


LIBRARY

OF THE

MASSACHUSETTS INSTITUTE

OF TECHNOLOGY





-22-

VIII. References

[1] Lorange, Peter and Richard F. Vancil, Strategic Planning Systems
,

Prentice-Hall, Englewood Cliffs, 1977.

[2] Newman, William H. , Constructive Control; Design and Use of Control
'

Systems , Prentice-Hall, Englewood Cliffs, 1975.

[3] Perrov7, C. , Organizational Analysis: A Sociological View , Wadsworth,

Belmont, 1970.

[4] Revsine, Lawrence, Replacement Cost Accounting , Prentice-Hall,
Englewood Cliffs, 1973.

[5] Simon, Herbert A. , The New Science of Management Decision , Harper &

Row, New York, 1960.

[6] Strasmore, Martin R. , The Strategic Planning Function Re-evaluated
from th e Organizat ional Developnient Perspective , Unpublished Master's
Thesis, Sloan School of Management, M.I.T., Cambridge, 1973.

[7] VJright, Peter V.L., "A System for Managing Diversity", Arthur D. Littl
Cambridge, 1974.



;8

Pewey

APR 21 1977

J-'BRARieS-

WORKING PAPER

ALFRED P. SLOAN SCHOOL OF MANAGEMENT

MULTINATIONAL CORPORATIONS, SOCIO- CULTURAL
DEPENDENCE AND INDUSTRIALIZATION: NEED

SATISFACTION OR WANT CREATION?

Stephen J. Kobrin

WP 909-77 March 1977

MASSACHUSETTS

INSTITUTE OF TECHNOLOGY
50 MEMORIAL DRIVE

CAMBRIDGE, MASSACHUSETTS 02139



ine, Lawrence, Kepiacemenc (^osr Accuunnnt^ , r miiLxcK-ncix

ewood Cliffs, 1973.

)n, Herbert A., The New Science of Management Decision ,
H

L New York, 1960.

ismore, Martin R. , The Stratep,ic Planning Function Re-eva

ti th e Organizat ional Development Perspective ,
Unpublished

Tis', Sloan School of Management, M.I.T., Cambridge, 1973.

;ht, Peter V.L., "A System for Managing Diversity", Arthu

jridge, 1974.



MULTINATIONAL CORPORATIONS, SOCIO- CULTURAL
DEPENDENCE AND INDUSTRIALIZATION: NEED

SATISFACTION OR WANT CREATION?

Stephen J. Kobrin

WP 909-77 March 1977

Please do not quote or reproduce without permission of the author



M.I.T. LIBRARIES

APR 2 1 1977

RECEIVED



- 1 -

You'd have managed better if you'd had it planned.
Why'd you choose such a backward time and such a

strange land?
If you'd come today you would have reached a whole

nation.
Israel in 4 B.C. had no mass communication.

(Jesus Christ Superstar , MCA Records, 1971)

I. Introduction

One of the major contributions of the dependence litterature

is its refusal to disaggregate societal analyses into isolated and

self-contained academic disciplines. Dependentistas are concerned with

the interpenetration of national economies in terms of productive

facilities, technologies, ideologies, political parties, private and

2
government institutions, cultural activities, and consumption patterns.

This paper will violate the spirit of that accomplishment by focusing

on a rather narrow area within what is known as social or cultural depen-

dence.

Specifically, we will concern ourselves with the role of

mutlinational corporations (MNCs) in transferring consumption patterns

of advanced capitalist countries to underdeveloped poor countries and

the relationship of that phenomenon to the larger question of dependence.

3
The last point is crucial. What has been called the demonstration effect,

the extension of consumerist capitalism to poor countries, is not dependence

per se; it is a potential mechanism for the maintenance—and perhaps a

manifestation—of a dependent relationship. This paper will examine

this "mechanism" in detail to attempt to gain a more thorough understanding

of its structure and functioning and its role in the creation or maintenance

073^338
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of a state (or states) of dependence. It is clear, however, that while

concentration on a narrow aspect of reality may facilitate analysis,

any conclusions must be drawn in the context of the totality of relation-

ships between societal units.

While dependency theory has been viewed as an alternative

4
development paradigm, in a recent paper Moran has suggested a dialogue

between dependentistas and non-dependentistas; that dependency theory be

evaluated in terms of research done outside of the dependency framework.

This paper will attempt to analyze an aspect of socio-cultural dependence

in terms of theories of foreign direct investment, the development of

MNCs, and the literature on consumerism in advanced countries.

We will first briefly discuss the phenomenon in question,

the transferrence of consumption patterns from rich to poor countries,

in terms of the dependence literature. We will then look at the role

played by MNCs utilizing the theory of foreign direct investment (FDI)

.

Next we will compare consumerist capitalism in rich and poor countries

and try to relate the discussion to the question of dependence in general.

Then some empirical data will be reviewed, and, last, conclusions will

be drawn.

II. The Demonstration Effect

Many writers consider the transfer of patterns of consumption,

taste, demand, etc. from the center (advanced industrial countries)

to the peripheral poor countries as an important mechanism for the main-

tenance of dependency relationships among nominally independent countries.

Consumption patterns (and productive tasks) are seen as "radiating out"
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from the metropolis and being Imposed upon the periphery. As there Is

a very wide disparity In Income and wealth between rich and poor nations,

emulation of middle and upper class consumption patterns In the advanced

countries Is possible by only a small minority of the population of the

periphery. Furthermore, given the limited amount of income and wealth

in most poor countries, the adoption of advanced country consumption

patterns would not be possible if their distribution was relatively

even. A concentration of income is thus postulated as necessary to provide

Q
a market for the consumer products of advanced countries.

Furtado believes that the transfer of consumption patterns

is basic to dependence and underdevelopment. "The formation of a social

group (whose relative importance varies, but which is always a small

minority of the population) with consumption patterns similar to those

of countries with higher levels of productivity becomes the basic factor

9
in the transformation of the peripheral countries." (Emphasis added.)

He concludes that increased economic productivity resulting from increased

exports of primary products in the peripheral countries produced concen-

trated benefits (due to structural factors) which enabled a minority to

adopt the patterns of consumption created in the rich countries by the

industrial revolution. The transfer of tastes, however, occurred

without the "corresponding process of capital accumulation and assimi-

lation of technical progress" which resulted in a "transformation of the

structure of production and dependence."

Hveem views the demonstration effect or the imposition of

patterns of consumption as a control mechanism, an indirect means of
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maintaining dependence. Creation of demand for advanced country

consumer products induces individuals to accept their roles in a hierar-

12
chical productive system. Hjnner concludes that the middle class

in poor countries are "... prisoners of the taste patterns and consump-

13
tion standards set at the center . . .

."

Multinational corporations are frequently seen as willing vehicles

or agents of the transfer. Levitt, writing about Canada—which she considers

a wealthy dependent country—makes the case in strong terms.

Because economies of scale in research, design
and technology are realized by spreading costs
over total output, the global profitability of
the international corporation is assisted by
every influence which eliminates the cultural
resistance to the consumption patterns of the

metropolis; the corporation thus has a vested
interest in the destruction of cultural differ-
ences and in a homogenized way of life the world
over.-*-^

MNCs, often through foreign direct investment, are viewed as

facilitating and often accelerating the process, taking advantage of

their superior marketing and communications techniques and responding

to their natural interest in creating or expanding markets for their

products. They are perceived as vehicles for the extension of advanced

country consumption patterns and thus as agents or mechanisms through

which the indirect control associated with dependence is enforced.

We believe that the first point should be readily accepted by

scholars who accept and reject dependence arguments. The theory of FDI

and research on MNCs in general would support the assertion that inter-

national corporations would have an interest in, and given proper conditions.
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capabilities which would facilitate, transferring consumption patterns

from rich to poor countries. However, the second point, that the

transfer results in or aids in maintaining dependency relationships is

analytically distinct and must be established separately. Furthermore,

if one is to draw policy implications for poor countries, it is crucial

to distinguish, or attempt to distinguish, between dependence and the

extension of (consumerist) capitalism to the periphery. If a case for

dependence is established, it must be shown that consumerist capitalism,

which has concerned authors from Marx to Veblen to Galbraith, is a different

phenomenon in the periphery than in the center.

III. Manufacturing Direct Investment

Moran suggested that theories of oligopolistic competition among

multinational corporations might be utilized to "test" the dependency

hypotheses. In this section we shall attempt to demonstrate that an

assertion that MNCs are more likely to transfer high income consumer

products differentiated on the basis of brand names and advertising from

they are
advanced to poor countries than to develop products "more appropriate"

A
host

to socio-economic realities is consistent with theoretical wv^rk on foreign
A

direct investment. Basically, we would like to establish that the

phenomenon which we will call the transfer of consumerist capitalism

(for want of a better term) exists and is consistent with the logic of

FDT.

The existence of the transfer of consumer capitalism Is not,

however, a sufficient condition for dependence. To establish the latter,

one must discuss both its empirical importance, relative to both the total





flow of manufacturing FDI from the center to the periphery and the economy

of any given country, and more importantly, how it contributes to the

maintenance of indirect control by the dominant unit.

Hymer first noted that FDI can better be explained by the theory

of industrial organization than the theory of international capital

17
movements. FDI is a function of imperfections in goods and factor

markets; it is found in industries characterized by oligopoly. The foreign

investor is inherently at a disadvantage versus host country competitors

in terms of knowledge about the local environment (or at least the cost

18
of acquiring it) and the burdens imposed by operating at a distance.

Thus, as Kindleberger has noted, direct investment could not exist in

a perfectly competitive world. "For direct investment to thrive there

must be some imperfection in goods or factors, including among the

latter technology, or some interference in competition by goVernmjant

19
or firms, which separates markets."

The foreign investor must be able to generate, and contain,

returns to some advantage versus host country competitors which offsets

his inherent disadvantages of foreignness and distance. This implies

an oligopolistic market structure and monopoly rents. Caves notes that

FDI occurs in industries characterized by either oligopoly with product

differentiation where "corporations make 'horizontal' investments to

produce abroad the same lines of goods they produce at home" or by oli-

gopoly not necessarily differentiated where firms "... undertake

'vertical' direct investments to produce abroad a raw material or other

20
input to their production process at home." We are obviously interested

in the former.
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Both Caves and Kindleberger observe that horizontal FDI is

likely to take place in markets characterized by differentiated products,

21
by goods market imperfections. Competing products are typically

distinguished by ". . . minor physical variations, 'brand name' and sub-

jective distinctions created by advertising, or differences in ancillary

22
terms and conditions of sale." Thus, the foreign investor's advantages

(which are necessary to provide the monopoly returns needed to offset

his disadvantages vis-^-vis host country competitors) are likely to

derive from marketing skills including advertising, promotion, product

development, and design and packaging.

It should be obvious that the argument does not apply to all

manufacturing FDI. The advantage held may well be a function of tech-

nology or management capabilities. We would certainly expect that capital

goods producers would not rely, at least to a very great extent, on

product differentiation and advertising skills. The point is that the

dependency argument that foreign investment is likely to result in the

introduction of products sold on the basis of marketing skills is

consistent with FDI theory. Indeed, marketing skills developed in advanced

countries which provide an absolute advantage versus local competitors

are a requisite for much horizontal FDI.

What can we say about the nature of products sold in poor

countries by MNCs? First, they are likely to be very similar to those

sold in the home country. Horizontal FDI represents an attempt to

diversify geographically with the same or a very similar line of products.

The investor is obviously better off to the extent that previous product
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development efforts and marketing knowledge can be exploited with

minor modifications. At the other end of the spectrum. If products

and marketing capabilities are not transferrable, one would have to

question the source of the investor's advantage versus local competitors.

23
Product diversification across national boundaries would be unlikely.

24
Second, the product life cycle hypotheses would suggest that

goods sold by advanced country firms, either through export or FDI,

are those likely to be developed in response to conditions in the home

country. In the U.S. case it is argued that products have been developed

in response to 1) a shortage or relatively high cost of labor and 2)

relatively high consumer incomes.

U.S. innovators would thus

be most likely to come up with products which appeal particularly to

high income consumers or products and processes which save on expensive

labor.

The model, which we will describe only very partially, is based

upon the very realistic assumption that there is not a free flow of

information across national boundaries. That being the case, it is

argued that 1) new product innovation is likely to occur in or near

markets where there is strong potential demand, and 2) an entrepreneur

is more likely to supply risk capital for the production of new products

2ft
In his (or her) home market. If one accepts the model, or at least the

portions of it we have discussed, one can easily conclude that new

products developed in any given market are likely to reflect the

characteristics of that market.
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Thus, we would argue that a second point put forth by depen-

dentistas is supported by, or at least does not conflict with, existing

theory. One would expect U.S. investors to produce products which are

designed to appeal to a relatively high income consumer market. In

terras of strategy, one could support a contention that, in general,

they would seek a relatively high income segment of consumers in a poor

country rather than develop a product designed to appeal to the lower

27
income mass. Furthermore, given the choice, they should prefer a

maldistribution of income which results in a reasonably large high income

segment to a more even distribution which results in a homogeneous

population of very moderate income. That conclusion does not either

imply or disavow that MNCs either consciously foster (oppose) income

concentration (redistribution) or prefer a rich elite and a poor mass

to a more even distribution with a large middle class resulting from growth.

In summary, we can say that the dependency hypothesis that MNCs

transfer consumer capitalism—differentiated products which are designed

to be sold to relatively high income consumers and supported by relatively

heavy advertising— is consistent with various theories of the MNC.

We now turn to a closer look at what we have rather loosely called

consumerist capitalism and its relation to dependence.

IV. Consumerist Capitalism

In a world of artificially created wants we are,
however, entitled to question the rationale of

the assumption that an increase in national
income and expenditure constitutes an improvement
in the welfare of the nation.
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Once one backs away from the doctrine of consumer sovereignty,

which Levitt obviously does with vengeance, one opens a Pandora's box

of metaphysical distinctions between the physiological and psychological,

the internal and the external determination of needs or wants. Regardless

of the merits of their arguments, it is clear that the dependentistas

were neither the first to raise the lid nor the first to express conster-

nation over the implications for society of the furies which swarmed out.

Marx clearly saw a multidirectional flow between production

and consumption.

Production not only supplies the want with
material, but supplies material with a want
.... Production thus produces consumption:
first, by furnishing the latter with material;
second, by determining the manner of consumption;
third, by creating in consumers a want for its
products as objects of consumption.^'

Veblen also had little faith in the independence of production

and consumption. He noted that, "... the idiosyncrasies of the

individual consumers are required to confornn to the uniform gradations

imposed upon consumable goods by the comprehensive mechanical processes

30
of industry." While he, perhaps unfortunately, lived before the age

of mass marketing, he nonetheless saw a clear separation between basic

31
needs and artificial, societally induced wants.

The most articulate, and certainly the most vociferous, critic

of the industrial capitalist system's tendency to rely on demand created

by the productive system (and of mainstream economists' views on the

matter) is certainly Galbraith. Following Marx and Veblen, he concludes

that production and consumption are not independent; rather "... production
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32
induces more wants and the need for more production." In what he

(interestingly from our point of view) calls the dependence effect,

wants are created either passively by suggestion or emulation or actively

33
through advertising and salesmanship on the part of producers. In

his later work, Galbraith tends to concentrate on the active mechanism.

The dependence effect is seen as arising from structural

conditions; from the tendencies towards increasing affluence and industrial

concentration, and the need for increases in production associated with

advanced industrial capitalism. Galbraith notes that one would normally

expect increasing affluence to result in a diminished demand for goods.

"In the absence of the massive and artful persuasion that accompanies the

management of demand, increasing abundance might well have reduced the

34
interest of people in acquiring more goods."

The consequence, a lower propensity to consume, would result

in difficulties for the system in terms of limits on both overall expansion

or growth and the motivation of individuals to "work without any limiting

35
horizon to procure more goods." "Advertising and its related arts thus

help develop the kind of man the goals of the industrial system require—

one that reliably spends his income and works reliably because he is

36
always in need of more."

The development of effective advertising is also seen as a

function of advanced industrial capitalism. First, from the point of

view of the consumer, affluence means one is relatively receptive to

appeals; "(T)he further a man is removed from physical need the more open

37
he is to persuasion ... as to what he buys." Second, Galbraith—and
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most others—associate advertising, and non-price competition in general,

38
with the rise of oligopoly.

Thus, many of the arguments of the dependentistas concerning

what we have labelled consumerist capitalism are certainly not restricted

to the periphery. In fact, the opposite conclusion, that the phenomenon

is a function of industrial capitalism per se, appears as reasonable.

Wants are seen as induced by the productive system through advertising,

through non-price competition by firms in oligopolistic industries.

Goods are also seen as inappropriate for the societies in which they are

sold. Galbraith's argument that the dependence effect results in private

consumption at the expense of public spending, on much needed improvements

in the educational system for instance, is well known.

It would appear that one could reasonably argue that consumerism,

the creation of wants through advertising, is a function of capitalist

industrialization per se and that what the dependentistas call cultural

imperialism (or at least the portion of it we are concerned with)

represents only the extension of capitalist industrialization to poor

39
countries. One would expect, and I have argued extensively elsewhere,

that MNCs would be a singularly effective vehicle for the transfer

of the institution of industrialization—the social structures and

individual values and attitudes associated with it as well as technology

—

from rich to poor nations.

Thus, while one may or may not prefer to see capitalist

industrialization in general, or consumerist capitalism in particular,

implanted in poor countries, one cannot assume a priori that either is





- 13 -

synonymous with dependence. If the concept of soclo-cultural dependence.

In the limited sense in which we are using it, is to have meaning, one

must demonstrate that consumerist capitalism differs in a phenomenological

sense in the center and periphery. It is to that task that we now turn.

V. Dependence and the Dependence Effect

Lall notes that if the concept of dependence is to have analytical

value, it must, "(1) lay down certain characteristics of dependent economies

not found in independent ones and (2) these characteristics must be shown

to affect adversely the course and pattern of development of dependent

40
countries." The fact that tastes and consumption patterns of the center

are replicated by elites in the periphery, even if one assumes that MNCs

are central agents of that replication, is not sufficient to demonstrate

dependence. As Lall observes, the tastes of elites are typically alienated

from those of the mass; that is, after all, one of the distinctions between

the two. Furthermore, one can think of many instances of elite tastes

being dominated by those of another culture—the imperial Russian nobility

spoke French, and the American upper classes (at least in the East) have

been known to ape the British aristocracy.

First, we must establish what we mean by dependence. It clearly

implies some sort of asymmetrical relationship, a social relationship

41
where one unit exercises control over and accumulates value from another.

Furthermore, dependence in the sense it is used in this paper typically

implies indirect control rather than the direct control enforced through

colonial empire.
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Dos Santos provides a good working definition:

By dependence we mean a situation In which the

economy of certain countries is conditioned
by the development and expansion of another economy
to which the former is subjected. The relationship
of interdependence assumes the form of dependence
when some countries (the dominant ones) can expand
and be self-sustaining, while other countries
(the dependent ones) can do this only as a

reflection of that expansion.

Thus dependency Implies both a reduction in the capability

to determine policy autonomously (which would be true of interdependence

as well) and an asymmetrical relationship where one social unit is

able to constrain, either directly or Indirectly, the development of

another—presumably to the former's net benefit. It should also be

clear that once one moves away from either autarky or a state of inter-

dependence between two perfectly balanced entities, dependence will

probably be the norm and its extent a matter of degree rather than

A3
kind. We would also accept the point that dependence does not require

4A
a conscious policy of exploitation; it may well be structural.

The question then is how does the establishment of consumerist

capitalism in the periphery either establish or reinforce the center's

ability to exert control? The most obvious answer, that goods are

introduced which are either culturally alien or inappropriate given

societal needs or both, merely describes the process. It, in itself,

does not imply a state of dependence. It begs the question of how the

mechanism works. Furthermore, the argument applies to the center as

well. Galbraith and others have made the point that goods sold on the
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basis of artificial wants created through advertising are inappropriate;

that they do not really meet the basic needs of society.

Similarly, Hveem's argument that inducing a demand for consumer

goods provides a mechanism which insures that individuals will accept

". . . those tasks in the production and distributive system allocated

45
them" would not seem to differentiate between center and periphery.

We would submit that to the extent that the implantation of consumerist

capitalism in the periphery—what Sunkel has called the "overwhelming

and systematic promotion and publicity of conspicuous consumption capitalism

46
(by the transnational firm)" —contributes to dependence, it does so

because of differences in the nature of the productive system (in the

periphery versus the center) rather than differences in the phenomenon

per se.

As we noted above in the discussion of the product life cycle

hypothesis, the development of new products in the industrialized

countries is likely to be functionally related to internal production

and market conditions. They are likely to be developed through indigenous

R&D efforts and, at least in the U.S. case, to reflect the existence of

relatively affluent consumers and a relative scarcity of labor.

While the patterns of consumption in advanced industrial

countries may or may not be either artificial or inappropriate, they

are a direct function of product and process technology in those countries.

While consumption of consumer products may divert both funds and attention

from more important needs, their develropment is typically a result of

indigenous R&D efforts and their production, or rather its growth,

results in the indigenous accumulation of capital.
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The situation is quite obviously different in the periphery.

First, as Furtado notes, in the absence of local production, ". . . this

process of adoption of patterns of consumption . . . occurs without the

corresponding process of capital accumulation and assimilation of technical

47
progress in productive methods." How does the situation change if the

goods are produced locally? Let us assume that foreign direct investment

takes place, and that a net accumulation of capital results.

We would have to agree with Furtado that even with foreign

direct investment, there are still discontinuities between consumption

and production. The products, now produced locally, are not functionally

related to indigenous technological capabilities, to the local production

process, or to the capabilities of local firms. We would posit that the

first and third have the most important ramifications vis-i-vis dependence.

The second point is heard frequently; consumer durables or

high income consumer products in general either require (or are typically

produced with) more capital intensive production processes than do products

48
designed for mass consumption. Thus, the introduction of these products

may result in inappropriate production technologies given local factor

endowments. If that is the case, if relatively capital intensive

production processes are imported as a result of consumerist capitalism,

then some degree of technological dependence is likely to follow. It

is probable that the host society will not have the capacity to design,

build, modify, or even to maintain the productive machinery. They will

thus be technologically dependent on an advanced economy, and that

dependence will be exacerbated to the extent that demand for high income

consumer goods either exists or is created.
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It would seem, however, that this issue transcends the question

of cultural dependence. The literature on technology transfer is complex

and vast. Many explanations for the transfer of Inappropriate technology

49
have been advanced, and it is not clear that the transfer of consumerist

capitalism plays the, or even a, leading role. Perhaps more importantly,

it would appear that an inappropriate production technology does not

necessarily follow from the Introduction of these products. While the

question of factor substitutability has not been resolved, it is at

least possible that a proper framework of regulation could result in

more labor Intensive production processes.

We would suggest that the discontinuity between production and

the capacity for innovation represents a more powerful explanation of

the link between consumerist capitalism and dependence. The transfer

of the capacity to produce to the periphery typically does not result

in a transfer of the capacity to innovate: either to develop or

perhaps even to improve the products themselves. MNCs are likely to

centralize the R&D effort in the home country. This tendency is exacer-

bated by the nature of the product in question.

First, if the products are developed in response to the "needs"

of relatively high Income consumers, then it is likely (if one accepts

the product life cycle hypothesis) that innovation is likely to occur

in the large home markets. Second, the industries we are interested

in are likely to be characterized by oligopoly, product and not price

competition, and products differentiated via either minor differences

or marketing campaigns.
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The advantages foreign Investors hold vis-a-vis local competitors

are likely to be found in the areas of product development and marketing

skills. Given, as FDI theory holds, that foreign investors require this

source of monopoly rents to exist, it is unlikely that they will willingly

transfer their concomitant technological skills to host countries. It

would be to their disadvantage, unless they are absolutely positive that

the skills will remain proprietary. Given the mobility of personnel

and a tendency towards competitive emulation, that is unlikely. Thus,

the periphery is likely to be and remain dependent upon the center as

a source of new and improved products. And, if one accepts the basic

hypothesis, they are likely to be products for which there is a considerable

demand

.

Similarly, to the extent that marketing knowledge and skills

are not transferred to the host country—and given the argument above there

is no reason to expect that they would be—the periphery will remain

dependent upon the center. However, it is obvious that this argument,

while correct, also represents a tautological fallacy vis-&-vls dependence

as we have defined it. The essence of the phenomenon we are concerned

with is the creation of demand through marketing techniques. Definitionally,

the transfer of consumerist capitalism cannot be a creation of the periphery:

it has to entail both products and marketing skills developed in the center.

It is those skills which allow the transfer in the first place.

On the other hand, to the extent that the marketing skills

remain proprietary and contained, to the extent that the capacity to

utilize them effectively does not exist in the periphery, consumerist
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capitalism cannot become a totally indigenous phenomenon—even in the

absence of new product innovation. Furthermore, one cannot separate

product development and marketing; in the industries we are concerned

with they are really part and parcel of the same process. Product

improvements are likely to represent a means for differentiation

through advertising rather than functional product change. Thus, to

some extent, the dependence of peripheral countries on the center for

products and innovation in general may be reinforced.

There is one additional question which must be explored: the

relationship between consumerist capitalism, MNCs, and income distribution.

As noted above, one would expect a relationship between consumerist

capitalism—the transfer of high income consumer products—and an

inequitable distribution of income in the periphery. In a relatively

poor country a market for those products would not exist if income (and

wealth) were evenly distributed. However, the issue at hand is dependence.

Thus, to relate consumerist capitalism and income distribution in the

periphery with dependence, one must establish a causal link. One must

show that the introduction of these products, and the creation of the

necessary demand, either negatively affects the distribution of income

or acts to restrain host country attempts at remedial action.

At this point the question is problematic; much work needs to

be done before one can establish a causal hypothesis. Again, we are

accepting the likelihood of a correlation: the issue is causality.

There are at least two lines of argument. The first would assume that

once a pattern of consumption of center products by high income elites
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is established that efforts to redistribute income would be inhibited.

To the extent that economies are relying on FDI producing high income

consumer goods as a major part of their industrialization effort,

any shrinking of the market would have adverse effects in terms of growth,

investment, and employment. There might thus be a tendency to avoid

redistribution, but rather to rely on absolute growth in income to

alleviate the plight of poorer segments of the population.

a 52
One also cannot ignore the comprador or bridgehead elite thesis.

A

It is not unreasonable to anticipate a mutuality of interest: neither

MNCs nor the current elites would benefit from a redistribution, and

MNCs may well lend support to those who would not at the expense of those

who would. The presence of MNCs producing high income consumer products

may thus affect the balance of power between those favoring and those

opposing redistribution.

Second, one could make an even stronger argument: that a

government pursues policies resulting in an inequitable distribution

of income in order to industrialize via foreign direct investment in

industries producing high income consumer goods. If one believes that

the structure of the international economic system is such as to place

severe limitations on indigenous industrialization, then the maldistri-

bution of income would certainly be a function of dependence.

Mericle argues that point in the context of the development
es

of the auto industry in Brazil. He observ that by 1967 the regime needed
A,

to restore real growth to the economy in order to develop a broader

political base. Thus, a decision was taken to industrialize via the

promotion of automobiles and other expensive consumer durables. He concludes!
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The major economic problem of the consumer
durable sector was one of insufficient demand.
. . . the government simply created effective
demand making consumer credit available and fol--

lowing a number of policies which contributed
to income concentration. By transferring effec-
tive purchasing power to the upper and upper-
middle classes, the military simultaneously
created a market for consumer durables and

CO
developed a base of political support.

VI. The Data

It is oljvious
, given the nature of the subject matter

and problems of availability and quality of data, that we cannot "test"

54
a theory of cultural dependence. Rather, we will review what data is

available with the objective of attempting to determine whether it is

consistent or inconsistent with the arguments presented above. Further-

more, we shall be restricted to looking at relationships between consu-

merism, foreign direct investment, and, to a more limited extent, the

distribution of income. We shall not be able to operationalize the

dependence effects of the transfer of consumerist capitalism.

Relationships are examined across a group of forty-eight

non-socialist bloc developing countries which were sovereign, met

certain size minimums, and had attracted at least one million dollars'

worth of U.S. manufacturing direct investment as of year-end 1967.

t

The indicator of FDI utilized is the Harvard projects measure of

the number of new manufacturing subsidiaries of U.S. multinationals.

While the indicator has its drawbacks—the major one being that it is

based upon the number of subsidiaries rather than enterprise size

—

the Harvard data can be disaggregated by industry within each host country.
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This allows total FDI in each host country to be subdivided by advertising

intensity of industry of the subsidiary which is obviously germane to

this research.

Consumerist capitalism is operationalized through an index

combining passenger cars and television sets per thousand of population

with each equally weighted. Last, the measure of income distribution

utilized is the percentage of income received by the top 20% of the

58
population. It should be noted that there are major problems with this

indicator. First, it is available for only thirty-two of the forty-eight

countries included in the analysis, and this "sub-sample" is biased

towards the more developed countries. Second, while the "modal" obser-

vation is the mid-sixties, there is considerable variation in the time

of the observations. Third, the observations are not all directly

comparable. While most reflect a national sample on a household basis,

some countries utilize individuals and/or the economically active popu-

lation as a base. Any findings regarding Income distribution must thus

be viewed as extremely tentative.

As noted above, we intend only to review the data in an attempt

to shed some light on the transfer of consumerist capitalism to the poor

countries and the role MNCs play in that process. First, consumerist

capitalism, at least in terms of auto and television ownership, appears

to be associated directly with economic development (in the narrow sense

of the term) in the countries included in the analysis. The simple

correlation coefficient between the index of consumption and GNP per

59
capita (both measured in 1966) is .82. Thus, income per capita alone

accounts for 67% of the variance in the index of consumption.
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A direct relationship could not be established between the

index of consumption and the share of income held by the top 20% of

the population (Top 20). However, given the limited sub-sample and

the difficulties with the indicator, one cannot draw inferences from

this result. The former is quite important as the distribution of

missing values for Top 20 is far from even. The indicator is not

available for 57% of the African countries, 23% of the Asian countries,

and 22% of the Latin American countries included in the analysis. As

can be seen in Table 1, the index of consumption (Cons) and Top 20 were

both significantly correlated with regions.

Africa

Asia

Latin America

GNP/C

Table
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We now turn to the role played by FDI. As both theory and

6?
previous empirical work suggest that manufacturing FDI is to a large

extent a function of income, the raw variable (number of manufacturing

subsidiaries) was normalized by Gross Domestic Product arising from the

manufacturing sector. Thus, the three indicators used are relative

measures: manufacturing FDI, manufacturing FDI in high advertising

intensive industries, and manufacturing FDI in low advertising intensive

industries, all per dollar of manufacturing GDP. The three variables,

to
designated FDI, HIGHADV, and LOWADV, respectively, represent stocks

or the total number of subsidiaries accumulated as of 1966 and 1975.

Table 2 contains simple correlations coefficients for the

relative measures of FDI and indicators of consumption, income, and income

distribution.

Table 2

Correlation Matrix for Indicators of FDI

GNP/C

Top 20

Cons

Africa

Asia

Latin America

FDI
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The results are Interesting for several reasons. First,

FDI normalized by Income is, as one would expect, a positive function

of income per capita . Second, FDI is also a positive function of

consumption. However, as consumption and GNP/C are closely related

(R = .82), the relationship is not surprising. Third, the regional

variation in FDI follows a pattern one would expect from both regional

variations in income and preferences of U.S. investors for more familiar

64
areas—in both a geographic and cultural sense.

The moderately strong positive correlation between FDI and

a concentration of Income is quite significant. (The relationship cannot

be established for the on non-normalized indicators.) Thus, we can

conclude that controlling for market size (GDP) FDI is positively

associated with both higher per capita incomes and a greater concentration

of income in the top 20% of the population.

The differences between high and low advertising intensive

investment are surprising; one would have expected high advertising

intensive FDI to be more strongly associated with consumption and the

index of income concentration. Again, however, the results are difficult

to Interpret. For example, low advertising intensive subs may well

be large—it may take less of them to produce the same output. When

one looks at non- normalized Indicators of high and low advertis-

ing intensive FDI, the association with consumption is stronger

for the former than the latter.

In addition to exploring direct relationships between indicators

of consumption, income, and foreign Investment, we can look at differences

between countries where there is a relatively high level of consumption
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per capita (again, specifically of automobiles and television sets)

and those where it is relatively low. We can ask how well indicators

of income per capita and FDI discriminate between the two groups of

66
countries.

Using multivariate techniques, a function—a linear combination

of variables—can be derived which discriminates between two or more

groups. In this case discriminant analysis is utilized to derive

a function which will discriminate between low and high consumption

countries based upon GNP per capita and normalized indicators of low

and high advertising intensive FDI.

Table 3 contains relevant statistics resulting from the analysis.

Table 3

Results of Discriminant Analysis

Independent Variables Univariate F Ratio Standardized Discriminant Coeffici

GNP/C 65.9 .88

HIGHADV 11.4 .41

LOWADV 11.0 -.13

For the Discriminant Function:

.2
Centroids

Chi Canonical Corr . Group 1 Group 2

46.38 .81 -.73 .87

(Significant at .000)

The results are of interest. First, the function derived from

the three independent variables quite accurately discriminates between

low (Group 1) and high (Group 2) consumption countries. The Chi squared
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statistic for the derived function, and the univariate F ratios (considering

each independently) for each of the independent variables are highly

significant. The canonical correlation coefficient is .81, and applying

the derived function to the original data results in the "correct"

classification of 94% of the cases.

As would be expected, GNP/capita dominates the function with

a standardized coefficient of .88, over twice that of the normalized

indicator of high advertising intensive FDI. The indicator of low

advertising intensive FDI is of minor importance with a coefficient of

.13. However, the sign of the latter is negative. Thus, while both

low and high advertising intensive FDI are positively associated with

consumption (again, perhaps because both are positively correlated with

income) their effects differ when one attempts to discriminate between

low and high consumption countries. As the function as a whole is negative

for Group 1, low consumption countries tend to score higher on low adver-

tising investment than do high consumption countries.

It must be noted that the last finding is based upon rather

weak evidence and must be viewed as highly tentative. First, the coeffi-

cient of LOWADV is quite small when compared to both HIGHADV and GNP/C.

Second, while it is significant on a univariate basis, when one utilizes

a stepwise discriminant procedure, the multivariate F of LOWADV is

not large enough to warrant inclusion.

One other finding is of interest. The Harvard project has

recently made data through 1975 available. We can thus look at the rela-

tionship between consumption levels in 1966 and the change in high and
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low advertising intensive FDI (not normalized by GDP) from 1966 to 1975.

The results are shown in Table 4.

Table 4

Correlations Between Changes in FDI and Consumption

Consumption (1966)

A FDI .42

A HIGHADV .51

A LOWADV .34*

*Signifleant at .05; others at .01,

As can be seen, there is a much stronger association between

the flow of high advertising intensive FDI over the nine year period

and consumption levels at the beginning of the period than there is for

low advertising intensive FDI. The results are virtually identical when

one looks at relationships between the two flow variables and consumption

levels at a point near the end of the period (1973).

In summary, it would appear that the data are consistent

with the major propositions advanced above. Consumerism, the consumption

of expensive consumer durables, is associated quite strongly with

higher levels of income per capita in the non-socialist developing

countries included in the study. FDI is a function of market size,

and, holding market size (GDP) constant, FDI is positively associated

with higher per capita incomes and a greater concentration of incomes

among the top 20% of the population. While the differences between high

and low advertising intensive FDI are much less clear, it appears that
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there is some basis for postulating a relationship between levels of

consumption and advertising intensity of FDI.

VII. Conclusions

As noted at the outset of this paper, any conclusions must

be drawn in the context of the totality of inter (and intra) societal

relationships rather than in the limited area we have been concerned

with to this point. First, however, we can conclude that the application

of theory outside of the dependency framework to the problems of depen-

dentlstas can be valuable—it can help to isolate critical points of

contention.

Both traditional theory and dependency analysis would predict

the same behavior by geographically diversified MNCs engaged in the

production of consumer products. They will tend to transfer products

which have been developed in response to conditions in advanced countries

(with minimal modifications) , which are differentiated on a non-price

basis, and which are supported by intensive advertising and marketing.

Given the need for higher income consumers, under conditions of low per

capita income they will prefer (ceteris paribus ) markets where income is

concentrated to those where it is not.

We would also expect that analysts on both sides of the argument

would agree that the third world's situation is a result of neither

accident nor conspiracy, but of structural conditions. They woulf' , however, dis-

agree over both the interpretation of past events and the cause (and

effects) of current conditions.
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It would appear that many of the dependentistas' arguments

apply to the extension of industrial capitalism to third world countries

rather than to the "dependent" relations which result. Again, complaints

about the rise of large enterprises with considerable market power, the

difficulties in societal control of corporations, the creation of arti-

and
ficially induced wants, the failure of materialism are heard as

frequently in the center as in the periphery. More specifically,

many of the dependentistas' concerns relate to the replication of capitalist

industrialization in the form it has taken in the center.

It also would appear that many of the problems of dependence

are a function of integration into an interdependent international

economic system and affect center and periphery alike. As noted above,

once one moves from the idealized extremes of either autarky or inter-

dependent relationships among perfect equals, asymmetrical relationships

result. While dependence is a reality, it is also a matter of degree.

There are, however, major differences between the periphery

and the industrialized center. While integration into the international

economic system restricts any sub-unit's freedom of action, conditions

exist in the periphery which make independent decision-making even more

difficult. Whether they are a result of the superimposition of the

institutions of industrialization on relatively traditional societies

(of rapid industrialization) or of the simultaneous development of the

center and underdevelopment of the periphery, or some combination of

both, crucial discontinuities exist between the productive system and

other aspects of society in poor countries.
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Mechanisms such as the transfer of what we have called consu-

merist capitalism do have different effects in the periphery. They do

serve to increase the reliance of poor countries upon the advanced for

research and development, for productive technologies, and for managerial

techniques. By doing so, they exacerbate reliance on exogenous capa-

bilities, and under certain conditions they may inhibit the development

of indigenous resources. The net result is to increase the cost of

achievement of alternative goals, of alternative patterns of development.

Unfortunately, this line of argument quickly leads to pure

speculation. While there has been a long history of objection to the

"consumerist mentality" in the West by intellectuals, some public and

quasi-public officials, and, for a brief period, the children of the

middle class, little has changed. The only curbs on consumption of

luxury products and advertising expenditures have been depression, more

recently inflation, and perhaps the "petroleum crisis". However, in

no case have these curbs led to an alternative employment of resources.

There has just been less available.

In theory, however, if an advanced industrial nation wanted

to alter its course of development, it could redeploy its resources to

that end. The argument is familiar. R&D could be turned towards

or
developing longer-lasting and safer products, one could build schools

rather than snowmobile plants.

The situation obviously differs in the periphery. Again, we

do not believe the exogenous determination of wants is crucial. Once

one moves away from consumer sovereignty, differences become one of degree





- 32 -

rather than kind. However, what is crucial is that dependence on

external capabilities is exacerbated. One cannot reallocate resources

which do not exist. If a society relies upon external sources for research

and design, for productive technologies, and for managerial skills, then

its choices do not involve how to allocate the resources but rather whether

to accept them in the form in which they are offered or to reject them.

The cost of altering the path of development is higher than it is in

the center.

It is important to note that our concern is not with reliance

on outside sources of technology. It would be absurd to reinvent the

wheel indigenously. Furthermore, we are not, at this point, concerned

with the appropriateness of the technology transferred. Rather, we are

concerned with structural conditions which result in the transfer of

aspects of technology, such as high income consumer products, without

the development of concomitant indigenous capabilities. The critical

point is how complete is the transfer?

Thus, we would agree that the transfer of what we have called

consumerist capitalism to the periphery can exacerbate dependency rela-

tionships. It can result in a discontinuity between production and

consumption that inhibits the development of indigenous resources.

We will conclude by briefly discussing policy implications.

First, it is clear that if a society rejects capitalist development

per se, dependence is relevant only as either a reason for or an obstacle

to an alternative. However, the choice is not simply revolution

or dependent development. Once the implications of dependence are under-

stood, actions can be taken to lower the costs and increase the benefits





- 33

of integration into the international economic system. As Bill Warren

has pointed out, political independence has and does make a difference.

Poor countries are becoming increasingly sophisticated in their dealings

with the West, especially in the area of the determination of conditions

for entry and regulation of MNCs. While this is more evident in the

extractive sector where control over natural resources provides an

undeniable advantage, control is being exercised over manufacturing enterprise.

The question is not whether objectives of MNCs and host countries

conflict. The objectives of most participants in economic transactions

conflict. Rather, the important issues are whether a sufficient overlap

whether
exists to allow a mutually advantageous agreement, and the relative strengths

of the parties are conducive to negotiation. One cannot expect equal

relations between unequal actors. One can expect that increasing

sophistication and knowledge on the part of nations in the periphery,

including a more complete understanding of their relationship with the

center, will help reduce the costs and increase the benefits derived

from such a relationship.
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