the
‘Ministry of Co-ordination. The recommendations which ensue are:based .on "the
joint® decisions. of the ‘Ministries; of :Co-ordination, Commerce,: . Industry and
Finance;, -itheé Bank of  Greece. .and twos-persons ‘with high qualifications: and
«experlence fims 1ndustr1al matters®. . . . oo e v P

‘ . : y G tieeiin,
Under the: 1953 1aw, the forelgn investor could transfer abroad imported
capital: at the!lrate of .10 per cent per annum (starting’one year from:the.date
'of commencenient 0f .operations) and interest. and profit not exceeding 12 per
cent ‘of the: valie of imported capital. The latter provision was:.relaxed:under
Legislative Déecree 4256/1962 which. increased the transferable value of 'capital
and -interest to 70 per cent of foreign exchange receipts. The above provision
also enables exporting firms to repay foreign loan capital at the rate.of 20
per’ cent’ per ‘yeat prov1ded that - the foreign' exchange remitted .does not ‘exceed
'70 per cent of: the flrm s forelgn exchange recelpts. v :

‘Foreign cap1tal imported into  Greece must be- of a "productlve" nature.
Article 2 of the 1953 law defines productive investment  as "an.:.investment
aimed at the promotlon of national productlon or which otherwise contrlbutes

to ‘the economlc advancement of. the country".’ . ‘.. R %
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Table 4: Spain: Geographical breakdown of foreign trade (billion pesetas)

EC total
of which:
United Kingdom
France
Germany, Fed. Rep. of
Italy

COMECOM

Other European countries
United States '
Canada .

Other American countries

Japan
Near-East
Rest of the world

Total

EC total
of which:
United Kingdom
France
Germany, Fed. Rep. of
Italy

COMECOM

Other European countries
United States

Canada

Other American countries

Japan
Near-East
Rest of the world

Total

Source: OECD Economic Surveys, Spain, 1984.

1979 1980 1981 1982 1983 1984
Imports
606.2 755.5 861.9 1 087.7 1 348.9 1 547.5
87.8 115.1 132.9 171.1 256.7 281.1
164.7 202.4 237.6 277.5 344.3 398.0
163.2 200.8 241.5 328.9 366.1 458.7
90.1 120.9 118.4 155.6 180.9 195.3
37.9 55.2 78.0 94.5 124.1
98.8 112.4 133.9 183.9 230.3
211.7 318.8 412.4 482.0 495.5 519.3
15.9 19.4 20.6 20.9 23.6
152.5 255.0 354.3 371.6 509.4
| 39.9 60.5 79.4 110.6 139.9 141.8
288.1 530.8 614.1 661.0 685.1
253.0 343.1 415.8 461.0 619.7
1 704.0 2.450.6 2 970.4 3 473.2 4 176.5 4 629.0
Exports
586.2 739.6 812.3 1 036.9 1 370.6 1 853.3
87.6 105.3 130.6 161.0 219.9 343.0
197.0 246.6 270.6 370.2 448.7 566.6
126.2 152.9 163.3 185.6 260.2 361.8
78.8 116.7 108.0 127.3 150.8 225.6
36.7 39.1 73.0 48.3 74.2
127.6 143.6 153.6 175.6 212.5
85.1 79.4 126.9 145.5 206.6 361.1
10.4 10.6 16.6 15.2 20.6
136.7 159.1 197.7 226.1 183.3
24.6 19.2 30.0 28.3 43.3
49.8 100.1 150.9 179.2 216.2
188.0 218.5 327 .4 405.3 511.1
1 221.4 1 493.2 1 888.4 2 260.2 2 838.6 3 771.0
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Concurrently with the above = legislation, various incentives were
introduced to encourage the establishment of new plants ‘éither by indigerous’
or foreign firms; the most significant measure included rapid depreciation
allowances, capital subsidisation and exemption from income tax -on reinvested
earnings. .

The introduction of systematic national planning in Greece in the 1960s
earmarked the crucial role of foreign capital in the process of
industrialisation. The introduction of successive foreign investment laws
throughout © the 1960s ‘illustrated the Greek Government's above-mentioned
intent;, din .1961 1eglslat10n was passed enlarging the incentives outlined
above; further legislation in August 1967 and April 1968 offered favourable
terms. on taxation and customs duties to foreign firms establlsh1ng reglr"
headquarters in Greece for the purpose of co-ordlnatlng foreign operatlon .

The relat1ve success of the aforementloned laws in attractlngjforelgn
investors is illustrated by Ladopoulos (1975) who found that between August
1967 and May 1968, 231 companies established regional headquarters in Greece;
by December 1972, the number had 1ncreased to 760 - of whlch 628 were in the
shipping industry. L o SRR s

Amongst the guarantees offered to foreign investors 1s the securlty
property rights. The assets of enterprises established “6r substant1ally
assisted by the importation of foreign capital are exempt from compulsory
exproprlatlon (Leg1s1at1ve Decree 2687/1953). Moreover, once approved by the;
Administrative Act, the terms and condltlons of the contract cannot be amendedﬂ
unilaterally by the Greek Government. “In the event of d1sputes, Both ‘the
Greek Government and the foreign investor have recourse to independent
arbitration. ‘ ' S SR

The new Investment Law 1262 of 1982

The Socialist Government of Papandredu has put foreign investment
incentives high on- its 1list of priorities. Within months of coming into
office, it set into motion the, mechanism for revising the law passed a year
earlier by the Conservative' administration ‘(Law 116/1981). The investment
incentives of .the 1982 law are in some respects similar to those whlch they
replace, offerlng a ch01ce of 1nvestment grants,‘lnterest subsidiés ‘and '1oans
made for the. purpose of 1nvestment,_ 1nvestment allowances and accelerated

deprec1at10n. ) v RITETY
o N N

-y

The extent of. the above. incentives depends upon the area where the
investment is. made.,. In an, attempt to promote reg10na1 development ’
. economic decentra11sat10n, Greece has been divided into“four Tavestment” 4
(A, B, C, and D)’ accordlng to domestic 1evels of economic deveélbphment'“and
industrial 1nfrastructure. Aréa A (compr1s1ng the most developed citi s”and
surroundings of Athens and Théssalloniki) is generally 'mot eligibie ‘fot” ‘grants
except in the case of "special investments". The latter are grants of up to
30 per cent. of total. Anvestment available when one of the following cond1t1ons
is met: f1rst, if the use of . plant and machlnery -results in the protect1on/0'
the environment; secondly,'lf gas or recycled heat are substituted “for: petrof
and : electricity; ~thirdly, if the investment results in the creation or
extension of applled research laboratories; "fourthly, if very advanced
technology is employed.

e e k -9 2 A e
[ 1Y SN S RS

Grants for area B vary between 10 and 15 per cent of total investment,
and between 15 and 40 per cent for area C. Area D (comprising the remote

islands and least developed border areas) enjoys the the most generous
benefits: grants of between 20 and 50 per cent of total investment. Within
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this area, pockets of "acute underdevelopment" will receive a minimum grant of
35 per cent. Furthermore, investments in areas B, C and D will attract an
additional grant of 15 per cent if the energy saving and conservation measures
outlined above are fulfilled.

The 1982 legislation departs from its predecessors in one major respect:
it introduces state participation in the share capital of companies receiving
grants if total investment exceeds 400 million drachmas. Such assistance,
although attractive in principle, is reported to be a source of concern in
some foreign business circles. The objections are twofold: first, the Greek
Government's insistence on equity participation in 1large grant-assisted
investments is associated with "state interference'. The fear is that the new
committees and bureaucratic procedures introduced for assessing the worthiness
of a project could result in the haphazard and wunequal treatment of
applicants. The second objection is directed at the ceiling of grant-assisted
investments; grants being offered in cash only as a percentage of the first
400 million drachmas: it is argued that larger investments most likely to
introduce advanced technology will be '"penalised" by the compulsory presence
of state participation. For investments between 400 and 600 million drachmas,
50 per cent of the grant is in the form of state equity. For investments over
600 million drachmas, the grant given for the part of the investment exceeding
this figure is entirely in the form of public participatiom.

In an attempt to preserve a degree of continuity with the law which it
replaces, the new law of 1982 has made provision for transitional clauses.
Investments which were approved by the Ministry of Co-ordination under
Law 1116/1981 and published in the Government Gazette will continue to benefit
from the incentives granted under that 1legislationm. Investments already
approved but not yet published will be reconsidered under the new law or, as
far as geographical areas are concerned, under the provisions of the 1981
legislation. Finally, applications submitted but yet to be approved will have
to be filed again under the new law.

The Greek Government has therefore moved to adapt its legal framework to
EC regulations on freedom of capital movements. In addition, Greece has
signed the contract of the Multinational Investment Cuarantee Agency. It
seems likely that the Greek Government will amend the Investment Law
(incentives for regional development L1262/82) by allowing its automatic
application to foreign investment projects which have been approved.

(b) Portugal

In the wake of the 1974 Revolution, the Portuguese Government set up the
Foreign Investment Institute with the mandate of co-ordinating, supervising
and authorising foreign direct investment. The rules governing foreign
investment are set out in the Foreign Investment Code, enacted by Decree-Law
348/77 of 24 August 1977, subsequently amended by Decree-Law 174/82 of 12 May
1982. At the time of writing (Summer, 1986) the Code is being revised.

The 1977 law outlined the Government's concern for greater
diversification of investment sources and more selective sectoral
distribution. Under the '"general regime', foreign firms are entitled to all
the incentives available within Portuguese legislation without any
discrimination regarding the origin of the foreign capital. Direct foreign
investment which is subject to the '"contractual regime" benefits from
additional incentives (of a fiscal or other nature), reflecting the host
country's three-pronged economic policy: to promote its export—oriented
industries, to reduce its dependence on imports and to attract foreign capital
to its cheap supplies of domestic labour. The 1list of "priority"™ industries
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includes mining, . fishing, proce551ng of .organic and. inorganic . chemicals,.
pharmaceuticals, food .processing, text11e and apparel manufacturlng» cork and
leather products, furniture,. and ref1n1ng of non-ferrous metals.,ﬁ Do
i v Boens e B Ba
Three major objectives underlie Portugal's order of priority industries
earmarked for  foreign investment. First, to, encourage: forelgn investment in
heavy . 1ndustry .which, draws on . domestic supplles of . raw materlals (in
particular. _iron ore, - copper, lead, zinc)s secondly, t develop the
international . competitiveness . of -traditional 1ndustr1es such as textlles
Although -Portugal's :exports.of textlles to the EC are subJect to quot S 't e
unsuitability of .some products for European markets means that théyvalue%of
exports often .falls , short of .the permltted quota. .. A thlrd obJectlve, R
attract - forelgn 1nvestment in industries where, Portugal already %has ‘a
technological: or, other comparatlve advantage (for example, llght electrlcal
equ1pment, electronlcs and telecommunication: equlpment)

Investment 1ncent1ves o =x;’ . ‘ . T

‘Y',.
-,.:|5;‘.{\ ey Y

_ Central ~ko Portugal s forelgn 1nvestment promotlon 'programme is the
system ,of 1ntegrated 1nvestment 1ncent1ves 1ntroduced in, May 1980 : whlch
provides a variety of flscal and f1nanC1al 1ncent1ves Ain the form .of tax
holidays, interest rate subsidies and grants for investments satlsfylng
specific: criteria. , The .scheme offers to.foreign investors. exemptlon from or a
50 per icent. reductlon onxthe follow1ng.i conveyance tax on property pu chase,
manufacturing and complementary taxes for up to nine years, value addé ’
gains from cap1ta1 increases, . capital. gains tax on loan 1nterest,r‘

plus speedy
wrlte—offsj(ln up to 12, years) of property . assets.y Add1t1ona1 1ncent) es are
negotiable; omn. a; case—by—case basis for , maJor«_1nvestments “of 'partlcular
interest; to, Portugal (in. partlcular labour—lnten51ve and advance
prOJects).y T ~

v \

185 Do li

The incentives scheme, which does not d1scr1m1nate between Portuguese and
foreign: .capital,, 'is ;based on a point system derived  from three r.cr:l.terla.
economie., performance, sectoral prlorlty and reg1ona1 prlorlty.w
points. would be, allocated to..an investment wh1ch brings in. capltal in. prlo
sectors. (such .as basic chemlcals, m1nerals or food process1ng) and i
in a;less developed region,. ooy o : :

lllll

TS N NSRS [T S St T . - . e e DRI ‘ -

Objections have been raised, however, about the lengthy submission
procedure: the competent authority studying an application is entitled to a
90-day period from the date of submission, which can be extended by
ministerial order for a further three months if the project falls within the

general reglme and.for six. months if. subJect ‘to the:: contractual reglme.

vl
RN

; Foreign.,- ct 1nvestments 1n Portugal are permltted in all sectors
except: those whlchﬁare closed to. private capltal., These 1nc1ude 1nsurance,
public serv1ces ;and : armaments. The State guarantees the transfer abroad of
dividends .and.; proflts afiter, deductlons have been .made . for legal amortlsatlon
and taxes. No restrictions exist on the transfer abroad of the proceeds
arising from:the;sale.or liquidation of a foreign investment, unless there is
a4 significant - deterloratlon in. the host country's balance of payments,” in
which case:capitalrepatriation may have to. be . spread out - .over a number of
years. i There is, ;however, a further guarantee that the. sum transferred per
year- shall not be less than 20 per cent of ‘the total. value. - : o

o f . ' o (B o o O g
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(c) Spain

In 1959, on joining the European Organisation for Economic Co-operation
(later known as the Organisation for Economic Co-operation and Development),
Spain adopted an economic reform programme, known as the '"Stabilisation Plan",
which emphasised a more open policy towards foreign investment. This was
intended to overcome three major domestic deficiencies: the growing current
deficit on the balance of payments, the shortage of domestic savings (which
alone could not sustain the projected level of economic growth) and the lag in
technological development. A Decree introduced on 27 July 1959, which
contained general guide-lines for participation in Spanish enterprises by
foreign investors and Spaniards residing abroad, eliminated previous
restrictions on capital repatriation and profit transfers stemming from
investments signed after the above-mentioned date.

In 1963 a Government Decree fully liberalised foreign investment in 18
major industrial sectors by lifting restrictions on the percentage of capital
that foreign firms and other non-residents could invest.

Whilst during the 1959-62 period the average annual inflow of direct
foreign investment stagnated around 2 billion pesetas, it soared to 7 billion
pesetas in 1963-67 and to 12.5 billion in 1968-72, reaching a peak of 14
billion pesetas (approximately US$230 million) in 1972. The main
beneficiaries were the chemical industries, metal and mechanical sectors,
motor vehicles and hotel industry.

In 1973, the Ministry of Industry issued a Decree which rescinded the
1963 law. The new legislation which consolidated the major provisions of
previous laws into a single document (Decree No. 3021) illustrated the Spanish
Government's gradual adoption of a more selective approach to foreign
investment. The approval of new foreign majority investments was to become
conditional upon three criteria: exporting, local sourcing of raw materials
and local research and development.

The 1973 Decree received a mixed reception among foreign investors.
Although foreign participation above 50 per cent required special government
authorisation, the latter was liberally granted provided that at least one
major contribution to the Spanish economy could be anticipated to result from
the foreign investment. Of greater concern to the prospective foreign
investor was the lengthy two-stage submission process to the Ministry of
Commerce, which in turn referred the application to the Council for Foreign
Investment. The authorisation procedure ranged from "four to six weeks for a
comparatively small metalworking unit to eight months for a multi-million
dollar chemical plant" (Business International, 1974). Most affected by the
delays were pharmaceutical companies which regarded as unrealistic the Spanish
Government's efforts to induce them to set up costly research and development
facilities in Spain.

A second control mechanism consisted of industrial permits required by
the Ministry of Industry regardless of the degree of foreign ownership. Three
classes of industries were set up for this purpose; first, those where
permits were granted on a case-by-case basis (including public utilities,
mining, motor vehicles, electrical appliances, and the processing of oil);
secondly, those in which permits were granted subject to the fulfilment of
certain technical or minimum capacity requirements and local content rules
(these included textiles, metal products and machinery, some chemicals and
foodstuffs). Finally, in industries not mentioned above, permits were
generally granted without restrictioms.
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Sectors of the Spanish economy where foreign participation is prohibited
include national defence and private security services, public information
agencies, newspapers and publishing, film .production and broadcasting, the
exploitation of mercury mines, and water for public consumption.. .In:the.air
transport and public utilities. sectors, the foreign investor does not, require
any authorisation for the. first 25, per.cent of cap1ta1 1nvested° ..the ; same
rule applies to the first 40 per. cent of .foreign capital invested 1n shlpplng
and oil refining, and 49 per cent in mining. . :

.. The -principal inducements . for promot1ng 1nvestment 1n Spaln s .less
developed areas include capital: 1ncent1ves (in the form, of cash grants and
long-term loans) and a variety. of tax and : tarlff reductlons for new or
expanding industries in growth centres. _An example of thls reglonalﬂlncentlve
scheme was the Decree of October 1976 (No. 2622) des1gnat1n Andal ia. 2
major development area. Additional benefits are also available to investments
in industries considered to  be .of:preferential, or national.interest: a law
introduced in January . 1977 (No, 6) conferred tax and flnan01al beneflts on
mining companies. S Ce

.
b

The: Decrees of 1981

e Two Royal Decrees 1ntroduced in 1981 sought to brlng a greater degree of
liberalisation towards forelgn 1nvestment. Decree 622/81 decentrallsed the
authorisation procedure, thus reduclng . the time requ;red‘ to ., process
applications, whilst Decree 623/81 regulated the conditions under which
authorisations are made,. thus reducing the element of discretion. . In their
quest for, clarification, the Spanish author1t1es have., deflned more conc1se1y
the: forelgn investment regime. .-The forelgn content of direct 1nvestment in
Spain is subject to three sets K of  rules:. flrst, if forelgn part1c1patlon
exceeds 50 per cent, the 1nvestment As. con51dered forelgn to the -extent  of
such: partlclpatnon. Finally, if forelgn participation is' 25 per cent or:: less,
or if there is Spanish Government partlclpatlon, the investment is. treated Aas
domestic. When a foreign firm holds less than 50 per cent of the cap1tal of a
Spanish. company but exercises effective managerial control, the . company is
treated»as a foreign.investment. S

An 1ncent1ve under ~the 1981 leg1slat1on exempts forelgn 1nvestments not
exceedlng 25 million pesetas from government.authorisation. elther when a. new
business is .set up or  when. an existing firm is taken over. ~ The forelgn
investment can take the form of cap1tal patents and know—how, .and plant .and
machinery.. . The. latter, . however, remain subject to general . 1mport dutles.
Some uncertainty persists, however, as  to whether a, forelgn firm; already
established  with an initial cap1tal of. below 25 mmlllon pesetas -requires
government authorlsat1on in: order to increase the Value -of its. assets over rthe
above-mentioned .ceiling. . The absence of spec1f1c regulatlons suggests that a
degree of discretion continues to be exercised on a case-by-case basls,;=

(d) A comparatlve assessment of the
”three countr1es 1eg1s1at10n ]

: Greece, Portugal and Spaln share. .an overr1d1ng econom1c .goal - .the
increase of national income via rapid 1ndustr1allsat10n. In achieving th1s
end, they-all regard jan increased inflow of foreign. capltal as an important
element of the industrialisation process. . Moreover, the -constraints' on  rapid
development also- show similarities., A shortage of foreign exchange, arising
from balance- of—payments difficulties, . plagues .each . country. . An:;economic
structure tilted towards agriculture, a legacy of protection and of an
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industrial sector unable to withstand world competition in many areas and a
political structure developing from a period of dictatorship, all serve to
constrain industrial development.

Liberalisation of foreign investment legislation dates from the 1960s in
Spain and Greece, but Portugal is a relative newcomer, its major efforts
dating only from the mid-1970s. In all three countries, incentives and
legislation are still fluid as the host country tries to reconcile its needs
with the necessity to be an attractive investment location for multinationals.

Consequently, all three countries provide an attractive 1location for
multinationals in terms of the incentives offered. These are, of course,
additional to the relatively low wages in these countries, their proximity to
large markets and (prospective) membership of the European Communities and
availability of raw materials. The incentives given in Greece discriminate
mainly according to the location of the foreign investment. Portugal uses its
incentive scheme to encourage priority industries but also attempts to include
regional criteria. Spain's selective system of incentives and controls is
designed to channel foreign investment in planned growth sectors of the
economy.

Despite the attractions embodied in the incentives, considerable
uncertainty attaches to the conditions which an individual foreign investor
will face. Government approval is obviously necessary for incentives to an
individual project and this leaves an area of discretion open .to the host
country. Portugal's incentives are particularly open to criticism for their
non-transparency. Greece's welcome is now modified in wview of the Socialist
Government's requirement for state participation in large projects and general
uncertainty on future plans. Spain has perhaps done most to codify and openly
court new investment.

In conclusion, therefore, uncertainty in these Mediterranean countries
does not present a barrier to the growth of inward investment. Future
codification of investment laws is to be expected to provide a more stable
framework for the investment which these countries are keen to encourage in
their drive for industrialisation.

(3) Foreign direct investment

(a) Greece

Inflows of foreign direct investment
by country of origin

Despite the passing of Legislative Decree 2687 in 1953 "for the
protection of foreign capital, it was not until the early 1960s that foreign
investment really took off. Table 5 shows the inflow of foreign capital under
Law 2687/1953 between 1953 and 1976 according to the country of origin. It
will be apparent that France accounted for 24.4 per cent of such capital (a
total of $265.5 million) and was second only to the United States as a source
of capital. 1In fact, one very large alumina project accounts for a high
proportion of French investment. Investors from the Federal Republic of
‘Germany contributed 5.7 per cent of the total ($60 million) but the United
Kingdom had invested only $12.4 million up to 1976, a tiny 1.2 per cent of the
total inflow. This is an unusual situation for Britain as a major foreign
investor and it contrasts with Portugal and Spain. The importance of the
"other" category is accounted for by the attempts of the Greek authorities to
attract the wealthy Greek shipping communities back to Greece by concessions
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and: privileges:. In fact these laws have led toithe sestablishment in Greeceuof
foreign:commercial businesses (Nanopoulos,_1982" Petrochllos, 1985) LT

3 S SR (7

Table 5: :.Total gross inflow of funds for foreign: direct investment in Greece
e -subsumed under: Leglslatlve :Decree 2687/1953 accordlng,to the country
; oﬂ orlg;n of funds e ', ‘ .

INTRE

Vb

Country of origin - Amount: s Percentage of total
o ($ mllllon) .0

N NS .
UTE . X : . Lo R AR [AW) S T S G R

R T

cler F el & RS LT SN AR SR v I R IR

United States.. - .- . o - h65.5

T 4h by o N
France . [ ‘ t N 256.5 . 24 L i .
Germany, Fed. Rep. of - e 60.0 : - 5.7 ; . ot
Switzerland .- - S 4725, 7 4,5 v :
Italy . . . : 29.2: 2.8 SO N
Netherlands 12.6 1.2 —
United Kingdom 12.4 1.2
Liechtenstein \ : 638 0.6
Other: i ;o . S . .1e8.1. . 16.0
Total - .~ - ' L 1 049.6 . 100.0- 3

‘Source. Hellenic Industrlal Development Bank. R P fwdi a‘ﬁrﬁ.mﬂ,,

- The capital inflows are.for the years 1953-76. TR PR T PR R T

IEFFS IO 0
Reproduced from N.C. Nanopoulos, 1982: “A model of inward foreign dlrect
investment, licensing and'- imports: . Its. application ,6 -across..the : Greek
‘manufacturing industry". Unpublished Ph.D. thesis, University of Reading. ... ..

i A ks Vet . IR AR I I ST
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R BRI R . I o § ot

Attribution of the country of origin of the investment is fraught with
difficulties (table 6). First a considerable proportion of “direct
investment" originates from expatriate Greeks. Companies. -and: -dndiwiduals
jnvest in Greece through countries such as Switzerland, L1ber1a, Luxembourg,
Liechtenstein and Lebanon (although the latter includes flight.capital from
the war zone). Second, a large proportion of investment in the period covered
by table 6 (1980-84) is not attributable .to one origin .country.,: :This is
because of large investments in aerospace, public works, m1nera13ext~act10n,
banking and strategic resources through international consortia and
non-attributable sources. Between 1980-84, this category covered. 45.8 per
cent of total investments. ~These d1ff1cu1t1es aside, ,the United State -isi the
largest séingle  investor .with 25. per cent of ‘attributable jinvestment.- France,
Switzerland and the Federal Republic of Germany with over 10 per cent each :but
the' United Kingdom has.only a tiny:1.3 per cent of- attrlbutable dnvestments i A
.comparative set.of figures: for;1953-76 gave the United States, Al per icent,
France 24 pericenty: the.Federal iRepublic of Germany 5.7 per cent, Sw1t erland
4.5 :pér .cent 'and :the United Kingdom -1.2 per cent (Nonopoulosj: 1982) The
‘large. discrepancy in' the United States flgure is. 1arge1y due to allocatloms
from consortla 1nvestments., AT , Co Lo : PR Nl b 11
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Table 6: Greece: Foreign investment by country of origin and capital
approved under the provisions of Legislative Decree 2687/1953,
1980-84 (US$ million)

Country Capital approved % of total attributable'’
United States 159.1 25.1
France . 74.5 11.8
Switzerland* 68.4 10.8
Germany, Fed. Rep. of 63.1 10.0
Canada 50.0 7.9
Austria 47.9 7.6
Italy : 33.3 5.3
Liberia* 27.6 4.4
Luxembourg* : 26.0 4.1
Liechtenstein 21.5 3.4
Lebanon* 14.7 2.3
Libya 8.9 1.4
United Kingdom 8.1 1.3
Sweden v 6.8 1.1
Saudi Arabia , 5.4 0.9
Other countries* 18.4 2.9
Total above countries 633.7 100.0
Not attributable to one

country’ 535.6
Total 1 169.6 -

1 - . . . . . .
This covers international consortia investments in public works,

aerospace, mineral extraction and banking.
* Includes considerable amounts of investment by expatriate Greek
companies and individuals.

Source: S.I. Papadopoulos and P.J. Buckley, 1986: "Foreign investment in
Greece", in Work in Progress.

Inflows of foreign direct investment
by industry

Table 7 gives an estimate of foreign direct investment in Greece under
Law 2687/1953 up to 1981. It shows that approximately 70 per cent of the
total foreign direct investment was in manufacturing. Transportation and
tourism accounted for most of the rest. The most important industrial
recipients in this period were petroleum, basic metals industries, chemicals,
electrical machinery and transportation equipment (Papadopoulos, 1985). Thus
non-traditional, relatively technologically advanced industries were the main
recipients of inward foreign direct investment. It should be noted that two
large projects are together responsible for about 30 per cent of foreign
capital inflows in this period. These are the Aluminium of Greece project
controlled by the French multinational Pechiney-Ugine-Kuhlmann set wup to
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produce alumina and aluminium from domestic Dbauxite reserves, and the
Esso-Pappas complex, controlled by the Exxon Corporation of the United States,
comprising a petroleum refinery, an amonia and petrochemicals plant and a
steel mill (Nanopoulos, 1982).

Table 8: Foreign investment by sector and capital approved under the
provisions of Legislative Decree 2687/1953, 1982-84

Sector Number of Capital % share of
approvals approved capital approved

A. Industry by branches

1. Food products, beverages 6 42 835 885 22.6
2. Tobacco 1 393 823 0.2
3. Textiles 3 2 255 956 1.2
4. Clothing, footwear 1 265 963 0.1
5. Wood 1 18 200 000 9.6
6. Paper - - -
7. Furniture, furnishings - - -
8. Leather - - -
9. Chemicals 3 5 352 597 2.8

10. Plastics ' 3 2 303 052 1.2

11. Petroleum, coal 2 8 250 000 4.3

12. Non-metallic minerals - - -

13. Basic metals - - -

14, Metal products 2 21 500 000 11.3

15. Machines, appliances - - -

16. Electric appliances 5 6 838 319 3.6

Telecom equipment - - -
17. Transport means 1 364 191 0.2
Automobile articles - - -

18. Shipbuilding - - -

19. Miscellaneous 3 842 551 0.5
Total industry 31 109 402 337 20.0
B. Hotels, tourist enterprises 5 37 904 077  20.0
c. Transportation, storage - - -

D. Livestock, agriculture, fishing 3 13 200 000 6.9
E. Mines, quarries, salterns 3 29 475 560 15.5
F. Banks, insurance - - -

Grand total 42 189 981 974 100.0

Note: Investments approved up to 31 August 1984.

Source: Ministry of National Economy: Investment  Under Law LD 2687/1953,
Ministry of National Economy, Athens, various issues.

Reproduced from Papadopoulos, 1985.
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Table 8 shows foreign direct investment in: Greece under Legislative
Decree 2687/1953 from 1982 to 1984. Food . products and beverages is the.
largest single industrial sector in terms of the percentage . share of . .capital
approved, with 22.6 per cent, followed by tourism (20.0 per cent), the
extractive sectors (15.5 per cent) and metal products (11.3 per cent). The
share of manufacturing industries in this period is down to 57.6 per cent and
the share of technologically advanced industries is correspondingly down.

The offshore provisions mentioned above have also 1led to the
establishment of foreign banks in Greece (Petrochilos, 1985).

Table 9: Foreign control of Greek industry: Sales of firms with foreign
participation as a percentage of Greek production by industrial
sector (1977)

Sector _‘Industrial sector’ Foreign sales as % of
code : - total production
20 Food 5.4
21 Beverage 245.5
22 Cigarettes and cigars? 0.0 :
23 Textiles 5.5
24 . Apparel and footwear 8.6
25 , Wood and 'cork 6.5
26 Furniture 0.0
27 Pulp and paper 22.7
28 Printing ;and publishing 0.0, W
29 Leather® - 16.6 o
30 ... Rubber and plastic products 24,6
31 Chemical industries 56.0. i
32 . Petroleum and coal 71.1
33 Non-metallic mineral products .o 12,4
34 Basic metal industries 57.9
35 Fabricated metal products 14.9.,
36 Machinery 7.5
37 Electrical machinery and appliances 53.0
38 Transport equipment 52.5
39 Miscellaneous 'industries Y
Average of all industries 25.5

! Establishments employing more than ten people and accountihg for

approximately 80 per cent of value added in manufacturing are imncluded.
2 Excludes tobacco processing.
3

Excludes activities related to furs.

Source: Adapted from Nanopoulos, 1982, table 6.5.
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Foreign control of Greek industry

Table 9 shows estimates of the proportion of total Greek industrial
production which are represented by the sales of foreign-controlled firms.
Sales of firms with foreign participation (25 per cent foreign equity
ownership is used as the cut off) account for over 25 per cent of industrial
production. This shows a high degree of foreign control of Greek industry.
Sectors with a particularly high degree of foreign control are petroleum and
coal (71.1 per cent), basic metal industries (57.9 per cent), chemicals
(56 per cent), electrical machinery and appliances (53 per cent) and transport
equipment (52.5 per cent). This confirms the picture given by the statistics
of foreign capital inflow and also attests to the low state of development of
indigenous Greek manufacturing industry.

The overall employment attributable to foreign direct investment in
manufacturing stood at 96,110 in 1977, about 11 per cent of total employment
in manufacturing (Petrochilos, 1983). Since then, job creation in foreign
capital affiliated firms has been growing: jobs created under Law 1262/1982
since its inception (1 January 1982 until 31 December 1984) number 53,229
(Papadopoulos and Buckley, 1986).

Summary

Reliable information on foreign investment in Greece is sparse. It is
possible that the figures for foreign capital presented above are an
understatement of foreign involvement. In the course of our investigation we
discovered the following numbers of firms with capital involvements in
Greece: Federal Republic of Germany (June 1978) 102 firms, France (June 1979)
54 firms and United Kingdom (January 1979) 99 firms plus six advertising
agencies. These numbers include service industry firms and undoubtedly many
of the rest do not produce in Greece, but the numbers are such as to cast
doubt on the relatively small capital inflows under 2687/1953 being taken as
an accurate guide to total foreign investment. Data from the National
Industrial Development Bank on flows under 2687/1953 essentially covers
financial capital, and therefore includes foreign loans (possible to domestic
firms). In addition, retained earnings are excluded. However, 2687/1953 does
not cover the vast majority of all foreign direct investment.

Consequently, the above analysis should be treated with a great deal of

caution and should be seen as indicative, not definitive.

(b) Portugal

Recent inflows

Table 10 shows the structure of foreign direct investment into Portugal
in 1984. The major country of origin of the investment was the United States
(35 per cent of the total); France, with 11.9 per cent was second, the United
Kingdom, fourth with 9.7 per cent and the Federal Republic of Germany sixth
with 4.1 per cent. Investment from European Community countries accounted for
35.5 per cent of the total, a figure equal to North American investment. The
three origin countries which we are investigating (France, the Federal
Republic of Germany and the United Kingdom) accounted for 25.7 per cent of the
total investment, a total investment approval of 7,116 x 10° escudos.
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Table 10: Foreign direct investment in Portugal, 1984

Value %
(escudos 10°)
(a) By main countries/regions
Country United States 9 671 35.0
. France 3 292 11.9
Switzerland 2 796 10.1
United Kingdom 2 679 9.7
- Netherlands 1167 4.2
Germany, Fed. Rep. of 1 145" 4.1
Japan 1 058 3.8
Region European Community 9 826 35.5
North America 9 825 35.5
EFTA , 3 686 13.3
Tax havens 1 493 5.4
Total 27 644 100.0
(b) By major sector of activity .
Manufacture of metal products and. ' ‘ o
_transportation machinery and equipment 5 221 18.9
Banks and otherfinancial and - ' o y
monetary institutions 4 235 15.3
Hotels and tourism 2 786 10.1
Machinery (trade) 2 641 9.6
Pharmaceuticals (trade) 1 721 6.2
Chemicals ‘ 1 395 5.0
Food, beverages and tobacco 1 327 4.8
Metal ore mining 1 184 4.3
Real estate operations and services o
rendered to enterprises \ 1777 4.3
Entertainment and cultural services 906 3.3
Agriculture and mining 1 572 5.7
Manufacture and construction 9 571 34.6
16 501 59.7

Services:

Source::LiﬁEﬁAnnual Report,;1984.

]
[
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Table 10 also shows the industrial structure of approved investment. The
service sector was predominant in investment approvals, accounting for 59.7
per cent of the total. Banks with 15.3 per cent and hotels and tourism
(10.1 per cent) were major contributors. In the manufacturing sector, metal
products and transportation machinery and equipment accounted for 18.9 per
cent of the total, chemicals for 5 per cent and food, beverages and tobacco
for 4.8 per cent. Metal ore mining was a major contributor to the primary
sector, accounting for 43 per cent of agriculture and mining's 5.7 per cent of
the total.

Table 11 shows the authorisations of inward investment by origin country
between 1978 and 1983. As flow figures for one year, they exhibit
considerable variation year on year. The French contribution has been
consistently high, ranging from 10.1 per cent to 25.4 per cent. British
investment has contributed between 3 and 9.9 per cent and German investment
has ranged between 3.1 and 7.4 per cent. The three countries together have
accounted for between 22.1 and 41 per cent in an EC total varying between 26.2
and 52.3 per cent (in 1983).

The industry breakdown of investment authorisations, 1979-83, is shown in
table 12. Investment in manufacturing industry has shown a regular decline -
from 65.9 per cent of the total in 1978 (and 67.6 per cent in 1979) to 46.8
per cent in 1983 (and 34.6 per cent in 1984). Services accounted for more
than half the total authorisations in 1983. Within the manufacturing
industry, metallic products, machinery and transport equipment have accounted
for 10 to nearly 30 per cent over the period. The chemical industry, wood,
cork and paper and basic metallurgy have also been important contributors to
the total in particular years.

Stock of foreign direct investment
in Portugal

Table 13 shows the stock of foreign direct investment by nationality of
origin in two estimates — one by the Foreign Investment Institute (FII) for
1978 and one for 1976 by the OECD. The two estimates are very different.
OECD put the United States involvement at 47.6 per cent whilst FII gives it
only 15.3 per cent! Estimates for the European Community countries are 48 per
cent (FII) or 31 per cent (OECD). There is a close agreement on the United
Kingdom's share at between 11 and 12 per cent but estimates from the Federal
Republic of Germany and France are at variance (8.7 and 10.6 per cent
respectively FII and 4.1 and 6.9 per cent OECD). The totals for the United
Kingdom, France and the Federal Republic of Germany together are put at 31.2
per cent (FII) and 22.2 per cent (OECD). The major reason for the disparity.
in these two figures is that the Foreign Investment Institute's figures
(column 1) attribute the origin of the capital to the place of residence of
the immediate investor (Taveira, 1984). Consequently, United States
affiliates in Europe which invest in Portugal are counted as European
investors.
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Table 13: Structure of the stock of forelgn d1rect 1nvestment in Portugal by
country of origin (%):

'FII - 1978 . OECD - 1976
EC 48.0 31.0°
Belgium 5.8 1.2
Denmark 1.5 *
France , 8.7 4.1
Netherlands : ; o 6.5 3.4
Italy . 0.5 1.0
Luxembourg 2.5 1.2
United Kingdom 11.9 11.2
Germany, Fed Rep. of 10.6 6.9
EFTA | s ‘24,0 - .00
Sweden ' 5.9 1.7
Switzerland 18.0 6.5
United States 15.3 47.6
Spain o 5.8 *
Japan S 1.7 6.7
100.0 1 1100.0

3 Estimates
% Unknown.

Source: 1IIE, 1982: "Investimento e Tecnologia"*e 1/1982, p. 17.

Table 14 g1ves a comprehens1ve plcture of’ forelgn direct investment by
economic activity in 1980 .and, 1981. Of the 858 firms identified as hav1ng
foreign part1c1pat1on in 1980, 357 were' in manufactur1ng,a261 in commerce;
hotels and other services and 106 in banks and financial 1nst1tut10ns. W1th1n
manufacturing the largest population of firms with forelgn part1c1pat10n were
metallic products and machinery (92),) chemicals (83) and textiles, clothlng
and leather (63). The largest values of foreign investment were in the
wholeéesale trade, metallic products and machinery, the chemical 1ndustry, paper
and printing and food, beverages and tobacco. Stock value by sector was made
up of 57.4 per cent in manufacturlng,,29 2 ‘per;: cent in commerce, hotels and
other services and 8.2 per cent in banks ‘and f1nanc1al ‘institutions. ; The
manufacturlng sector made up. 56.8 per cent of the - sales of forelgn f1rms, but
75.37 . per cent of their employment.. WIthln . foreign. investors' in
manufacturlng, metallic products made up 43, h per cent of employment followed
by the chemical industry. 18. 83 per cent and textlles, clothing and ledather
14.42 per cent. The contrast in employment, creation. in manufacturlng (75.37
per cent) and financial 1nst1tut10ns (4.93 per cent) 1s 1mmed1ate1y obvious.

An an example, of the 1mpact of multlnatlonals from one country on one
host' country, the follow1ng section analyses d1rect investment from! the

-Federal Republic of Germany in Portugal. - ; B P lﬁ
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Foreign direc¢t investmeént. from the
Federal Republlc of Gérmany in Portugal

Table 15 and 16 show foreign direct investment, 1976-81, the flrst by the
sector of activity of the investor from the Federal Republic of Germany, the
second by  the, sector of activity of the investment project. Most such
investment orlglnates in manufacturing industry, particularly chemicals and
electro—-technical industries but with metallic products and machinery and
"others" well represented. A lower proportion of ‘investment is destined for
Portuguese manufacturing industry - around two- thirds in 1981 - 'as a
proportion is directed to trade sectors in the host country. In Portugal, the
electro-technical industry is the leading recipient sector followed by (in
manufacturing) chemicals and metallic products and machlnery. ; J

Table 17 shows that aggregate direct investment from the Federal Republlcﬁ
of Germany" reached ‘DM 436:2 million in ‘1977 after a- steady increase from -
1962. This 1nvestment was estlmated to have created 4,730 jobs<in Portugal inm’
1975-76 according to Deubner (1982, table 18). The largest employers in
manufacturing were Siemens, (2,000), Hoechst (750) and Bayer :(545). Employment
in the largest.seven ‘Gerfiafy manufacturlng ‘subsidiaries was‘2 290. Employment
in German subsidiaries in the electrical industry also exceeded 2,175.° This =
section’ has shown ‘that '‘miltinationals from the" Federal Republic of Germany
have had a ‘significant impact on employment 'in Portugal. These data suggest
that over 4,700 jobs had been created in Portugal up to 1976. '

Table 17: Direct! investment from the Federal Republic of Germany 1n“P6rtuga1‘
‘ : (aggregated from 1952 in million Deutschmark) and annual growth in

percentage from 1962- 77) e |

1962 . 15.9 o

1963 - 18.3 +15.0%

1964 23.6 +29.0%

1965 | : 28.0 0 +18.6%

1966 n 45.1 ©  +61.0%

1967 55.0 +22.0%

1968 64.0 +16.3%

1969 . ... 67.8 .. +5.9%

1970 . 82.7 T +22.0% :
1971 110.4 +33.52 X
1972 140.9 +27.6%

1973 197.7 +40.3%

1974 292.6 +48.0%

1975 370.8 +26.7%

1976 416.1 +12.2%

1977 436.2 - - + 4.8%
‘Source: Deutsch—Portugiesische Haq@elskammefx(16,17),

" Reproduced from Schlenk, 1983.
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Table 18: Employment creation by firms from the Federal Republic of Germany
in Portugal (1975-76)

Name of firm Employment in Portugal

Chemical industry

Agfa Gavaert 370
Bayer 545
Beiersdorf 370
Hoechst ' 750
Kali-chemie 15
Schering 65
Wella 175

Electrical industry

Osram 175
Siemens 2 000

Mechanical engineering

Krupp : _ . 25

Kugalfisher ' 175
Publishing

Bertelsmann 65
Total employment 4 730

Number of further manufacturing subsidiaries
from the Federal Republic of Germany in Portugal: 25

Source: Deubner (12).

Reproduced from Schlenk, 1983.

Summary

Foreign direct investment in Portugal has been increasing in recent
years, particularly in the service industries, although in manufacturing the
following are all represented: chemicals, metal manufacture and machinery,
basic metals, paper and printing and other manufactures.

(c) Spain

Inflows of foreign direct investment

As shown in table 19, actual inflows have grown spectacularly from an
annual rate of just over 1.5 billion (current) pesetas to well over 100
billion current pesetas in 1982.
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Table 19: Direct foreign investment flows into Spain (1959-82)
(Annual flows in billion pesetas)

Year Inflow
1959 1.6
1960 3.6
1961 3.7
1962 2.3
1963 4.3
1964 5.1
1965 7.6
1966 7.9
1967 11.1
1968 10.3
1969 13.5
1970 12.7
1971 12.4
1972 14.0
1973 31.4
1974 11.7 AR ST ARl S
1975 27.9
1976 13.5
1977 26.0
1978 56.8
1979 80.1
1980 72.0
1981 : 57.9
1982 113.4
1983 158.1
1984 ‘ 267.0

Sources: Lloyds Bank Group, Spain: Economic Report
1983, p. 39. Business International,
Spain: Europe's new industrial frontier,
p. 26. Metra Consulting, Spain: Business
Opportunites in the 1980s, P- 39.
Economist Intelligence Unit, Spain: .
Prospects to 1985, p. 42.

Adapted from Hansen, 1983 for data up to 1982.

Inflows of foreign direct .
investment by country of origin

Table 20 shows authorised direct foreign investment in Spanish companies
between 1974 and 1983. Companies from the Federal Republic of Germany and
France have been very prominent investors in Spain. Indeed, in ‘1983, French
firms were the biggest inward investors in Spain with firms from the Federal
Republic of Germany in second place, investing respectively $213 million and
$150 million in that year. In 1983, United Kingdom firms invested over $78
million (6.8 per ‘cenit of the total) and were the fourth largest national group
of investors. Unitéd Kingdom investments in Spain have lagged behind. those of -
France and the Federal Republic of Germany. BT ‘ : : R
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Inflows of foreign direct '
investment by “sector }* - F? : F’ ; |
ey e -, o . { 1

Table 21 shows the inflow of authorlsed forelgn direct 1nvestment by
broad sector of activity. It w1ll be seen that the service sector (banklng
and finance, other serv1ces) hag attracted 51gn1flcant dlrect 1nvestment
particularly in 1983. Manufacturlng (1nclud1ng minerals proce331ng) adcountéd
for 61.1 per cent of the total inflow in 1983, however, and has con51stent1y
attracted between 60 and 75 per cent of inward investment. Most of the
remainder goes ‘into commerée, hotelss and restaurants. '

i

Foreign control of Span1sh 1ndustry . - ‘ ‘ -
.--."\ ;Ju ‘ . s . e

The extent of forelgn control oﬁ maJor 1ndustr1a1 sectors in Spaln 15
shown in table 22. Overall forelgn—controlled companles’ account: for
approximately 47 per cent of turnover in major Spanish industries and for 43
per cent of employmenty® The most forelgn—domlnated sectors are motor
vehicles and transportatlon equlpment (81.4 per cent -of turnover), electrical
machinery (78.7 per cent), chemicals (77.7 per cent) and other industries
(77.2 per cent). 1In these industries respectively, 8l1.5 per cent, 77.7 per
cent, 75.8 per cent and 66 .1 per cent‘of employment is within forelgn f1rms.

” '
'.»

It is clear that the decisions of forelgn—owned companles haveihad»and
will continue to have a very large impact on the structure of Span1sh industry
and on employment in Spaln. |

Y

Summary

Foreign dlrect 1nvestment has had a maJor effect on the development of
Spanish industry.: Foreign companles employ approx1mate1y 43 - per cent of
Spain's industrial workforce and in the key sectors 'of chemicals, : electrical
machinery and motor vehicles, employment in forelgn—controlled companles
accounts for over three—quarters of total employment.

1(‘4

R

:m,
[

Conclusion »

‘ It is apparent from the brlef survey of forelgn d1rect 1nvestment in the
three host countries, that Greece, Portugal and Spain ‘are all heav11y
gdependent on foreign investment for industrial and commercial development. In
;each’country, ‘critical’ industries™such as' chemicals,~ electr1cal englneerlng,
motor vehicles: and 1nformat10n—basedv‘technologles are heav1ly dependent on
“forergn 1nvestment. Consequently, the decisions of multinationals on where to
1nvest and how to service markets w111 have a profound effect on employment 1n

‘these countrles. ) : Lo A . ‘ s a |
e ) , i

, ) oE - SR |

France, the Federal Republic of Germany and the United K1ngdom are major
Eor1g1ns :of firms with considerable investments in each of the countrles,
ialthough:British firms are under-represented in Greece. France is the largest
or1g1n for multinationals investing in Portugal, and -in Spain it has recently
begun to; invest heavily. In Greece, French firms represent a quarter of all
authorlsed foreign direct investment (second only to the United States)
Enterprlses from the Federal Republlc’of Germany are” represented at a modest
Tevel in Greece but are con31stent1y heavy investorsi: iniv Spain and also
contrlbute to investment and employment io Portuguese 1ndustry. British firms
have relatively neéglected. these three host countrles as' investment targets.
Thelr tiny representatlon in Greece has been ¢ mentloned, and whllst 1nvestment

S i L o o o ; i ; w i
Ul . ;e - o e e <1 <l : . : : i '
[ Vi w . e 5 : Ll et oy - fo . Wi Low
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Table 22: Relative importance of foreign—controlled companies in major
§

industrial sectérs?éf‘théfSpéniSHfééonomff.‘ a
) t
1
. 2
N % of % of

turnover - employment

Minerals , : I U 52042 17.50
Food, drink, tobacco ’ E . 46.69 «  40.06
Textiles . ‘ - 29.92 10.56 ..
Leather, footwear, clothing E s ) e 18.80 7.32 7
Timber, cork, furniture TR b o 5.47 4.55 |
Paper and newspapers 3 i NN - 21.40 © 1126.15
0il and related products 56.38 , ~.57.33
Chemicals 77 .65 75.80
Non-metallic mineral products e D - 61.19 63.28 ©
Steel C " 28.19 - 34,58
Processing of non—-ferrous: metals o ; 57.01 52.34
Manufacture of metal products o 42.27 40.53
Non-electrical machinery =~ = = - - 61.07 58.33
Electrical machinery R I - 78.65 w 77,76
Shipbuilding ' 0.00 % 0.00
Motor vehicles, transport 81.41 © ~ 81.50 .
Building and associated industries ' 9.91 11.90
Electricity, wdter and gas - ’ o . 1.21 0.57 .
Other industries | - 77.234 66.07
Total ; : 46.94 42.84
1 . ‘ , . , ! i
Source: Economia Industrial,: No. 180 (December 1978). . }ﬂ
' i

in Portugal matches that ;of enterprises from the Federal Republic of Germany,
v "“in Spain has recently been small relative to French

British firms' ,investment
and German firms.~
B 22

Su by G [ 3 ¢ ien
' { {24

Overall, investment by multinationals: from France, the Federal Republic
of Germany and the - United Kingdom has played an important role in the
industrial development of the three host countries and| their location and
market servicingﬁ@olipiegicoﬁtinqutofhEVéﬁé major. impact onfemploymentjin

i : oy o ot by
Greece, Portugal and Spain. SR 3 | ol

L 3;';; - i ; i 2 4 e

P ‘ : i L gt

The recent . entry (1 January --1986) - of - the Iberian' countries intofﬁﬁﬁe
European Communities is likely to have a major impact onm their prospects’ito
attract foreign > direct * investment, and although this . willilhdve beén
anticipated to |a certain extent by investors, its impact is worthy of further
analysis. The. following chapter begins this process by putting forward” the
methodology of our empirical researchs. Y S ‘ L

o I I e Y Iy

=
[

6813d



-39 -

PART III: EMPLOYMENT IMPACT

(A) Methodology of the case studies

The sample of firms

A total of 19 firms were interviewed. Three broad industry groupings
were covered: chemicals (including pharmaceuticals), engineering and
automobiles. The sample includes five British firms, five from the Federal
Republic of Germany and nine French firms. Ten of the firms' affiliates were
in Spain, eight in Portugal and one in Greece. Table 23 shows the breakdown
of the sample by nationality of parent, location of affiliate and industrial
sector.

Table 24 shows the breakdown of the sample by industrial sector,
subdivided by location and ownership. It shows that there are seven chemical
firms, seven engineering firms and five automobile firms. United Kingdom
firms are evenly distributed across the three sectors, firms from the Federal
Republic of Germany are relatively concentrated in chemicals (three of five)
and French firms are more numerous in automobiles (four of nine).

The questionnaire

The structured questionnaire (available upon request from the author)
examines the major variables which determine the employment of a foreign
direct investment (Buckley and Artisien, 1987). These include: the nature of
integration within a multinational firm (we would expect the removal of
barriers to trade and investment to decrease horizontal integration but to
increase vertical integration as locations of production maximise economies of
scale but differentiate their activities spatially), the size and speed of
tariff reductions, elasticities of supply and demand for outputs, market
sizes, transport costs, differential costs of labour, technical progress,
government policies and the macro-economic environment and the relevant
"alternative position'".

(B) Results of the 19 case studies

Case study 1: French automobile company's
direct investment in Spain

Case 1 is a large French-based automobile company. It set wup its
subsidiary in Spain in 1965 and in Portugal in the late 1960s. It was one of
the first car manufacturing concerns to show an interest in the Spanish market
and opened a sales distribution network in Madrid prior to the Second World
War. After the war, its sale of cars to Spain was severely constrained by the
host government's policy of economic isolatiom.

In 1965, the company offered its technical expertise to a Spanish car
firm in return for a 50 per cent shareholding in it. In 1984, two-thirds of
the output of the Spanish operations serviced the Spanish market; the other
third was exported to France, from where it was re—exported in the form of
kits to Latin America. The combined operations of the newly formed company
led to an increase in the French company's market share both in Europe and
Latin America.
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Table 23: The sample by country.of parent, locationiof affiliate and
industrial sector
Parent country Affiliate Industrial-sector
Uhited=Kingdom y 3 'subsidiaries iniSpadin: Pharmaceuticals .
P S 1 R it e Engineering = oo
’ ‘ 3 ‘wEngineering‘- Dl

Germany, Fed. Rep.. of..

France

2 subsdidiaries
3 subsidiaries

SLilime B

2 .subsidiaries

Fooovae

4 subsidiaries

4 .:gubsidiaries:

. g S

P

[l

in Portugalu

in:Spain

¥l ey

in Portugal

(B '
in Spain

)

in.Portugal

1 subsidiary .in: Greece-

ﬁyAﬁtomobileé'
“.-‘Automobiles

.y NI
Automoblles TR
Pharmaceuticals

/Engineering

;. Ghemicals:; i 5 i s
gChemlcals/Pharmaceutlcals

v'u ! I G

Eng1neer1ng
Chemlcals/Pharmaceutlcals

Automobiles

Automobiles = i s
Chemicals

-Engineering - .«

Engineering . ° i
‘Eng1neer1ng‘

Chemlcals

Table 24:

L P P o FEIE

Number

Location

Y5 Ui if
. - 3 "
.

& s, .
FE i [

EER IR EKE d Y

Engineering

P B
o~ . [
) { J
sednc o TE g

Automobiles -

Totalw

Pharmaceutlcals/chemlcals

e Cey e

AL

¢ N COE Bl I
45 3”Portuga1
3 : 3 .,‘2 ‘Spain ..
g 3 Boa ey oL '

4:Spain

w42 Portugal!

i, Greece .

4 Spain

w13 Portugal v .

S R TP ot

2 Unlted K1ngdom ST
3%Germany, Fed. Rep. of
02 France = RTRY
u‘k -t 4“, . 5

2 United Klngdom

2 Germany, ‘Fed. Rep. of

*3 France‘ . R

1 Unlted Klngdom‘p;jg>
4 France . o
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In 1973, the company had 14 affiliates and 45 sales and 30 after-sales
outlets. By 1984, these had increased to 60 and 42 respectively.

The introduction of several new saloon models in the 1970s coincided with
the firm's accelerated penetration of the Spanish market. The major
product-related objective was to improve the quality and reliability of
vehicles. The company was confident that its marginally higher price range
(when compared with that of its competitors) had not adversely affected
sales; on the contrary, a higher price was seen as a symbol of quality by the
Spanish customer.

When production began in 1965, it employed 3,000 persons. Except for a
dozen French technicians and advisers, the labour force was entirely local and
it was claimed that none would have had jobs had the investment not been
made. The evidence thus suggested that the investment has Dbeen
employment-creating. This is strengthened by the fact that, due to Spain's
import restrictions, the Spanish market could not have been serviced from
France. :

The workforce (see table 25.1) increased by over sevenfold within 18
years, reaching a peak of over 22,000 in 1979. Since then, however,
employment has been stagnant, recording a small drop. As no immediate
expansion is envisaged, the labour force will not increase over the next five
years. Figures for 1983 can be broken down into approximately 26 per cent
skilled (including managerial), 32 per cent semi-skilled and 42 per cent
unskilled.

The overall growth in employment levels of the period 1965-1983 was
accompanied by a substantial increase in the firm's share of the Spanish
market, from 10 per cent in 1965 to over 35 per cent in the early 1980s.

The slow recovery of the Spanish car market in the wake of the oil crisis
was reported to be a major factor in the company's future employment
strategy: no major changes in the workforce are anticipated in the second
half of the 1980s. Future investments in capital-intensive technology
strengthen further the unlikelihood of increasing employment. Although the
firm had no intention of increasing its level of new investment in Spain in
the near future, Spain's entry into the European Community (EC) will
necessitate a degree of integration, i.e. greater specialisation into a
limited number of models suitable for the EC market.

Table 25.1 Breakdown of numbers employed and of penetration of Spanish market

Year Numbers employed Percentage of
. Spanish market

1965 3 000 10.0

1979 © 22 396 - 31.2
1980 22 027 37.1
1981 21 913 35.7
1982 21 813 35.7
1983 21 714 34.0
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Lower: labour ‘costs in Spain than/in! France wére described as .an:important
factor in the ‘decision ‘to ‘set: up.manufacturing in Spain: and the degree of
unionisation was inquired about. The firm was very pleased with the general
level of productivity.:'. Since “the! return of ‘democracy,*active consultation had
taken place between management :and the :trade:'unionsj . iauyearly meeting .is
convened' to review salaty. .settlements. No major probléms with the unions: were
reported and the labour force was desc¢ribed as..co-operative. The company's
success in labour relations' selemed ‘to: reflect’ its sensitivity to: the:question
of ' labour problems: ‘the company .preparesa: compreliensive check—llst whlch is
consulted by the unions before a major investment is made. T SR :

" Except - for a handful :of French:managets, thé company. has:adhered.ito its
stated policy: of giving preference to.local ‘mdnagers:: There:  is. ‘an.  ongoing
managenient. ' training schemey part off which iis'-conducted. ‘at hthe: ! company's
headquarters in :France. <The company alse::gives .priority. tor-promotion from
within the Spanish subsidiaries.v:Only for the appointiient of senior. managers
is‘ the dec¢ision taken.in’'Paris, with local comsultations Lot il T L

The investment was a "horizontal take-over", and one of the plants
acquired vbelonged” to ‘a small-scale:competitor. It was. the 'site and the need
to produce in: the:Spanish’market. that made the take-over of this. .competitor
particularly attractive. Asi.a rresult of: the take-over, the .range: of  the
firm's production wasi . extendedy:.withi.new:models comirg on: to:the market... The
need to adapt French'cars to Spanish :road and: weathér '¢onditions- résulted in
the  introduction of specific . suspension ard /heating devices.., The Spanish
subsidiaries also provide spare parts for the French market. S

'The: company’investigated the- availability ‘of government inducementsiwhich
were reported :to . have :played a spart in. the. décision .to invest . in:. Spain.
Accelerated fiscal amortisation; . export .assistarnce and:.:the- 11ft1ng of. the
export tax were mentioned. The current level of taxation on the firm's profit
in Spaln. (35 per cent) compares favourably' with: the 1eve1 of staxation in
France (50 per cent) ; 3 ,

: K i ' S T I R T R SRR
Case ‘study 2: French automoblle company S*iMJIQNT' SENEPTE S AU TR S
d1rect 1nvestment 1n'Portuga1 : SR Lo ‘ ;

o0

ST [ SR TE A D PR

E ‘ o o i3 "n?
; The second case: study 1nvolves the. 'same. parert car company as. the first
case study. It has two subsidiari€s-din -Portugal.’:;:The «Pontiguese:.operations
started in 1969. Ceilings on the number of vehicles which could be exported
to Portugal in: the mid+1960s (600 per annim) were'instrumental. .in: the. decision
to set up the subsidiaries. One subsidiary manufactures 10,000 vehicles per
year, which are exported to France, the other has an output of 40,000
vehicles, 250.000 engines and 80,000 gearboxes. Most of this output is
destlned/fbr the Portuguese market 'and third markets (mostly in the European
@oififunity ).

The motivation for this investment was fourfold: first, to develop the
Portuguese ' car market, i.e. to take advantage:! 6f: the fast growing demand: for
French cars- in the late 1960s; second, to seétvice the Portuguese markets’
third, to increase production as it was felt 'éssential to be near prospective
customers; ' fourth, to draw on the plentiful sitipply’of cheap labour. S
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No alternative country for the investment was considered at the time;
the decision to invest in Portugal was predominantly determined by tax
concessions: the firm was granted tax exemption on profit for ten years.
From this we can assume that no investment would have been made elsewhere
outside France at the time, and that the setting up of a subsidiary in
Portugal was employment-creating for the host country.

The existing plant employed 1,600 people when it was taken over; of
these, 1,200 were male and 400 female. In terms of skill, the figures break
down as follows: 25 per cent were skilled, 20 per cent were semi-skilled and
55 per cent were unskilled. The majority of skilled and semi-skilled workers
were male. Within three years of the start of operations, the labour force
had doubled to 2,500, of which 1,825 were male and 675 female. The percentage
of skilled to unskilled remained about the same, the only change being in the
proportion of semi-skilled workers which had fallen, reflecting the company's
policy of upgrading skills through labour training programmes. This last '
trend is best illustrated over the period 1972-83, when merely 5 per cent of
the labour force remained semi-skilled. Over this period the skilled
workforce increased from 28 per cent to 38.5 per cent of the total labour
force. The percentage of males to females fell from 75 per cent male in 1969
to 68 per cent in 1983, but the overwhelming majority of skilled jobs remained
in the hands of men.

Table 25.2: Numbers employed in 1969, 1972 and 1983 in terms of sex and skill

levels

1969 1972 1983
Male o 1 200 1 825 2 400
Female 400 675 1 100
Skilled 400 700 1 350
Semi-skilled 320 440 200
Unskilled 880 1 360 1 950
Total employed 1 600 2 500 3 500
Increase through investment ‘ 900 1 900

The majority of the workforce hired after the take-—over in 1969 was
previously unemployed. Employment was created to the tune of nearly 1,000
during the first three years and another 1,000 over the next ten years. The
initial recruitment of managerial personnel was conducted in France:
approximately 15 French managers were recruited in the first year of
operations, and 1less than five locally. Although the take-over agreement
stipulated that the French firm had to re-employ the existing labour force,
this excluded the existing team of Portuguese managers. The majority of
French managers transferred to Portugal settled there permanently. By 1983,
the number of managers was estimated to be about 30, the majority of whom are
Portuguese.
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. The company's policy towards management in Portugal bears s1m11ar1t1es to
its Spanlsh operatlons.w after the 1n1tlal start-up pha““J to’ traln and ‘émploy
1oca1 personnel in . preference yga' expatrlates. _Re pon51b111ty for the
recru1tment of senlor' personnel is with the French he quarters. *"No plans
were afoot to increase, the workforce“orh take on ‘add1t10na1 manager1a1
personnel over the next two to three years. B

The. company 1nvest1gated the labour laws and statutory conditions of
employment .before startlng operatlons .and was -aware that it could not
‘termlnate a. contract w1th ‘an 'employee’ dur1ng the f1rst s1x months “of
employment.l The 1abour ‘laws, seemed not to 1nf1uence the company 's dec1s1on to
1nvest.w Labour costs, however, were an 1mportant factor 1n the 1nvestment
dec1s1on. The product1v1ty of labour 'was descrlbed as satlsfactory, but
1nfer10r to that in French plants. : )
through a tran51t10nary perlod'” itsqo e
full capacity had yet to . be "réach d.
alternatlve country for thet )
vbut w1th 1ts second in estment the ant1c1pat10n of Portugal s entry into the

EC was an 1mportant s 'ng factor, part'cularly the ant1c1pated lowerlng of
customs dutles. ; - .

i

‘The most pressing = problems ~éncountered  in' ‘setting up’ productlon
facilities was that of horizontal integration, which called for'a® “complete
alteration of the ex1st1ng product1on line due to the 1ntroductlon .of modern
technology " The Portuguese subsidiaries’ manufacture’ the same range’ 'of  models
as the French plants. :

The relevant trade unions are regularly consulted, and few strikes were
reported. The French parent company thought that its good industrial
relations record in Portugal reflected the employment stability it offered to
the local labour force, as well as the higher wages and better working
conditions than those offered by Portuguese firms.

! Y .

In conclusion, it is clear that the investment was employment-creating
for the host country but the possibility exists that some of the export
-activity could have been located in France. The attractions of cheaper labour
-and tax conce331ons might have bid away a proportion of thesé’ JObS from
France. The company has also rationalised its investments, increasing
vertical integration by bu1ld1ngwen%ines and gearboxes in Portugal.

‘Case study 3: French chemical company s B
direct investment in Spain

N The th1rd case studytls a large French multlnat1onal chemlcal“company
with a hlghly d1ver51f1ed pr%ductlon programme 1nc1ud;ng organlc and norganlc
“chemlcals, agrlcultural , chemlcals, plastlcs and synthet1c f1bres and
pharmaceutlcals. It is estab11shed 1n four contlnents,wproduc1ng in Europe,
‘Afrlca, North Amerlca and SouthTEast As1a.c

BRI Ea s b

, The company set up 1ts,, facturlng base in Spaln in’ the m1d—l9505 w1th
the prlme objectlve of’ serv1c1n fthe Spanlsh pharmaceut1cals market. Dur1ng
,approx1mate1y the first ten years of eratlons,; the sub81d1ary serv1ced
almost exclusively the Spanlsh ‘market. Since the mid-1960s," between 20 and
25 per cent of output has been exported to France and to third markets,

principally those of Latin America.
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Spain's imposition of high tariffs on French imports prompted the direct
jnvestment. Another motivation was the potential offered by the Spanish
pharmaceuticals market. Government inducements did not enter into the
investment decision as they were not available at the time. The company's
long-standing sales involvement in Spain dates back to before the Second World
War, and paved the way for the direct investment; no alternative country was
considered at the time of the Spanish investment.

The investment was a greenfield venture (after a sales subsidiary had
been established). At the peak of its employment (1965), the French company
employed 4,800: of these, 450 were skilled (including managerial staff), 750
semi-skilled and 3,600 unskilled. Few females were employed because they were
not sufficiently qualified. The majority of those taken on (particularly the
unskilled) came from a pool of unemployed and part-time labourers.

If we look at table 25.3, we can see that the labour force subsequently
declined over the next 20 years. By 1983, the number employed had fallen to
4,000, a loss of 800, the majority of them unskilled workers (600). Although
the company expanded its investment programme over that period, the expansion
was capital-intensive. The new technology, which was introduced and formed
part of a rationalisation package aimed at reducing costs of production and
increasing efficiency, made some jobs unnecessary.

Table 25.3: Numbers employved in Spanish affiliate in 1965 and 1983

1965 1983
Skilled 450 400
Semi-skilled ' 750 600
Unskilled 3 600 3 000
Total employed 4 800 4 000
Jobs created through X
investment +4 800 -800

The company has acquired a reputation for its training programmes: most
members of the labour force undergo some training and those who come in as
unskilled labourers are given the opportunity to train for semi-skilled work.
The firm has training instructors, and skilled workers and managerial staff
are sent on external courses (either in Spain or to France) to update their
skills.

The company prefers to recruit from within where possible; failing this,
the subsidiary defines the profile of the person required and hires an
external employment '"contractor" to advertise the job in the press and propose
a shortlist of candidates. The company's policy is to keep the workforce
informed of the impact of new technology, both in its favourable aspects omn
widening skills and its potentially damaging effect on employment. The
company takes on qualified graduates on temporary six-months' approval prior
to offering them permanent employment. Immigrant workers from North Africa
occasionally join the labour force for short periods on their way to other
European countries.
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Labour laws and statutory conditions of employment.were investigated but
did mnot influence the dec1s1on to 1nvest' ;nor, did labour costs, although
25 per cent in pharmaceutlcals) As suggested above, the company 1s ‘very
sensitive to the question of 1abouryrelations:ﬁ,negotlatlons with the main
Spanish . -trade - unions . took:. place before; the .company 1mp1emented 1ts
labour-saving programme. No "insurmountablei' problems were encountered with
the unions, whose overall attitude to future investment and employment was
'descr1bed as ''co—operative'. . T S o oo B ]
. One of the company's maJor concerns, was to raise. the level,of technology
of . the subsidiary to French: standards. .The technologlcal gap, is: reported to
thavegnarrowed considerably. Instrumental to .the aforement1oned obJect1ve 1s
the company's policy of "twinning" each; department in the; subs1d1ary' ‘to a
correspondlng division in the French plants.
T SO IV IEETETE ' ¢
By 1983, all- but one - of . the managers were Spanlards,a thls contrasted
markedly with the .earlier: vstages -of productlon when all- 15 managers were
transferred ‘from the French .plants.. The . .Spanish: plant . produces. the same
-products as the French plantsj: no extens1on .of .the ranges of home products
has been introduced. , S 0i B I T PR TE I 3 -
FO T i @iy S CEAT S oy, oo
Again the employment effect for the host country has been positive. The
protected Spanish - market :could not, have .been serviced from  France:: so  the
proportion of employment engaged in product1on for the Spanlsh market has not
been diverted from France. It seems that the extra output exported could have
been sourced from France, but it has contributed to the viability of the
Spanish plants. U

‘Case study 4. United Kingdom mechanical
-engineering company in Spain

The fourth case study is a medium-sized British mechanical engineering
.company specialising in brake linings. Its activities are divided into three
main areas: friction materials (75 per cent), conveyor belting (20 per cent)
and mechanical handling (5 per cent). It has affiliates in .the. United
Kingdom, Federal Republic of Germany, Spain, United States, Canada, Austr ‘
and South Africa.

‘i + The-company set.up-a brake .lining, subsidiary in.a large.Spanish _eity in
1953, essentially to service' the Spanish market. ,.Contractual restrictions,do
not.. allow. the. subsidiary to export to elther the Unlted Klngdomﬂ(and ,the
Federal .. Republic . of: :Gérmany, ‘or: 11censee countrles,, unlessq,speC1al
:perMission is granted. The company has had European connect1ons since, before
the Second World War; its long association with a famlly business in, Spaln
was instrumental in settlng up manufacturing there. The ant1c1pat10n. of a
growing ' motor :industry . in.. Spain .was the . factor which. _precipitated the
investment. There was never any question as to the country of destination of
the investment. Only when:exports were. felt no longer to Dbe, satlsfactory«was
:the d1rect 1nvestment env1saged.f T e o : o :

i The:. executlves ,,1nterv1ewed could nota\~reca11 : whether government
1nducements were available in Spain at the - time. As far as. the f1r
concernedy. . the 'v1ab111ty, of : the investment was the . only : 1mportant
“consideration.: ' The .Spanish market had,: prlor to the dlrect 1nvestment, been
supplied through exports from England; in the first year, of manufacturlng,
the entirety of exports in the brake lining division was supplanted by direct
production, resulting in a loss of business for the British plant.
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The firm acquired a large share of the brake lining market in Spain as
few other manufacturers set up in Spain at the time. The firm's share of the
Spanish market in 1983 was estimated at 28 per cent, compared with less than
10 per cent when the subsidiary was set up. This growth has been at the
expense of competitors, some of whom, in spite of offering a cheaper product,
have been unable to cut into the British firm's share of the market. Only a
small proportion of the Spanish brake lining market is now serviced by non-EC
imports, and the company anticipated no change in the foreseeable future as
the Spanish market is well protected by tariffs. The only real problem the
company encountered in setting up production facilities was in locating raw
materials; this was overcome by a constant and thorough search for raw
materials for a full two years before production started.

The investment was greenfield horizontal. When production began in the
mid-1950s, a total labour force of 130 was employed. No employees were
transferred from other plants within the group. The entire workforce was
local and since there was little unemployment in the area at the time (1953),
the overall majority of employees will have left other jobs. No information
was available on the skills of employees taken on in 1953. By 1983, the
investment employed 160 people, an increase of 30. 0f these, 37 were
managerial, 20 skilled and 103 unskilled.

The company did not feel the need to make a systematic investigation of
labour laws and conditions of employment; this knowledge was gathered
gradually during its long association with the host mation. Although labour
laws were an important consideration, they had not played an essential part in
the decision to invest; these matters were well understood by the company
which took the advice of its subsidiary and left it in charge of 1labour
relations. Labour costs represent about 38 per cent of sales. The question
of labour costs did not worry the parent company (given the relatively high
cost of labour in Britain), which was highly satisfied with the productivity
of the Spanish labour force.

The industrial relations record has been good: except for a handful of
strikes in the mid-1970s, the Spanish plant has been free of industrial
disputes. There are two unions in the plant, one representing the shop-floor,
the other the white—collar workers. A yearly consultative procedure with the
two trade unions is strictly adhered toj; both unions view favourably the
British investment as a source of employment and job security. The company
seeks to recruit local management personnel where possible. The British
manager, transferred to Spain at the initial stages of production, remained on
the site for a full year; he now visits the subsidiary several times a year
for short periods. A training scheme is available for managers. When
recruiting, the firm gives preference to experienced personnel. The
responsibility for recruiting is shared between the parent company (which
selects managerial employees) and the local manager who hires the workforce.

Investment policy is controlled from the firm's headquarters. Local
investment up to a value of £5,000 is allowed without consultation with the
headquarters; approval from the local Board of Directors is required for
investments exceeding £5,000 and below £20,000; above £20,000, the firm's
headquarters make the final decision.

The Spanish plant produces the same products as the home country,
although the product range is narrower; the technology employed in Spain is
less '"sophisticated" than that used in other European plants. The level of
taxation on the subsidiary's profit at 32 per cent is clearly lower than
corporation tax on the firm's activities in Britain. Export incentives have
clearly influenced the firm's export strategy: approximately 40 per cent of
the subsidiary's output is exported. The company had no concrete expansion
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plans for the near future, merely a consolidation programme of current
actlvdtles. Declining profit levels since 1975 have raised the possibility of
closure.

The firm's experience reinforces the claim that tariff protection in the
host country acts as a major st1mu1at1ng force for setting up a direct
investment. It is clear that the company s increase in market share was a
result of the direct investment and could not have occurred without it. Since
this investment was of the greenfield horizontal type, this 1mplles employment
creation to the extent that the firm would probably (under the aforementioned
c1rcumstances) not have expanded its home operations or invested elsewhere at
the time. However, a degree of caution is required as the investment was made
at the expense of labour from other local firms. Whether or not, in real
terms, this investment was labour d1vert1ng depended on the JObS vacated being
f111ed again. -

Overall therefore, for Spain, the probab111ty is that this investment
created employment. There was ' initially a decrease of employment in the
source country (United Klngdom), when exports were replaced by direct
investment.  In the long run, it is likely that these exports would have been
supplanted to a large extent by rival - multinationals and indigenous
investments in Spain. The switch in market servicing policy from the UK
exports to direct investment must have decreased UK employment in the medium
term for final goods production, although some 1ntermed1ate goods supp11es to
Spa1n contlnued.

Case study S:w United Kingdom
pharmaceuticals company in Spain

' . Case study 5. concérns a large United K1ngdom—based pharmaceutlcals
company with operations throughout Western Europe. Some of these concerns

serve only their own domestic market; others export’ large amounts of their
output. The Spanish 1nvestment was made in 1979, when 50 per cent of the
equlty in the subsidiary was purchased; the other 50 per cent was purchased
in 1982. Ninety per cent of the output services the Spanish market and 10 per
cent the markets of Central America. The company s Spanish operatlons 1nclude
the product1on of ant1b10t1cs and antl—rheumatlc products.

Four main factors motlvated the British company to invest in Spain.
First, the size of the Spanish pharmaceutlcals market, the - sixth largest? in
the world.  Secondly, the optimisation of income through local product1on
rather than through distribution. Third, the obllgatlon put ‘on the company to
reg1ster its products in Spanish was another motivating factor; fourth, the
‘avallablllty of Spanlsh—reglstered pharmaceuticals offered great potential for
-expandlng exports to . the Spanlsh—speaklng countries of Central America, where
the firm already had sales offices. Although both the Spanish and Centfal
American markets had previously been serviced via exports, this was on a
‘llmlted scale. To service the aforementioned markets from other plants would
have been more d1ff1cu1t and t1me consumlng.

'The investment was a horizontal “take-over. ~The number employed in the
Spanish plant when it was taken over was 592. Within a few months of becoming
operational, the firm shed 57 employees, most of whom were unskilled workers.
In the first year of operations, 10 per cent were skilled and managerial, 15
per cent made up the administrative staff, 25 per cent were seml—skllled
(including sales representatlves), ‘the. remainder (50 per’ cent) were
unskilled. In terms of sex distribution, the workforce was divided ‘équally
hetween’maleSTand females (see table 25.4). ' o
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Within three years, the introduction of a rationalisation programme
reduced the workforce by 15 to 520, but more significantly, the skill mix was
altered; the numbers of managerial, skilled and administrative staff
increased by about 15 per cent, whilst the number of semi-skilled went up by
23 per cent. These increases were at the expense of the unskilled whose
numbers declined from 263 in 1979 to 195 in 1982 (a reduction of 26 per
cent). The male-female breakdown for 1985 remained unchanged, as the increase
in the numbers of semi-skilled workers was brought about by upgrading
previously unskilled labour based on the firm's own training programme. The
figures for 1983 are identical to 1982 and mark the beginning of a
consolidation period for the second half of the 1980s, during which a slight
increase in the labour force is anticipated. The company's recruitment policy
is to advertise job descriptions for skilled wvacancies via local employment
agencies. The subsidiary has total freedom to select its own workforce,
except for the Managing Director who is appointed by the British parent
company .

Table 25.4: Numbers employed in Spanish subsidiary in 1979, 1982 and 1983 in
terms of skill and sex .

1979 1982 ’ 1983
Managerial and skilled 55 65 65
Administration ' 82 94 94
Semi-skilled (including reps.) 135 166 166
Unskilled ) 263 195 195
Total employed 535 520 - 520
Males/Females approximately 50-50

The firm's employment policy is to recruit local staff where possible;
the labour force in 1983 was entirely local: only the Managing Director was
an expatriate. Only during the first two-and-a-half years of operations were
- technical staff transferred from Britain on a temporary basis to supervise
quality control.

The firm investigated labour laws and statutory conditions of employment,
but its findings did not influence the decision to invest. Labour costs,
representing only 9 per cent of total costs, were not, surprisingly, an
important motivation for the investment. Total costs were a major
preoccupation due to the lack of an adequate costing system at the Spanish
plant. A pre-investment investigation of the Spanish plant's industrial
relations record revealed no real problems. Spain's two major unions were
consulted prior to the investment and responded favourably to it; the unions'
ongoing co-operation forms part of an agreement with the firm that current
employment levels will be sustained.

As the investment was of the horizontal take-over type, the firm
exercised its option to re-employ the existing local management team under the
leadership of a British Managing Director. By 1983, all nine managers
remained Spaniards. The firm has no plans to recruit further management
personnel in the immediate future. The subsidiary is in charge of most
managerial appointments, except for the senior managers and Managing Director
who are recruited by headquarters. The Spanish plant produces the same goods
as the home country, with only two exceptions. The subsidiary's activities
have extended the range of the firm's home products.
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The firm did not. encounter any major problems:on setting. .up operations in
Spain; on the contrary, it took over a firm which had good pzroduction
facilities and -an active research unit. A minor problem was. caused by
"combination" pharmaceuticals which are not accepted on EC markets. In an
attempt to solve this problem, it was decided to gradually phase out
"comblnatlon" products in ant1c1pat10n of Spaln s accession to the EC.

‘The f1rm was.. unlmpressed by 1nvestment 1ncent1ves. In fact,. the f1rm is
contractually obliged. to . discharge a mnumber of. obllgatlons. these , include
spending an . annual sum of 90 million :pesetas on research, making new products
from headquarters research available. . to .the subsidiary, and keeplng .up
existing employment levels. The level of taxatlon (33 per cent on proflts),
although lower than in Britain, was not regarded- as a major issue in the
investment decision. L Lo ‘!i‘f:wuu

The employment 1mpact of this 1nvestment has ‘been to maintain employment
in Spain by the introduction of new technology and new products (apart from
the fall due to ratlonallsatlon) and to -divert. only a small amount of
employment from the United Kingdom. As the Spanlsh and Latin American markets
have been difficult to service from the United Kingdom and because of the need
to register and adapt products in the Spanish market, any employment diversion
effects from the United Kingdom must have been small.

Case study 6: United Kingdom
engineering firm in Spain

The sixth case study is . a United Kingdom. englneerlng f1rm W1th
manufacturlng operations in Europe, North and South Anerica, Africa, Ind1a and
Australia. It specialises in the production of friction materials for both
the original equipment and the replacement equipment markets; these include
disc pads and brake linings for motor cycles, disc pads, brake 11n1ngs and
automatic transmission products for cars, vans, trucks and buses .and- 'brake
blocks for railway carriages. The company was established as a family firm at
the turn of the century; within 25 years, sales had risen to about £1 million
a: ‘'year; - by 1978, world+wide .sales exceeded £130. million.. - first
.contemplated manufacturlng in . Spain. in the early 19603,‘ a, 301nt venture was
;set up.in ;1963 and. productlon started -immediately. The United Klngdom company
owns . 34 per cent of the. equity. The:- investment. services pr1nc1pa11y the

Spanish market, with some exports to North and West Africa. P
, - The - interviewees cited four main factors. which prompted the investment:
firstly,  the rapid growth of Spaln s vehlcle market in the 19603, secondly,
the -availability of development  grants to set. up manufacturlng on the
outsklrts of Madrld', thirdly, tax concessions-and cheap loans were descrlbed
as very favourable; fourthly, the need to c1rcumvent import duties wh1ch had
ibecome a serious obstacle to the firm's, exports £rom Br1ta1n and France.

The dec1s1on to set up a. Jo1nt venture in Spaln grew out of prev1ous
assoc1at10n, the firm's ;French sub51d1ary had agents in Spaln .who percelved
the opportunity for develop1ng friction materials. 1oca11y, and suggested the
investment to the British parent company. Thus, the need did not arise to
‘cons1der an.alternative. country for the investment at the . time.

The Spanlsh market " had, prior to the 1nvestment been serv1ced through
exports from the United Kingdom and France. In the first year of operatlons,
exports were; entirely supplanted by . direct. productlon, resultlng in a drop in
production 'in the United Kingdom and French plants and.an. unspec1f1ed number
.0f - job: losses. The number employed when the .plant was first operatlonal in
1963-64 was' 31’ unskilled and semi-skilled workers, . plus five skllled and

e N
[

6813d



- 51 -

managerial staff. Over the next 20 years, the labour force increased by
tenfold to 303 in 1982: of these, 193 were unskilled and 110 skilled and
managerial. The firm's share of the Spanish market increased accordingly:
from less than 10 per cent of the spare parts market for automobiles in 1963,
it was servicing in 1982 50 per cent of the disc pad market, 47 per cent of
the brake linings market and 69 per cent of the clutch market. The increase
in market share was reported to have been at the expense of local
manufacturers, six of whom accounted for over 80 per cent of the spare parts

market in the mid-1960s. The employment figures for 1983 show a small drop of
five on 1982, all unskilled workers.

Table 25.5: Breakdown of numbers employed and of penetration of Spanish market

Year Skilled and Semi-skilled Total Percentage of Spanish
managerial unskilled employed  market

1963 : 5 31 36 10%Z of spare parts

1982 110 193 303 n.a.

1983 110 288 288 (50% of disc pads

(47% of brake linings
(69% of clutch

Initially, one manager from the French plant was employed. Today, all
managerial staff but one are local, although they all received their training
in the United Kingdom or France. It has been and remains the group's policy
to enlist local management wherever possible. However, the company had no
intention to recruit new managerial personnel in the near future. Senior
managers from the United Kingdom and French plants share responsibility for
management recruitment at the Spanish plant. The Spanish venture produces the
same range of friction equipment as the United Kingdom and French plants; no
product adaptation was required for the Spanish market.

The setting up of the joint venture presented no major problem: the
company associated the smooth running of operations with its minority
ownership. Some minor difficulties arose with the Spanish authorities over
the repatriation of profits, a problem not uncommon in other host nations with
joint venture legislation. Labour laws were investigated, but did not
influence the decision to invest in any significant way. Labour costs,
estimated at 33 per cent of total costs, compared evenly with other countries
where the firm operated. The cost of materials in Spain was deemed more
important than that of labour. The attitude of the trade unions represented
at the plant was generally favourable to the investment.

Although the firm had plans to expand the range of products in the near
future, it did not intend to recruit labour to implement this expansion.
Overall, this investment has not replaced employment in the source country as
it was virtually impossible to export to the highly protected Spanish market.
Some employment diversion from local companies to this subsidiary has occurred

through the process of competition. Thus, the employment-creating impact in
Spain is limited.
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Case study 7: French multinational
engineering firm in Portugal

Study .7 concerns -a - large French multinational w1th a world—w1de network
of subsidiaries. It has a s range of products  which include 1ndustr1a1
equipment, railway passenger carriages, electrical and chemical products.
This case study relates to a subsidiary producing alternators and rolling
stock in Portugal. The company controls 45 per cent of the equity; the
Portuguese Govermment, with 55 per cent of the equlty, is. the maJorlty
shareholder. The French company first became 1nvolved in Portugal in the
early 1940s. A commercial branch was 1n1t1ally established. Subsequently,
the French company discovered a small firm with a reputation in the electrical
engineering industry. In 1943, it decided to offer its technical expertise to
this company in return for a minority shareholding in it. This infusion of
technology led to a significant but unspecified increase in the company's
share of . the Portuguese market. In the mid-1950s the French parent company
became a 100 per cent shareholder, only to become once agaln, ten years later,
a minority shareholder (with 45 per cent of the equity) when the Portuguese
Government stepped in.

The major motivating factors that led to the investment were the desire
to open up a new .market and the availability of cheaper labour. Host
government inducements were not investigated, nor were other countries
considered for the investment. The investment went .smoothly from the
beginning and no» maJor problem was reported in settlng up productlon
facilities.

The problems encountered concerned high manifacturing prices due to
labour inefficiency (this was overcome by shortenlng the productlonwprocess)
and the absence of sound financial management. - For its, part ‘the sub31d1ary
had to convince the parent.company of the need to 'set up a separate marketlng
division in ©Portugal. . The question of ‘labour d1ff1cu1t1es, 1aWS and
ob11gatlons caused no problems because all these matters were well, understood
by the firm with which the French company went into partnershlp.v Thus, the
parent company .took the advice of the host concern in these matters and 'left
labour relations . to the Portuguese firm.

In 1944, the Portuguese firm employed approximately 700: all this labour
was local and the majority were males. By 1983, the labour force totalled
2,700, ‘an increase of 2,000 in four decades. This represented an increase in
the number of female employees - from 14 per cent. to, 29 per ;cent of the
workforce (see table 25 6). The skilled labour (most of whom are englneers)
are recruited from local polytechnlcs. Both skllled and seml—skllled staff
are trained by the firm. - Skilled and manager1a1 staff are sent. on external
courses to update their skills. .Up to the 1960s, a. small number of French
engineers (four or five) were posted to the sub51d1ary to. provide technlcal
assistance; this is no 1onger the case. The firm employs between 300 and 400
casual workers, but numbers are falllng and expected to continue to fall. The
subsidiary's output is destined primarily for the domestic market, which is
the recipient of 98 per cent of hydro-mechanical products, 40 per cent of
alternators and 35 per cent of turbines.:

. .The K industrial relatlons record was described. as 'very satlsfactory".
Most employees are union members, two-thirds of the workforce belonglng to the
same trade wunion. The . trade unions have been favourable to the French
investment and very co-operative. The company intends to restructure 1ts
operations in the near future; this will involve reducing the labour force to
2,000: the unskilled are expected to be worst affected by this job-saving
programme. The aforementioned evidence suggests that this investment has,
over the past 40 years, been employment creating; however, future prospects
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are clearly less promising: the rationalisation programme projected for the
second half of the 1980s will cut the labour force by between 20 and 25 per
cent.

Table 25.6: Increase in the labour force since 1944

1944 1983
Male (approx.) 600 1 900
Female (approx.) 100 800
Total (approx.) v 700 2 700
Skilled n.a. 130
Semi-skilled n.a. 450
Unskilled n.a. ‘ 2 100

Case study 8: French chemicals
company in Greece

This case study was carried out on the same parent company as case
study 3: a large French chemicals firm. The firm invested in Greece in the
mid-1960s after two decades of exports. The investment is smaller than in
Spain, with a workforce of 1,800 in 1983.

The major motivations for investing in Greece were twofold: first, to
bypass tariff barriers; secondly, to increase sales to the Greek market. The
firm felt that its presence in Greece not only as a supplier but also as a
customer of local firms would enhance its image and result in higher sales.
The bulk of the subsidiary's output services the Greek market, with less than
10 per cent being exported to France. As in the case of the Spanish
investment, no alternative country to Greece was considered: the decision to
invest grew out of the firm's own trading experience in Greece. As in Spain,
the firm was unaware of the existence of government inducements, and doubted
whether they would have played a part in the decision to invest had they been
available. The company reported no major problem in setting up production
facilities.

The investment, of the greenfield horizontal type, took on 500 employees
in the first year of operations: of these, approximately 40 were skilled and
managerial, 110 were semi-skilled, and the remainder (350) unskilled. Table
25.7 shows that, within eight years of the start of operations, the investment
had created another 1,600 jobs. Thereafter, employment began to decline: 300
jobs were lost between 1973 and 1983. Table 25.7 also gives the breakdown of
skills for 1965 and 1983, with a greater proportion of the workforce upgrading
their skills over time. This confirms the company's sensitivity to training
programmes as in the case of the Spanish subsidiary.

Labour laws and conditions of employment had, as in the Spanish case, no
influence on the decision to invest. Although labour costs are lower than in
France, profitability remains 1low because of the mediocre 1level of
productivity. Similarities with the Spanish investment extend to the firm's
negotiations with the Greek trade unions represented at the plant which were
consulted prior to cutting down the workforce in the mid-1970s. The company's
transfer of managerial assistance from France has, as in the Spanish case,
been strongest at the earliest stages of production. By 1983, all but one of
the subsidiary's managers were Greek.
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Table 25.7: Numbers employed in Greek subsidiary in 1965, 1973 and 1983

1965 . 1973 1983
Skilled approx. 40 n.a. 220
Semi-skilled approx. 110 n.a. 450
Unskilled approx. 350 n.a. 1 130
Total employed 500 2 100 1 800
Jobs created through R “.
. ‘investment oo +500 +1 600 . .- -300

The Greek plant produces the 'same range of goods as the home country; mo
extension of the range of products is anticipated in the near future. The
firm has increased its share of the market by becoming the third largest
producer of chemicals in Greece, thus vindicating the firm's pre-investment
assessment of a market potential in that country. The investment has not,
however, entirely supplanted the firm's exports to Greece which,  after a
severe decline, remained fairly constant.

Case study 9: .Chemical company from the
Federal Republic of Germany in Portugal.

The ninth case study is a large chemicals—pharmaceuticals company; based
in the Federal Republic of Germany with subsidiaries throughout  the world. It
is established in all five continents. In addition ;to pharmaceuticals, -its
range . of products includes paints and synthetic: resins;  plastics, .fibres,
organic and inorganic chemicals and agricultural products and dyes ' (see table
25.8): -

1

Table 25.8: Principal activities and salés of;thé group in 1982

o ; e g )

Principal activities ' | Sales (DM millions) 3 %

Pharmaceuticals 6 216 , . 18
Paints and synthetic resins 3937 .. R , 12
Plastics and waxes 3633 .. AEEE : 10
Fibres 3.057 - . : 9
Inorganic chemicals 2 149 6
Agricultural products 1 859 -5
Organic chemicals .1 776 .5
Dyes w1 722 5
Welding, technology and industrial gases 1 565 4L
Plastic film 1 426 4
Detergents 1 398 4
Technical information systems 1 348 4
Plant engineering . . - 704 a2
Consumer products ‘ 684 .2
Joint wventurés ~ 3 512 i+ 10
Total . A S o 34986 - S pe oy

T
O‘

pe
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The Federal Republic of Germany, the European Communities and North
America are the principal centres of the group's activities. The group
employed a total of 182,154 people in 1982, a marginal decrease of 2,568 over
the previous year. Over half of the group's workforce is employed in the
Federal Republic of Germany, whilst the second largest concentration of the
group's employees is in Europe (with 20 per cent of the total workforce). The
aggregate remuneration of these employees amounted to DM9,395 million which
gives an average salary/wage of DM51,000 per employee per annum.

The Portuguese investment dates back to the mid-1960s and was aimed
primarily at the Portuguese market, which had previously been serviced by
distribution agents. Although the Portuguese market could have been serviced
from other plants, it was felt that the growing demand for pharmaceuticals in
Portugal in the late 1950s and early 1960s, as well as increasing transport
costs, justified the setting up of production facilities. The decision to
invest in Portugal was reached independently of other European locations, and
thus did not form part of the group's international investment strategy.

The question of government inducements was considered but did not play a
major role in the investment decision. As far as the group was concerned, the
viability of the prospective investment was the only important consideration.
The major problem encountered by the firm was Portugal's general economic
situation: high inflation, low purchasing power and customs duties were cited
as the main restrictions on the company's activities. The company
investigated Portugal's labour laws, but its findings did not influence the
decision to start production. Although labour costs made up only a small
proportion of total costs (between 5 per cent and 8 per cent) they were not
instrumental in the decision to invest.

The investment was of the take-over horizontal type and the subsidiary is
wholly owned. When the group took over the plant in Portugal in 1964, it
introduced new technology and new products and increased capacity. There were
1,200 employees: of these 1,140 were males. In terms of skills, the figures
break down as follows: 16 per cent were skilled; there were no semi-skilled
workers and 84 per cent were unskilled. The skilled workers were all males
(see table 25.9).

Table 25.9: Numbers employed in 1964 and 1983 in terms of sex and skill levels

1964 1983
Male 1 140 1 700
Female 60 300
Total 1 200 2 000
Skilled (male) 192 200
Skilled (female) - 40
Semi-skilled - -
Unskilled (male) 948 1 500
Unskilled (female) 60 260

By the end of 1983 the number employed had risen to 2,000, a gain of 800
over a 20-year period. The majority of employees remained males, but the
proportion of women had risen from 5 per cent to 15 per cent of the workforce,
with -the overwhelming majority of skilled jobs still in the hands of men. By
the end of the decade, it is expected that the figures will be about the same,
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although production is expected to increase through increased capital
investment. It was anticipated that this new investment would not involve any
labour expansion.

The firm "imported" labour from its Spanish plants and those in the
Federal Republic of Germany during the first few years of operations, but few
of these staff (foremen and skilled workers) became permanent. The temporary
nature of this labour transfer was illustrated by the fact that these workers
were not replaced in the plants where they came from. The firm's employment
policy is to recruit local staff where poss1ble,. at the end.of 1983, 99 per
cent of the labour force were local. The group's policy towards the type of
management it requires is also to recrult 1oca11y. Whilst durlng ‘the start~up
phase of production most managers were. transferred from the home country,
today the situation has been reversed,/ w;th only .a handful .of . expatrlate
managers still working in the Portuguese. sub51d1ary. There 1s an ong01ng
management training, scheme :and the .company. prefers to recrult from w1th1n,
although if no suitable ; staff .are avallable it will bring in suitably
qualified personnel. The Portuguese subsidiary has responsibility for
recruiting, except for senior managers.whose appointment must be endorsed by
the parent company. '

. The level of un1onlsat1on at the Portuguese plant was descrlbed as 'not
very strong'; the group.'s. relatlonshlp with the workforce was good. . The flrm
was . confident that the. proposed . capltal expansion would receive- the unions'
co-operation ‘even though no job creation was intended.

. Overall, the employment effect for the host country has been positive.
Although add1t1ona1 output could have been exported to Portugal from the
Federal Republic of Germany, it is likely that, over a period of 20 years,
these exports would have been supplanted by rival multinationals or even by
indigenous Portuguese investment. :

Case study .10.. Chemicals company from,
the Federal Republic of Germany in Spain

This case study was conducted with the same parent company as case study
9, a large  and . highly product-diversified chemicals . pharmaceuticals
multinational with two subsidiaries in Spain. The group's Spanlsh operations
started in the late 1950s when the growth in demand for pharmaceuticals
prompted the setting up of a subsidiary. The Spanish market had previously
been supplied through exports, . During the first year of operation, exports
were supplanted by direct production, with a resulting loss of business for
plants in the Federal Republlc of Germany.

The group set up its flrst subsidiary in Barcelona in 1959 for the
production of pharmaceuticals, primarily to service the Spanish market. There
was never any question as to the destination of the investment: the group 's
trading links with Spain dated back to before the Second World  War and were
instrumental in the decision to invest. The firm correctly estlmated that the
growing demand for pharmaceuticals would increase its share of ‘the - Spanlsh
pharmaceutical market: from a-mere 10 per cent in 1960, the firm now holds a
35  per cent share of the market. Although this growth has to a certa1n extent
been at the expense of competitors, a major factor has been the increased
capacity of the Spanish market.

As in.: the case -of the, group's. investment in. Portugal,  government
inducements . dld not play[a major role in the investment decision: once it was
-decided to replace exports with direct productiony the firm's obJectlve was to
make the -.investment . viable: 4and prof;table. . Labour laws .and statutory
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conditions of employment were investigated but did not influence the final
decision to go ahead with production. Labour costs, although only a small
proportion of total costs (between 10 and 15 per cent) were equally irrelevant
in the overall decision.

The investment, of the greenfield horizontal type, took on approximately
1,000 employees in the first two years of operations; of these, approximately
100 were managerial and skilled, 250 were semi-skilled and 650 unskilled.

Table 25.10: Numbers employed in Spanish subsidiaries in 1959-60 and 1983

1959-60 1983
Managerial and skilled 100 ‘ 530
Semi-skilled 250 720
Unskilled . 650 1 150
Total employed 1 000 . 2 400
Jobs created through investment . +1 000 +1 400

Table 25.10 also shows the firm's employment figures for 1983: as a
result of the plant's expansion and the acquisition of a second subsidiary in
1982, the investment has created another 1,400 jobs. The total labour force
of 2,400 breaks down as follows: 22 per cent are managerial and skilled, 30
per cent are semi-skilled and 48 per cent are unskilled. Table 25.10
jllustrates that a greater proportion of the workforce has upgraded its skills
over time. As with its Portuguese operations, the group's employment policy
has been to recruit locally: with the exception of a few expatriate managers,
the entire workforce is local. The Spanish subsidiaries are in charge of
recruiting; the German parent company is consulted only for senior managerial
appointments. ‘

In conclusion, the employment impact of this investment has been to
create employment in Spain. This, however, has been at the expense of a loss
of jobs in the parent company country through a fall in exports.

Case study 11: Engineering company from
the Federal Republic of Germany in Spain

This case study is a large engineering company based in the Federal
Republic of Germany producing a wide -range of products which include
industrial equipment, telecommunications equipment, electrical cables and
domestic appliances. The case study related to two Spanish subsidiaries
producing radio and naval communications equipment, electrical distribution
installations and gearboxes, motors and transformers. The German parent
company owns 100 per cent and 75 per cent of the equity of the two
subsidiaries.

The company first started trading with Spain in 1910 when a sales office
was opened in Madrid; subsequently, exports to Spain increased and resulted
in the setting up of the subsidiaries in 1974 and 1975. The motivating
factors were twofold: first, to take advantage of Spain's lower wages and
lower costs of production and, secondly, to use Spain as a springboard to
expand sales to Latin America. Thus, the decision to set up production in
Spain was reached independently of alternative locatioms.
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The subsidiaries export 70 per cent of the electric motors and 20 per
cent of the gearboxes to other European countries. A marketing and sales
office in the Federal Republic of Germany channels the subsidiaries' exports
to other European countries. The firm's largest share of the Spanish market
is in railway equipment where it holds 50 per cent of the market; a recent
order for omne of Spain's undergrounds has boosted the company's sales
further. The investment was a vertical take-over. The number employed in the
Spanish plants when they were taken over was approximately 5,000. Within a
year of becoming operational, the Spanish ventures had shed several hundred
employees. ] -

Table 25.11 shows that in the first year of operations half of the
workforce was skilled and semi-skilled; the other half was unskilled. Ten
years later (1984) the firm ' had shed 60 per cent of its workforce: most
affected were the unskilled whose numbers were cut by 68 per cent. The
reasons given by the firm for such drastic employment reduction were:
firstly, in the fields of electrical imnstallations and appliances, demand in
Spain dropped over the past ten years; secondly, the slow-down of the Spanish
economy combined with high levels of unemployment; thirdly, in the
car-related equipment market figures for the first six months of 1984 showed
that the registration of new vehicles was 25 per cent down on the  same period
for the previous year. More general factors included the oil crisis in the
mid-1970s and Spain's 'preoccupation with political matters: rather than
economic development".

Table 25.11: Numbers employed in Spanish. subsidiaries in 1974-75 and 1984

I
A

" 1974-75 . . 1984
Skilled and semi-skilled o 2 500 . ' 1 200
Unskilled , _ . 2500 800
Total 5 000 " 2 000

Jobs lost through investment ‘ cal ' -3 000

As the investment was of the take-over type, the company exercised its
option to re-employ existing managerial staff under the leadership of a parent
company manager transferred from one of the plants in -the Federal ‘Republic: of
Germany. Today, all but one of the subsidiaries'! managers are Spaniards.: The
parent company takes charge of managerial recruitment, but leaves it to the
subsidiaries to hire the non-managerial. workforce. The firm's employment
policy is to recruit local staff: 99 per cent of the workforce are local.: In
view of ‘the cuts - in the labour force over the past ten years, it came as no
surprise that the firm had no contrete expansion plans for the near future.

The firm investigated labour laws and conditions of employment in Spainj
but these did ‘not influence its decision to invest. Labour costs, however, as
mentioned above, were an important motivation for the dinvestment. . Loc¢al
managers consult with the trade unions when decisions are to be taken which
will affect the labour force. " There was no indication that, in spite of
continued :job - losses, the uhions represénted in the subsidiaries. were
particularly  ‘hostile’ to the'. firm's investment strategy. In terms of
productivity,  the executives 1nterv1ewed thought that labour product1V1ty in
Spalﬁ was lower than at home.—‘ ’
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The subsidiaries' output has extended the range of the firm's home
products; the subsidiaries also manufacture components required for goods
produced in the Federal Republic of Germany. In conclusion, this take-over
reduced employment in the host country because production was rationalised
after the take—over in accordance with the parent firm's needs. Between 1975
and 1984, approximately 3,000 jobs were lost, and any future expansion is
unlikely to reverse that trend. It was not possible to assess whether the
loss of exports from the home country had had an adverse effect on employment
there.

Case study 12: Engineering company from
the Federal Republic of Germany in Portugal

This case study was conducted on the same parent company as case study
11: a large German engineering group with a subsidiary in Portugal. It set
up production in Portugal in the mid-1970s; its exports to Portugal date back
to the mid-1950s. The investment services exclusively the Portuguese market.
The firm has acquired a 5 per cent share of Portugal's domestic electrical

appliances market, and 10 per cent of telecommunications and transport
equipment.

The main motivation for the investment was the firm's perception that a
market for telecommunication and transport equipment existed in Portugal at a
time when electrification was gathering pace. The enterprise from the Federal
Republic of Germany acquired 100 per cent of a subsidiary previously owned by
a United Kingdom company. The decision to invest was the result of a given
set of circumstances in Portugal at the time rather than part of a wider
investment strategy. Therefore, the availability of government inducements
did not affect the investment decision. The investment took over an existing
workforce of 140: of these, 50 were managerial and administrative staff, 20
skilled workers and 70 were unskilled. The investment employs a relatively
small workforce and is highly capital-intensive. Table 25.12 shows that ten
years after the start of operations, the investment had created 40 jobs, with
the proportion of managerial to skilled to unskilled remaining more or less
the same. The group was so pleased with the success of this investment that
it set up a sales operation to distribute the finished product within Portugal.

Table 25.12: Numbers employed in the Portuguese subsidiary in 1975 and 1983

1975 1983
Managerial and administrative 50 55
Skilled 20 25
Unskilled 70 100
Total 140 180

The firm's training programme for staff was set up in collaboration with
the German-Portuguese Chamber of Commerce; managerial and administrative °
staff are encouraged to study foreign languages on a day-release basis;
skilled workers are trained in various departments of the firm on a part-time
basis for a period of up to three years; the firm also takes on apprentices
whom it not infrequently hires as permanent employees at the end of the
apprenticeship. The level of unionisation has been of little concern to this
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firm as the small-scale activities of the. subs:.dlary have not attracted a
strongly unionised workforce.

Two sets of problems were of concern to the parent company at the time of
the investment: first, Portugal's poor economic performance. However, the
host country's economic weaknesses seemed to be compensated by her links with
African countries and accession to the European Community. Secondly, the
subsidiary faced stiff competition from the. imports of other multinationalsj;
without the high technological input of its parent company, the subsidiary
could not have survived the competition of other multinationals.

In conclusion, although capital intensive production can, in some
respects, have an adverse effect on job prospects, in the case of this
investment a small number of jobs was nevertheless created, and it is unlikely
that. future investment will.-significantly reduce existing employment levels.
The evidence to date,sugge&tvgthat in: this 1nstance forelgn direct investment
has. been employment creatin ‘ ‘

Fo
Case.study 13: GhemiéQISuémeanyufrom
the Federal Republic of Germany in Spain

Case study 13 ‘addresses 1itself to a large chemicals .company. from the
Federal Republic :.of Germany  with several subsidiaries in - Spain.  The
sub31d1ary under consideration is the group's largest in Spain, with a
workforce of just under 1,000 and a turnover in 1982 of approx1mate1y DM40
million. The subsidiary's  highly. dlver51f1ed production programme includes
industrial and agricultural chemicals, plastics, audio and video .cassettes,
pigments and products for the textile industry. This subsidiary was set up in
1966 and since 1973 has been owned 100 per cent by the parent company, which
has . invested in it around DM220 million since the start of operations. The
subsidiary mainly services the Spanish market, with minor exports to other
Mediterranean countries and Western Europe. '

The success of this venture is illustrated by the other manufaetdrlng
basis which the parent company has established around Spaln since the early
1970s.- Trading links -with«y Spain dat1ng back to before the Second World War
led up to the direct investment. Other motives included the potential offered
by ‘the Spanish .chemicals: market, the prohibitive tariffs on.exports to Spain
and the anticipation that local production would greatly reduce transport
costs. An alternative destination - Belgium - was considered for the
investment at the time. The choice of Spain was a function of the greater
market potential there,: das° well as the desire to bypass Spain's tariff
barriers.

The firm investigated the availability of government. inducements but
these were not a crucial factor in the investment decision. The executlves
interviewed ranked easy atcessibility to raw materials and a good site : for
production as primary considerations. Labour laws and conditions of
employment were researched by the company's legal experts, but their findings
did not expose any major obstacles. Labour costs, representing a mere 3 per
cent of production costs, were clearly a compelling reason to set up
production in Spain: Labour productivity ‘tended to be lower in Spain than in
the Federal Republic of Germany, particularly among the smaller subsidiaries.
This  subsidiary's labour force, whose wages are above the Spanish national
average, was described as very co-operative.

The investment was a horlzontal greenfleld venture. Table 25.13 shows
that the investment was. employment creating as 450 employees were taken on in
the first year. Of these, 20 per cent were skilled, another 20 per cent were
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semi-skilled, and the remainder (60 per cent) were unskilled. Table 25.13
also reveals that over the next two decades employment in the subsidiary
doubled. Over this period, the proportion of unskilled workers fell from 60
to 50 per cent of the workforce, whilst that of semi-skilled rose (to 25 per
cent in both cases), reflecting the company's policy of upgrading skills
through labour training programmes. The initial recruitment of managerial
personnel and of some skilled workers was conducted in the Federal Republic of
Germany. A few foremen were temporarily transferred from home country plants
where they were replaced during their absence. The impression gained was that
the firm had no intention to increase the workforce in the next few years, and
that a programme of rationalisation would soon be introduced with the dual

objective of increasing the investment's technological input and maintaining
existing levels of employment.

Table 25.13: Numbers employed in the Spanish subsidiary in 1966 and 1983

1966 1983
Skilled 90 ' 250
Semi-skilled 90 250
Unskilled 270 500
Total employed 450 1 000

Prior to setting up the subsidiary, the group had serviced the Spanish
market through exports from one of its plants in the Rhine valley; at the end
of the first year of manufacturing, exports from the Federal Republic of
Germany had been totally supplanted by direct production, resulting in a loss
of business and a small reduction in employment. However, the aforementioned
losses were more than compensated by increases in the company's share of the
Spanish market, particularly in the polymer and plastics industry, where it
now ranks as one of the leading suppliers. In conclusion, this investment has
been employment creating. Although there was initially a decrease in
employment in the home country when exports were replaced by direct
investment, in the longer term, there was a net employment gain as jobs were
created in the subsidiary in response to business expansion.

Case study 14: United Kingdom
pharmaceuticals company in Portugal

Case study 14 is a large United Kingdom-based pharmaceuticals company
with operations throughout Europe, North America, Africa and Asia. The
subsidiary under study was established in Portugal in 1976 to manufacture
antibiotics. It is wholly owned by the British parent company and its entire
output services the Portuguese market. The investment was a greenfield
venture (after a distribution subsidiary had been established). Although the
Portuguese market was being serviced through exports, growing demand for
pharmaceuticals in Portugal in the late 1960s and 1970s prompted the
investment. Here, as in many of the aforementioned case studies, the choice
of host country was dictated by previous trading links.

Table 25.14 shows that the investment took on 72 employees in the first
year of operations: the strength of the labour force lay in its marketing and
sales division (62 per cent); 28 per cent of staff were unskilled and 10 per
cent managerial and skilled. An expansion of operations over the next seven
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years saw an increase in the numbers employed to 90, with the proportion of
managerial, skilled and sales staff remaining unchanged, but with an increase
in the percentage of unskilled workers.  Employment tremds to the end of the
decadé are less promising as the firm has no plans to increase the workforce
unless there is a sudden upturn in the market.

Table 25.14: Numbers employed in Portuguese subsidiary in terms of skill

and sex
1976 ‘ 1983
Managerial and skilled : 7 10
Marketing and sales 45 45
Unskilled 20 35
Total employed 72 90
Males/females Approximately 60-40

The firm trains its own managers, particularly in marketing .courses:
Product training courses within the Portuguese subsidiary were geared to
skilled workers. The executive interviewed acknowledged the existence of a
trade union in the Portuguese factory but thought its influence on the workers
to be weak, particularly among those with higher educatlon. The company
employs nelther casual. nor 1mm1grant labour. ;

The parent company has regular contacts with the subsidiary over
managerial, technical and financial issues. The subsidiary relies heavily on
the parent company for new product. development, which is centrally controlled
and organised at the United Kingdom headquarters.. No major problems were
reported with the workforce.. Some dinitial difficulties arose over import
restrictions and the .pricing of pharmaceuticals on the Portuguese market, but
‘these were subsequently resolved.:@ Overall, therefore; this. greenfield
investment created: iemployment. < Although no information is avallable as to
whether the loss .ofexports from the source country resulted in. & loss of jobs
there, the assumption must be.that the growth.of .the pharmaceuticals market in
Portugal would have attracted rival multinationals, which would have
supplanted the parent company's exports to Portugal anyway.

[ PR ’ J T A

Case study 15: French engineering
company in Spaln ST Lt

Case study 15 is' a large French—based englneerlng mu1t1nat10na1 w1th a
network of subsidiaries throughout  Europe. = The  Spanish ' ‘subsidiary: was
established in 1969 for the processing of aluminium products. The single most
‘important factor which prompted the investment was:the expanding car market.in
Spain in the late 1960s. No other location for the investment was considered
at the time. The setting up“of the Spanish’ subsidiary was the culmlnatlng
point of the French firm's long trading relationship with Spain which. goes
back to 1920. The subsidiary was established at a time of expansion for: the
French parent company, other affiliates were established during this period
too. o ' Ex ' ‘ :

The investment services: principally the Spanish market; the- ménaging
director told us that Spain's. tariff barriérs had been a disincentive to
successful trading and that local production offered more scope for
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expansion. Tax incentives, although available at the time, were unimportant
in the decision to invest. The major problem, according to the interviewee,
was that of intervention by the Spanish Government in the early 1970s. The
parent company was encouraged by the host Government to increase its
investment, but later regretted this decision because the new investment had
resulted in a loss of revenue as the price of aluminium in Spain had risen
above the world market price; this led the firm to disinvest in Spain, and no
further expansion is planned.

The firm investigated neither Spain's labour legislation nor the degree
of unionisation at factory level; 1little or no consultation with the trade
unions took place prior to the investment. Labour productivity was described
as ''very reasonable'" and labour as ''very co-operative’.

Turning mnow to employment considerations, the investment, of the
greenfield horizontal type, took on 2,400 employees in the first two years of
operations. Table 25.15 shows that the labour force remained constant after

1970, confirming the firm's disappointment with the capital injection of the
early 1970s.

Table 25.15: Numbers employed in the Spanish subsidiary in 1970 and 1983

1970 + 1983
Managerial 240 240
Skilled 1 800 1 800
Unskilled 360 360
Total employed 2 400 2 400
Jobs created through investment +2 400 0

A striking characteristic of this investment is the high proportion of
skilled workers (75 per cent); managerial staff make up 10 per cent and the
unskilled workforce, 15 per cent. The firm, which gives priority to local
labour, does mnot run any specific training schemes for mnew wunskilled
recruits. Initially, the parent company transferred managers from France; 10
per cent of the subsidiary's managerial team were French nationals during the
first few years of operations. By 1983, all managers were Spaniards. A
training scheme for Spanish managers was set up on the same lines as that of
the French parent company. As in most aforementioned case studies, the
responsibility for senior managerial recruitment rests with the French parent
company, whilst labour recruitment is the subsidiary's responsibility. The

subsidiary produces the same goods as the French plants; no extension of the
home-product range took place.

In conclusion, the probability is that this greenfield investment
resulted in a mnet employment gain. Although we know that the direct
investment supplanted exports from France to Spain, it is highly unlikely that
the ensuing job losses (if any) in the home country were anywhere near as high
as the jobs created in the host (2,400). What can be ascertained more
precisely is that the initial job creation reached a plateau in the early
1970s and that any future expansion will be capital-intensive and will be most
unlikely therefore to increase employment in Spain.
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Case study 16: French engineering
company in Portugal

This case study was carried out . on the same. parent company as the
previous ' case study, a large French engineering company with European
subsidiaries: The subsidiary under consideration is Portuguese and was
established in 1974 to service the European and United States markets. The
subsidiary manufactures components for the car industry. The main motivation
for the investment was Portugal's energy surplus in the early 1970s prior to
the o0il crisis. : The availability of cheap land by the sea‘also influenced the
siting decision because of the site's accessibility for importing raw
materials and exporting manufactured goods. As in the case of the :Spanish
subsidiary set up by thé same parent company, the decision.:to invest in
Portugal was not the outcome of a careful examination of alternative
countries, but essentially the. result of the company's previous trading
relationship with that country. . : : :

Few of the government: incentives offered at the time were relevant to the
siting decision: only tax inducements had some influence; having chosen one
of Portugal's development zones, the company is exempt from taxation. The
most pressing problem involved in the new production facility was that of :the
length of the contract with the Portuguese Government for the supply of
energys; initially for a period of ten years, the contract was being
renegotiated at the time of the interview (1983); the interviewee was hopeful
that ‘similar terms to the first contract could be negotiated.

The investment - a greenfield venture - took on a workforce of 170 in the
first year of operations. Of these, the overwhelming majority (160) were
males. In terms of skills, table 25.16 shows that 40 per cent were skilledy
25 per cent semi-skilled, another 25 per cent unskilled and 10 per cent
managerial. Ten years hence, the investment had created another 80 jobs. The
breakdown of skills for 1983 shows a greater proportion of semi-skilled and
skilled workers, reflecting the skill upgrading of previously unskilled
labour. The proportions for 1983 were managerial. (10 per cent), skilled (42
per cent), semi-skilled (35 per cent) and unskilled (13 per cent). The sex
distribution remained predominantly male (80 per cent).

Table 25.16: Numbers employed in the Portuguese: subsidiary in-iQZA“and 1983 -

1974 o 1983
Managerial 17 - . 25
Skilled ~ .69 ‘ 105
Semi-skilled 42 L 88
Unskilled : 42 . : 32.
Males 160 éOO
Females : = 10 v 50
Total employed ‘ ‘ 170 250
Jobs created through investment - +170 , ; +80
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Labour laws and conditions of employment were investigated but had no
influence on the decision to invest. Labour costs, although lower than in the
French plants, were regarded as a secondary motivation to the costs of energy,
reinforcing the priority given by the firm to renewing the energy contract on
favourable terms. As in the Spanish investment, the firm did not investigate
the level of unionisation in the area, nor did it consult with local trade
unions. In spite of this lack of consultation no major industrial relations
problem was reported. The executive interviewed described the labour force as
"very co-operative.

Local labour has been recruited wherever possible. At the end of the
first year of operations, 16 of the 17 managers were Portuguese; in 1983 the
entire managerial team was local. No immediate plans for further managerial
recruitment were afoot at the time of the interview. The French parent
company pursues the same recruiting strategy in Portugal as it does in Spain:
it appoints senior managers and delegates the responsibility for
non-managerial appointments to the subsidiary. But wunlike its Spanish
counterpart, the Portuguese subsidiary had no training scheme in operation.
The subsidiary produces the same goods as the French plants; no extension of
the home-product range has taken place.

This is a case where the investment was motivated by cheap inputs
(energy) unavailable elsewhere. It 1is therefore 1likely to have been
employment creating in Portugal. Employment effects on the source country,
France, are less clear, but are unlikely to have been negative.

Case study 17: French automobile
company in Spain

Case study 17 has as its subject a large French-based automobile company
with affiliates throughout Europe. The firm set up its first subsidiary in
Spain in 1957, and production started the following year. Since then, another
two factories have been opened in the same area of northern Spain. The firm's
activities in Spain date back to before the Second World War when a sales
distribution network was established.

The primary motivation for this investment was to establish a direct
presence in the Spanish market: the firm's sales to Spain had previously been
constrained by the host government's import quotas. No alternative for the
investment was considered at the time since the decision to invest in Spain
was predominantly determined by the desire to circumvent import restrictions.
The firm's initial investment in Spain was implemented without government
assistance; subsequent investments were mildly influenced by government
inducements, particularly fiscal and customs assistance. The subsidiary
established in 1957 manufactures approximately 135,000 vehicles and 132,000
motors per year; 50 per cent of this output is destined for the Spanish
market, the other 50 per cent is exported to France and other parts of Europe.

The investment, a greenfield venture, employed 100 employees at the end
of the first year of operations (1958): of these, 88 were male and 12
female. If we look at table 25.17, we can see that by 1982, the labour force
had increased substantially to over 8,000, of which approximately 85 per cent
were male. Figures for 1982 can be broken down into 2 per cent managerial, 17
per cent skilled and 81 per cent unskilled. No figures of the skill
distribution are available for earlier years.
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Table 25.17: Numbers employed in Spanish subsidiaries in 1958 and 1982

Subsidiary I 1958 1982

Male 88 approx. 7 070
Female 12 approx. 1 251
Managerial ‘ n.a. oo 1bh
Skilled and administration : in.a. ... 1 433.
Unskilled ‘ n.a. : 6 744
Total employed in Subsidiary I .~ - 100 5 8 321
Subsidiary II . 1982
Managerial " : : g C 17
Skilled and administration : : N L coo 143 e
Unskilled i v - ‘ Tow o IO -y & B R
Total employed in subsidiary II 831

LR N bt
Subsidiary III g 1982
Manager1al G : : g S g 415,
Skilled and admlnlstratlon o D : o 153 .
Unskilled ‘ o Yo 649
Total employed in subsidiary III 817

PRI

Added -to the aforementioned growth in .employment.. was: the subsequent
expansion in the firm's Spanish operations. The firm was so pleased with the
success of its initial investment that it subsequently made. another t&wo
investments in the same region of “Spain. The first.of these two subsidiaries
was set up in 1973 for the production of' transmission joints for cars. .As
table 25.17 shows, this second investment employs' (end 1982) 831 peoples:.: of
these 17 are managerial, 143 skilled and administrative, and 671 unskilled.
The third subsidiary, which became operational -in 1977, manufactures spare
parts for cars:- Its workforce totalled 817 in' 19823 - the skill distribution
is similar to that of subsidiary II, with a preponderance of unskilled labour
(79 per cent); ' skilled and administrative staff make up 19 per cent and
managerial staff ~2 per .cent. On the commercial side,  the ‘su¢cess of. the
French firm's - Spanish operations is reflected in the growth of its se111ng
outlets (Just under 900 in 1982). ' : ‘ -

The senior executive interviewed recalled that the firm had 1nvest1gated
Spain's labour laws, but that its findings had not in'any major way influenced
the investment decision. Labour costs, at 25 per cent of total costs, had
played a small part in the investment decision. The firm was generally
satisfied with the productivity of labour. The state-registered trade unions
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under the Franco regime had given way, after the return of democracy, to more
active consultation between management and trade unionms.

, The company's managerial recruitment policy is to employ local managers
wherever possible. In 1982, 70 per cent of managerial staff were Spaniards.
The firm has developed training schemes both for its workforce and
management; part of the latter is conducted at French headquarters. Staff
appointments, except for senior managerial posts, are made by the
subsidiaries. French managers are transferred for temporary periods to the

Spanish plants; their positions in France are left wvacant during their
absence.

The initial effect of setting up the Spanish subsidiary was to reduce the
level of exports to Spain; in the longer term, however, the parent company
increased its exports of related products to Spain. The executive interviewed
stressed the importance of direct investment in securing a larger share of the
market: prior to the investment, the firm's share of the Spanish market had

been negligible; by 1982, it had acquired 8 per cent of the Spanish vehicle
market.

In conclusion, this greenfield investment was clearly employment-creating
both for the host and home countries; for the former, the setting up of two
subsidiaries after the initial investment indicated a substantial growth in
the company's activities; as far as the home country was concerned, after an
initial drop in exports to Spain, the sale of related products to the Spanish
market increased partly due to its manufacturing presence.

Case study 18: French automobile
company in Portugal

This case study was carried out on the same French car company as the
previous one. The subsidiary under consideration was set up in Portugal in
1962 to manufacture cars; half of the subsidiary's output is re-exported to
France, the other half services the Portuguese market. The motivation for
this investment was twofold: to establish a direct presence in the Portuguese
market and to take advantage of the growing demand for French cars in
Portugal. The firm had previously serviced the Portuguese market through
exports from France, but Portugal's import quotas on French vehicles had
restricted sales. No alternative country for the investment was considered at
the time: the decision to set up the Portuguese subsidary was directly
influenced by market conditions in the host country.

As in the case of its Spanish subsidiary, the French company's investment
in Portugal was made without government assistance; only several years after
the start of operations did government incentives become available. The
investment was of the greenfield horizontal type; in the first year of
operations, the firm took on 50 employees, 40 of whom were male. Over the
next two decades, the workforce grew steadily and reached a peak of 630
employees in 1983. Table 25.18 shows that the sex distribution remained
predominantly male (75 per cent). In terms of skills, the figures break down
as follows: 70 per cent were unskilled, 20 per cent skilled and 9 per cent
managerial and administrative.

The firm experienced few strikes at its Portuguese subsidiary and was
generally pleased with the productivity and reliability of the 1local
workforce. Portugal's relatively high unemployment enabled the company to
hire labour from a large pool of unemployed. The firm pays its Portuguese
workforce higher wages than the national average; in the words of one of the
executives interviewed, this had helped to "limit the potential for industrial
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unrest'. The,, company's policy.  towards,k management _in Portugal .bears
similarities to its Spanish operatlons. ‘ after the '1n1t1,1 start—up phasej
during which French managers were transferred to the Portuguese plant, the
firm's employment policy was to give preference to local personnel..

¥

Table 25.18: Numbers employed in ?ortuguese‘subsidiaryhin‘19§i"and‘l§83

9f

1962

Managerial .and administrative .. = 55
Skilled .. I Y 134
UnSklllEd . o o _}'- i * ) ll»ll»l
Females . :. ‘ v D B [ S ;160“_
Total employed 50 630
‘i Respon31b111ty for the ,recrultmenti ofli" f,workforce :iéi: '

subsidiary; the French parent company . is “in. charge of. senior,
recrultment. The most press1ng problems encountered 1n settlng up

saw its greatest success in hav1ng 1ncreased its 'share of ‘the Portuguese car“
market from a mere 1 per cent prior to the investment to 9 per cent in 1983.
This growth had been mostly at the expense of other compet1tors.=>0verall the
conclusion from this investigation is " “that = ‘the" ! ' was’
employment-creating.

TH oo P .

Case study 19: United‘Kingdom
automobilé_company,in Portugal

T
B

The 1ast case. study addresses 1tself to the . Portuguese sub31d1ary of a
large United Klngdom—based automob11e company w1th aff111ates throughout the
world. - The sub51d1ary was set up in. 1964—65 for the productlon of saloon
cars,. . trans1t vans and trucks. The assembly 11ne ‘was bullt from. scratch
Dur1ng the flrst two . years of .. operat1ons, 90 per cent of the subs1diary s
output serv1ced “the Portuguese market'“ the rema1n1ng 10 per cent ‘was’ export‘d
to Italy. By 1984, the destination of “the ‘subsidiary's outpiit’ had ‘altered
substantially: only 65 per cent, of. the vehicles manufactured were .destined
for .the Portuguese market, with the share of“ ]orts up to 35 per cent ““Nﬁ
it to the EC countr1es) o o

IR IR ’ v ?;-;'a"“ i

Table 25 19 shows levels of employed for 1974 and 1984 In 1974 Wthé
firm employed 379 of whom!.365 were ,skllled and unskllled' 14 e
managerial. : A ratlonallsatlon programme 1ntroduced in the mid- 19705 resul
in, a steady. loss of, .jobs: ;- over. the next ten years, the .workforce wasﬂ by
half (from 370 to 180). Further employment reductlons were ant1c1pated untll
the end of the decade. The trade unions objected. to _ these job losses and a
confrontation with the management resulted in frequent strikes. * "In
conclusion,  although .this investment was.initially Job-—creating,. subsequent
Job losses, offer poor employment prospects for the next five to ten years..,

630y
U

(R IOAN P S P 0 LT
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Table 25.19: Numbers employed in Portuguese subsidiary in 1974 and 1984

1974 1984
Senior management 4 4
Junior management 10 10
Workforce 365 166
Total employed 379 180
Jobs gained/lost through investment +379 -199

(c) The employment impact:
direct employment effect

(i) The host country

Table 26 shows the results of the investigation of the 19 in-depth case
studies. In general, the investments had a_ positive direct effect on host
country employment. Only one case (11) had a negative impact on employment in
the host country, although case 19 is likely to have a negative impact in the
longer run and case 4 had some diversionary effects on employment and cases 5
(in particular), 6 and 12 had small positive effects. These cases, as
exceptions, need some explanation.. »

Case 11 was a large engineering company from the Federal Republic of
Germany which set up two subsidiaries in Spain in 1974 and 1975. The
investment was a vertical takeover. After the takeover the new owners cut the
workforce to such an extent that a labour force of 5,000 was reduced to 2,000
in 1984. This was due to initial overmanning and a decline in demand.

The other case where employment losses occurred (case 19) was a large
United Kingdom-based automobile producer which set up a greenfield plant.
This initially created 379 jobs. However, the firm introduced a
rationalisation plan which caused a steady loss of jobs over tem years which
cut the workforce to 180. '

In general the investments created jobs in the host country. In the
cases of these three host countries, full employment in the past has not been
achieved and there is little evidence that jobs in foreign firms substituted
for jobs elsewhere or drove local firms out of business. Only in particular
circumstances (takeovers or rationalisation) did we find any evidence of job
losses through inward foreign investment.

(ii) The source (home) country

The picture for the impact of foreign direct investment is much more
mixed. Table 26 shows our estimates: three positive employment impacts, 13
negative (although this must be greatly qualified), two zero impact, one mixed
over time (negative, then positive) and two where it is not possible to make
an estimate.
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Direction of
investment

Case No.

Industry Employment effect

Host country Home country Overall (1+2)

France - Spain
France - Portugal
France - Spain

UK - Spain

UK - Spain
_UK - Spain

France - Portugal

O N &6 o

France - Greece

0

FRG

Portugal

10 FRG = Spain

1 'FRG. - Spain

12 FRG - Portugal”

13 _FRG - Spain

14 UK ~ Portugal

15,

" ...France - Spain

16" France

"

' Chemicals -

v .

‘

. Chemicals- ., .
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Automobiles + + small PR
Automobiles + _ Lo
Chemicals + _ + small

I
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These mixed results arise because of the differences in the nature and
outcome of the investment and its impact on the market servicing decision. In
many cases the foreign plant substituted for exports from the parent firm and
the compensating exports of intermediate goods to the foreign plant were
insufficient to compensate for this loss. In other cases, there was a balance
between loss of final goods business and increased exports to the foreign
affiliates of intermediate goods. In other cases the affiliate was set up to
service a market which could not be reached by exports from home.

Those cases where source country employment increased arose from the
increase in related products outweighing the loss of exports to the finmal
market. This is particularly true of case 17, a French automobile
manufacturer in Spain. Case 1, also a French automobile manufacturer in
Spain, had a small positive increase, whilst case 13, a French automobile
manufacturer in Portugal, is likely to have made a small increase in home
employment because of its increased market share in the host country arising
from its preserved stimulating demand.

The two cases where we suggest a zero impact (6 and 12) arise because a
new market was penetrated by the investment, with little or no linkage
stimulation to employment in the source country. These are both engineering
companies.

The cases of negative impact cover a spectrum. At one extreme (e.g. case
10) there was a straight switch from servicing the host country market by
exports to a direct investment. At the other extreme are those cases where
the investment was made to pre—empt the loss of the market which would have
occurred anyway if the company had stuck to exports (case 9 is an example).
In between are cases where some output was diverted from final goods exports
but some compensation occurred because of intermediate goods. In many cases,
the employment lost was small.

Case 13, a large chemicals company from the Federal Republic of Germany
in Spain, is of interest. Initially, the employment impact in Germany was
negative because the output of the Spanish plant replaced exports, but as the
market grew and the Spanish affiliate gained market share, the employment
impact in the Federal Republic of Germany became positive because of the
importance of keeping the dynamics of the situation under review.

In sum the impact on employment in the source country varies greatly
according to the type and nature of the investment. In nearly every case the
investment was host market—orientated and so the market servicing decision
(export versus investment) was crucial. However, it was not always possible
to regard exports as a substitute for investment and in other cases,
compensating exports improved employment at home.

(iii) Overall direct employment effect

Given the extreme difficulties of calculating the precise employment
impact in both home and host country, the final column of table 26 must be
taken with a large pinch of salt. It is calculated by adding together home
and host employment impact - third country effects are everywhere negligible.
This gives an overall European Community employment impact.

The most common outcome for direct employment effects is positive. Im 15
cases a positive outcome is recorded, although five of these have a small
positive result. Two of the investments approximate to zero, a positive host
country impact being cancelled by an equal negative effect on employment at
home. One case (11) has an employment reducing effect for the EC as a whole
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whilst case <19 moves from an initially positive, impact on EC -employment to a
negatlve one as a commun1ty—w1de xatlonallsatlon programme: comes into- effect.
T WUl Sfa .'v." o AR AN 1
Thls p031t1ve result largely occurs because of . the ex1stence of strong
"presence effects”" which mean that a. manufactur1ng inyestment, .within a
national market remains the best way, to, meet competltlon even: w1th a "Common
Market'". This effect is strong because a. presence creates demand and allows

the company to adapt its product to tap localydemand_more effectlvely.

A

Indlrect employment 1mpact qh ' N H-' 5 -

1

T

Indlrect employment effects are those external to the 1nvest1ng f1rm
arising from .the purchase of local imputs . and‘other effects which SP}llu9E@E
from the investor. It is also possible tha ;iocal em lgymeng;isfffducedﬂby
the:. displacement of local ‘producers . and. the

iocal suppliers to the 1nvest1ng country,“L

iy

v In our sample, these effects; varied, ,considerably. Some investors had set
out to take advantage; of 1oca1 1nputs“\cases‘13 and 9, where thezkey 1nput was
cheap energy) and, so. linkage. . effects. are, great. Also ,in the construct1on
period, for greenfleld investors, purchase of local suppllers ‘and of labour s
great. However, in many cases, linkage effects were directed more to the home
country, and the purchase of local .inputs was.not great. Little evidence of
~dlsplacement was found, perhaps -because of the ch01ce of 1ndustr1es, and
indirect K effects are not so.great as.. to . alter the 0vera11 1mpacts glven .in
table 26.- o - : :

fo

Quality,of>emp1oymentmprovision'

. B A N Sl r Tl s ki
In general, the quality of employment created in the host countries in
our. 19, case studies was very high. - The input of technology. as part of the
fore1gn direct: investment package often .upgraded employment p0531b111t1es and
the f1rms in general prov1ded a hlgher level of remuneration than. local flrms.

PETErE - v . . . M . ,,4
LA [ \“4

et In most cases management was recrulted locally ,and opportun1t1es for

managerial advancement -in..the host country werehenhanced. vi o Fey e et

R I
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PART IV: CONCLUSION

Overall, the conclusion of the study is that foreign direct investment by
multinational enterprises from the United Kingdom, France and the Federal
Republic of Germany in Greece, Portugal and Spain is employment creating. In
most of our case studies the employment effect in the host country was
positive and although the effect was mixed in the source country, the overall
impact was much more likely to be positive for the EC as a whole then zero or
negative. Indeed, only one case (19) had an employment effect estimated to be
negative for the EC as a whole.

These results must be interpreted with extreme caution. Firstly, the
sample is small and was drawn from only three industries, albeit industries
which are highly representative of foreign investment as a whole. Secondly,
they are highly dependent on the surrounding assumptions of the analyst, in
particular on the feasibility of servicing host country markets by exports
from home. Thirdly, they are dependent on circumstances which prevailed when
the investments were made up to the end of the investigation (1984-85).

Many of the firms in the sample made their investments before the host
countries joined the EC, in some cases in anticipation of entry. As the hosts
become more integrated into the EC, we can expect the firms to re-examine
their investments and the way these investments are integrated into the
companies' systems. Consequently, the rationalisation process across Europe
may affect employment in future.

It is also likely that Portugal and Spain will attract an increasing
amount of direct investment in future, although Greece's case is not so simple
as its attractiveness as a location is in doubt (see Financial Times, 18 March
1986, "Everyone wants it made in Spain'" and '"Portugal sifts through the
applications™). It therefore behoves policy-makers to examine the employment
implications of inward investment. The picture for source countries is less
clear but the balance suggests that a policy of benign neglect of outward
jnvestment is justifiable. The policies of the EC as a whole should favour
intra-EC direct investment but a "watching brief" should be kept on their
employment implications.
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