
Intbus 305 - Governing International Business 
 
 
What concerns us here? 

 MNE’s - defined by their exposure to multiple states 

 States expect benefits from MNE’s - states share the world with MNE’s because they want something from 
them. States have to make room for MNE’s - we must think about what they want from MNE’s 

 MNE’s know states want something from them and they exploit that expectation - they are good at navigating 
and negotiating the political realm 

 That exploitation gives rise to regulation - states seek to regulate MNE’s 

 That regulation is responded to by MNE’s by political strategy  

 The MNE is a political actor - it is an influential political action, an accomplished political actor. That’s what 
makes them special and interesting  

 
Schedule  

 part 1: let there be FDI. 

 part 2: the global regime  
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PART ONE: LET THERE BE FDI 
 
 
Why are MNE’s allowed? 

 We employ international theory to consider three perspectives on this question 
1. Realist theory 
2. Liberal theory 
3. Globalist (Marxist) 

 International theory says - here’s the world. All the states. It was like that 50 years ago and we suspect it will stay 
like that for 50 years. But where does the structure come from? When does it break? How does it break? 
International theory seeks to answer these sorts of questions 

 
 
 

1. REALIST MODEL OF INTERNATIONAL RELATIONS 
 

 Realism models states as black boxes pursuing their selfish interests 

 Realist’s see multinationals as unimportant - realists say they don’t really matter 

 Realists see MNE’s as only being there to serve the states - they are just instrumental, they are just tools. The 
game is played by states and MNE’s are just instruments 

 Realists perceive states as “cells” and are only interested in how the cells interact.  

 All realists’ say all people need to know about states is that they want to be as big and as strong as they can be. 
They want to be capable of ravaging their fellows.  

 Everything is explained by the states constant rivalry for dominance over one another   

 Realists see the structure of international relationships a product of struggle for power between states 

 Military capability is necessary - every country  

 IGO’s and international law afford no protection. War is really expensive and destructive, if the powerful states 
can find a way of pacifying and basically owning the rest of the world, through adherence to laws, etc., then 
that’s a cheap and easy way to do it. The big players through these international organizations, etc. are 
controlling the behavior of the small players, without having to go to the extreme of blowing them up.  

 International alliances can be useful  

 This is the dominant model of international relations - the dominant way of understanding how our world works 

 A balance of power may obtain.  

 If realists are right and this is the way the world really works - if it’s just violence, recuperation and then more 
violence, then why are there multinationals? What are they for? MNE’s must somehow be instrumental in the 
war. The war is always being fought and realists ask us to understand MNE’s as instruments of war. They are 
instrumental in inter-state competition for influence and security within the community of nations 

 Realists say states are jealous and selfish and will do whatever it takes to establish greater domination, they will 
do whatever they can to undermine their neighbors, they are not interested in being bound by rules and will 
cooperate only when alliances will assist them in their war against other states.  

 The reasons MNE’s are let out into the world is to undermine, weaken, damage, destroy - they are weapons. 
Who let them out? How do they work if this is what they are? Realists see MNE’s are being out there to do harm 

 If there purpose is to inflict harm, how do they do it? What kind of weapon could they be? 

 Realists see MNE’s are being instrumental in inter-state competition for influence and security within the 
community of nations 

 Realists are happy with MNE’s being out there, they are part of the war. Countries inflict MNE’s at each other.  

 United states was the first country to sit quietly back and let FDI go.  

 MNE’s really became important after the second world war  

 The modern MNE is allowed to pursue its objectives because it preserves the interests of the home state - the 
home state wants to become relatively more powerful than the others.   

MNE’s as instruments of Home-states 

 MNE’s are ‘allowed out’ of home-nations and expected to serve home’s foreign policy objectives  

 Out surge of MNE’s will be from the big powerful states to smaller states that cannot refuse to be hosts  

 The smaller states realize that the multinationals are harmful - their home state intends to weaken, impoverish 
and subjugate the host country. However, they cant do anything to stop being hosts 



 Realist sees how the home state controls the parent and therefore effectively has control of the subsidiary. FDI is 
a means by which it gains greater control. MNE is thus seen as conduit of home influence and/or debilitating 
agent within the host  

 MNE’s are inflicted onto hosts with a view to heighten home power.  

 Realists say if MNE’s didn’t help the home state acquire power or defend itself against the constant pressure of 
conflict from other countries, they wouldn’t be allowed. If they empowered host country’s, they definitely 
wouldn’t be allowed. They merely empower the home state, they are weapons of war inflicted upon the host.  

 The world is anarchic - it’s a world of constant war, war is ever present. The only way we can understand the 
MNE in a realist perspective is to understand it as a weapon 

The FDI bomb 

 The home state, by encouraging and allowing FDI, can shape the way multinationals behave. Outward FDI may 
engender dependence 

 FDI can capture host’s strategic resources - i.e. gold, dairy farmland, etc.  

 FDI can strengthen alliances 

 MNE’s act as vectors of ideological diffusion. They turn places that at best were hostile, into willing allies.  

 MNE’s can sometimes act deliberately as home operatives - they can appreciate the role they are playing. The 
peoples who run MNE’s know full well how the game is played. They know what they are doing  

Sanctions at Bay? 

  Study called ‘sanctions at bay’ by Rodman (1995): called sanctions at bay - hegemonic decline, multinational 
corporations and US economic sanctions since the pipeline case 

 Hegemon is the actor that is clearly the most powerful - the most dominant player. But that doesn’t give them 
command over the other players.  

 The hegemonic power then (and arguably now) is the USA. In the 90’s, the US pretty much stood alone - USA 
was seen to be unquestionably the boss 

 Rodman is questioning whether the US is losing that dominant power  

 Rodman says if I see US multinationals honoring/complying with those sanctions, then I will conclude that the 
USA is a powerful hegemon. But if American MNE’s undermine or ignoring sanctions, I will conclude that the 
fading in its hegemonic power/its losing its grips.  

 Rodman uses the behavior of US MNE’s as a way of measuring US power. He tests US MNE response to US 
sanctions. Three national cases are studied: Nicaragua, Libya, South Africa. The US chose to sanction these 
countries - they said we don’t want to do business with you, so American firms have to minimize of cease their 
business dealings with these countries 

 US MNE’s find ways to continue doing business in these sanctioned countries despite their home country 
disapproving - so Rodman finds the US is not the hegemon. The US MNE’s deliberately undermine the sanctions 
when they should be leaving because they are afraid of the extension of US power beyond US borders. 

The pipeline case - the Euro-Siberian Pipeline Dispute  

 US fails to use its MNE’s in support of its foreign policy objectives  

 1981 - the cold war. This was the rivalry that prevailed between the US and its allies, and the soviet empire.  

 The soviets (the Russians) were constructing a pipeline - 3600 mile Yamal natural gas pipeline - that lead from 
Siberia to Western Europe. It would service western European countries 

 The soviets engages the services of a lot of foreign companies to build the pipeline. Foreign MNE’s, including US 
based, contracted to provide goods and technology.  

 For the US, it was really important to try and open the Soviet Union up through trade. US liked the idea of US 
MNE’e being contracted to help with the pipeline.  

 US was implementing a policy of ‘trade linkage’ + economic sanctions with the USSR 

 The US was interested in constraining the Soviets/keeping them very weak.  

 The pipeline thing annoyed the US, because if it was completed, it was going to be a big cash machine for the 
Russians.  

 Pipeline would increase soviet share of European gas consumption from 1/10 to 1/3.  

 The US needed some reason to shut down the building of the pipeline so that their intervention seem 
reasonable/justified/legitimate so that the Russians would be hesitant in terms of retaliation 

 In December 1981, the soviets declared martial law in Poland to suppress solidarity. Poland was a satellite state 
of the soviets. Workers in Poland were ready to rise up and solidarity was their movement - the Russians rolled 
in to suppress this uprising. This was just what the US wanted  

 US imposes unilateral economic sanctions against the soviet union and Poland and says US firms are no longer to 
export goods or technologies in support of the pipeline construction.  



 US companies doing business in Russia are the ones bearing the brunt of this move. Why would the US do this to 
its own companies? They see their own pain as slight in comparison to Russia’s pain.  

 General electric (a big US MNE) stood to earn $175 million for its delivery of turbine rotors for the pipeline. It 
could not do this because the US forbade it from doing so 

 A French company - Alsthom-Atlantique - made the same things under license from general electric, stepping in 
to fill the order. The US were not happy with a French firm using US technology under license.  

 In June 1982, US calls for an international boycott. Western European governments refuse to take part in a 
boycott as they stand to lose: energy-source diversification, contract earnings and associated jobs.  

 Reagan government prohibits US export of goods or technology for use in pipeline and orders US multinationals 
to tell their European subsidiaries and their foreign licensees that they are forbidden to continue doing business 
with the soviets/to refuse to honor their pipeline contracts.  

 US was effectively intervening in the regulatory affairs of other countries  

 Some US multinationals gave up trying to supply the soviets - they forego lucrative deals. For example, 
caterpillar abandons US $90 million contract for pipe layers. Italy’s Fiat-Allis, manufacturing pipe layers using 
technology licensed from Caterpillar, also withdraws. Komatsu, among other Japanese companies step into the 
gap - an estimated US $500 million windfall.  

 European governments were very angry and protested and said that firms that are corporate citizens of our 
countries will go ahead with their contracts. We don’t have beef with the Russians. The European commission 
issues formal protest in August 1982, describes the US sanctions as “illegal under international law” 

 Reagan ‘blacklists’ foreign companies. Access to US oil and gas related products, technology and services is 
denied to Creusot-Loire, Dresser-France, Nuovo Pignone, John Brown Engineering, AEG-Kanis, and Mannesman-
AG 

 France orders nationalized Alsthom-Atlantique to go ahead and manufacture turbine rotos developed by GE, and 
Dresser-France (subsidiary of Texan co) to deliver its order of 21 compressors. Germany and Italy follow france 
and do not insist that contracts are abrogated 

 The transatlantic clash ends on 13th November 1982 when Reagan lifts the embargo - its allies refused to 
cooperate and American firms did very little by way of complying with the sanctions. Most US MNE’s redirect 
business through subsidiary companies to support construction of the pipeline. US MNE’s contravene home-
state sanctions. Rodman then set out to look at three more cases to see if there was a pattern 

 A hegemonic power should be strong enough to insist that its allies, even countries that aren’t its formal allies, 
should do as it says on matters of pivotal importance. America was defied by its own companies, because they 
took shelter inside the jurisdictions of other states. Rodman concluded that America was not in the same 
hegemonic position it may have been in in the 1950’s 

 The western Europeans put their own interests first - the pipeline dispute emerged as a test of western 
European loyalty to American leadership in the alliance 

 Strong US hegemony should have meant cooperation from allies 

 US MNE’s should have had no way of bypassing sanctions by re-routing business to foreign subsidiaries.  
the pipeline punchline  

 Multinationals are able to circumvent sanctions, suggesting, in light of the other three cases, that perhaps MNE’s 
aren’t useful foreign policy tools. MNE’s appear to be too autonomous/independent to be enlisted by home 
states to punish or harm other rival states 

 The pipeline dispute emerged as a test of Western European loyalty to American leadership in the alliance  

 Strong US hegemony should have meant cooperation from allies - allies gave US MNE’s the ability to continue to 
do business with the soviets 

 US MNE’s should have had no way of bypassing sanctions by re-routing business to foreign subsidiaries  

 Realists argue that MNE’s do what they do for their own purposes - and these purposes are of no consequence. 
Having followed their objectives through FDI, they become a way in which home states can influence events in 
other countries/influence foreign affairs. But US MNE’s found that it wasn’t difficult to keep doing business 
because there were other places from which they could base their business relations 

Rodman’s research findings 

 Rodman was assessing the US’s hegemonic position in the 1990’s and found it hadn’t got better. He studied 
three other cases and the same thing occurred 

 Rodman concluded that the US hasn’t got more powerful - the hegemonic decline model was supported  

 Rodman says home nations cannot rely on automatic MNE compliance with foreign policy objectives - it looks 
like MNE’s are too independent, they are not as the realists contends, sufficiently frightened of home states 



 Rodman says home nations can retain ‘risk magnifying’ capability. Rodman couldn’t assess the extent to which 
companies that might have engaged in FDI, chose not to. He looked at firms currently engaged in FDI changed 
their behavior. But he couldn’t see how the magnified risk deterred companies from engaging in FDI that they 
were considering or might otherwise have undertaken. 

 International businesses comply with home state foreign policy only when private objectives are threatened (i.e. 
caterpillar withdrew at a large cost because they knew if they didn’t comply with the sanctions they would have 
suffered more - they would lose the business of the government, they would face negative publicity, etc) 

So realists have it wrong then? 

 Realists’ theories aren’t intended to describe the behavior of MNE’s - MNE’s happen on the margins.  

 It looks like MNE’s cant be used instrumentally - doesn’t this challenge the premises of the realist theory?  

 How badly did the US want to deny the Soviets this opportunity? They imposed sanctions which are annoying 
but they didn’t go to the extent of declaring war, etc. the realists say this is a really bad example of America sort 
of stamping its foot but not really intending the jeopardize international order 

 Realism does not require that states commandeer MNE’s - it is sufficient that MNE’s unwittingly further the 
foreign policy objectives of home states 

 The US clearly manipulated risk exposure of MNE’s - Rodman only considers extant FDI 

 China - second or third largest source of outward FDI. Lots of investment by SOE’s. we might say, before 
discarding realist’s theory, we should look at a country that deploys FDI purposively to pursue political 
objectives. These are firms being directed in their activities by their home state. this is not speculative, it’s a fact 

 
 
 

2. LIBERALISM AND MNE’S 
 

 Liberals adopt a quasi-contra-realist view of the state in world politics 

 Liberalists accept, like realists, that it is an anarchic world - there is no single unitary ruler/designer 

 Liberals are anti-realist - they don’t like how cynical realists are. They object to the predominant war mentality 
inherent in realism  

 Liberalists say that states can actually cooperate  

 Realists says states are always at war so MNE’s are weapons, the liberals say that states can be good to one 
another, they can look to the greater good, so MNE’s might have an important role in preserving not only our 
prosperity but also our security  

 Liberals reject the ‘high politics’/ ‘low politics’ divide in realism  

 Liberalists have four key assumptions: 
1. The state is not a monolith  
2. The state is not necessarily a rational decision maker  
3. International agenda include economic, social and environmental issues as well as national security 

concerns  
4. Non-state actors are important entities in world politics - realist says MNE’s don’t matter, they are part 

of the war and that’s really it - while the liberals say MNE’s have genuine effect, they have autonomy. 
Liberals say that MNE’s shape, influence and effect the world.  

IB and peace: the trade consensus  

 Liberals see trade as a good thing  

 Ricardo said if we eradicate barriers to trade, we will quickly sort out who’s good at doing what - specialization 
will follow. Ricardo’s theory of comparative advantage encourages nations to trade 

 Trade is seen as making everybody better off -  trading partners national wealth is enhanced  

 Trading countries seek to preserve gains from trade  

 States genuinely cooperate with other nations so that they can all benefit  

 If countries become increasingly specialized due to trade liberalization, they are doing fewer and fewer 
economic activities - specialization. If they give up things they used to make, they rely on others to make things 
for them. Specialization encourages interdependence. As long as the dependence is mutual, its all good. The co-
operative relations should foster peace 

 Free trade is a disincentive to engage in war/violence. Trade preserves peace and order and stability  

 Liberalists understand the risks of war - but they understand that there is much more to it than that.  
IB and Peace: MNE’s 


