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SECOND MEETING WCED/85/4
Jakarta, 27-29 March 1985

Item 5.2 of the Provisional Agenda

Multinational Investment: Environment and Development

Note by the Secretary General

As mentioned in the annotations to the
Provisional Agenda, it would be useful to have a general
discussion in Jakarta on the agenda item "International
Economic Relations and Environment". Apart from
informing each other of our initial views on this
complex question, it would also provide necessay
guidance to the Secretariat in the further development
of work in this area.

One point of departure for this discussion is the
section on this subject on page 26 of the report on
Mandate, Key Issues, Strategy and Workplan. It flags
several questions: e.g. the structure of economic
relations between developed and developing countries,
trade, multinational investment, multilateral and
bilateral aid, IMF conditionality.

It also raises the notion of an international
PPP. Commissioners, however, will no doubt wish to raise
many other aspects.

Attached are several papers on Multinational
Investment, which can act as a further point of
departure for the discussion on Multinational Investment
and Environment.

The first is a survey paper on "The Environmental
Aspects of the Activities of Tranenational
Corporations". It is being prepared by the United
Nations Centre on Tranenational Corporations with the
financial support of UNEP. It is in the form of a
next-to-final draft for publication which is planned
shortly.

The second is a 1983 paper on "Multinational
Enterprise and Environmental Responsibility: A Review of
Key Concerns, Control Limitations and Mutilateral
Options", dated October 1983. It was prepared for the
OECD by Thomas N. Gladwin, Associate Professor of
Management and Business Administration, New York
University, and has formed the basis for recent
discussions in that body. It has not been released for
publication.

WCED/0040C/12 .03.85



The third is a paper on 'Improving Environmental
Co-Operation: The Roles of Multinational Corporations and
Developing Countries'. It is a report of a Panel of business
heads and other experts convened last year by the World
Resources Institute of Washington, and reflects one attempt of
consensus by one business community on a complex set of
questions.

In addition, we have requested two short papers on the
lessons of Bhopal. One is being prepared by Professor Gladwin
and one through the offices of Dr. Ashok Khosla, President of
Development Alternatives in New Delhi and Special Advisor to
the Commission. These will be sent to you as soon as possible.

Following discussion by the Commission, it is proposed
that the Secretariat puts together a paper on Multinational
Investment and the Environment, for consideration at a future
meeting of the Commission. Such a paper may best be referred to
a Panel or Working group for consideration.

NOTE:

02261/Archives

For 'Environmental Aspects of the Activities of
Transnational Corporations: A Survey, see WCED
Collection, Volume 5, paper no.43.

For the Thomas Gladwin paper, 'Lessons of Bhopal: Cycles
of Corporate and Governmental Failure, see WCED
Collection, Volume 5, paper no.33.

For the paper through the offices of Ashok Khosla,
'Myths and Reality in the Bhopal Tragedy1, see WCED
Collection, Volume 5, paper no. 42.
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Chapter I

INTRODUCTION

:1.

Multinational enterprises (MNEs) are estimated to contribute roughly

one-fourth of "gross world product," excluding centrally-planned economies. As

of the late 1970's, more than 10,000 corporations had direct investments outside

the countries in which their headquarters were based. More than 82,000 foreign

affiliates were under the de facto control of these corporations, with approxi-

mately 75% of these affiliates located in developed countries and the rest in

2
developing countries. As of 1980, nearly 80% of the total book value of for-

eign direct investment around the world was accounted for by firms based in five

nations: The United States, The United Kingdom, Japan, West Germany, and The

3
Netherlands.

Along with investment, MNEs play amajor role in world trade, with their

direct and intragroup exports accounting for a majority of the world export total.

The relative importance of MNEs in world trade, as well as in investment and pro-

duction, has been growing over time. This growth reflects the fact that such

enterprises produce substantial benefits to host and home economies by contribut-

ing to the efficient utilization of capital, technology, human, natural and manage-

ment resources within and between nations, upon which real increases in standards

of living depend. The largely beneficial impact of MNEs with regard to producti-

vity, employment, competition, innovation and growth highlights their important

role in the promotion of economic and social welfare.4

The large and growing role of MNEs in the world economy also suggests

that their behavior has a major bearing on global environmental quality, both

directly in terms of their own resource consumption and generation of pollution,

1
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and indirectly in terms of how their suppliers provide them with inputs and con-

suiners use or misuse, and dispose of their outputs. MNEs dominate, in terms of

world production and trade, a range of pollution- or hazard-intensive industries

Ce. g., petroleum, chemicals, mining, automobiles and transportation equipment,

and tobacco). Other environmenta].- or health-sensitive industries in which they

play a lesser, but growing, role in terms of world production include iron and

steel, cement, paper and forestry products, agribusiness, textiles and metals

manufacturing.

One can identify many cases of serious and innovative efforts by MNE5

within these industries to live in harmony with the human and natural environment.5

Observers have noted that Es are probably the dominant sources and developers.

of technology and expertise needed for solving the world's industrial environmen-

tal problems.6 They are thought to "provide a channel not only for communicating

productive and environmentally sound technology but also the values which are the

only true basis of sound development.. .
"i

Other observers, however, have dis-

covered that such communication channels have not always been actively utilized,

and that environmental technologies and expertise have not always been diffused

within MNEs across national borders, with the result that foreign investments

and technology transfers have frequently exacted a "high ecological price," parti-

cularly in the Third World.8

The question of whether MNEs, on balance, are more of an environmentally-

damaging than an environmentally-constructive force in the world, or vice versa,

is impossible to answer. In the minds of many, the question doesn't need to be

answered. For what matters is that the behavior of many Es has been associated

with serious and avoidable damage to health and the environment. Such behavior,

albeit attributable to a small minority of the world's MNEs, has generated power-

ful tensions, stirred sharp reactions, and generated impassioned pleas and campaigns
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for more stringent regulation of MNE environmental behavior in general. A minor-

ity has caused the majority to be "under fire," which has typically been the pat-

tern with all controversial issues related to MNEs (e.g., questionable payments,

human rights, labor relations).9

Submission of this paper does not imply that environmentally-damaging

practices are generally characteristic of MNES, or that environmentally irrespon-

sible practices are more generally present among Es than among purely domestic

enterprises. Pollution is not a special hallmark of the multinational form of

ownership. It is very possible, in fact, that MNEs, in comparison to their domes-

tic counterparts may have, on the whole, a better record of environmentalresponsi-

bility. This is because ES tend to be under closer scrutiny, viewed with more

suspicion, more in touch with environmental developments abroad, and more well

endowed with financial and technological resources. Such a hypothesis remains

untested. What matters, however, is that the challenge of ensuring environmental

responsibility on the part of MNEs is different from that posed by purely domestic

enterprises. The main cause of concern is the perception that MNEs--by reason of

their scale, complexity, divided loyalties and expanded range of choice--may be

less subject to national envirnxnental restraints and less sensitive to national

and local environmental preoccupations and needs than enterprises that are national

in character. The effectiveness of national regulations and control, in other

words, is seen as being bounded by MNE leverage and escape potentials.

Given the overriding importance of MNEs in relation to national and global

environmental quality, the broad range of avoidable damage to human health and the

natural environment associated with MNE operations (reviewed below), and the special

environmental difficulties that governments encounter because of the very nature of

MNEs, it seems worthwhile to exanine the need for, and feasibility of, measures that

might further the positive contributions of MNEs to environmental progress and help
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minimize or resolve difficulties that may result from their health or environ-

ment affecting activities. This is the mission of this paper.

Chapter II of the paper summarizes and documents five central concerns

that have been widely raised regarding MNE environmental behaviors. Chapter III

reviews seven limitations of national environmental control systems that largely

arise as a consequence of the very nature, motivations and environmental impacts

of MNES. Chapter IV examines and appraises alternative unilateral and multilat-

eral measures that might be taken to alleviate some of the concerns about MNE

environmental behaviors and weaknesses of national controls systems, and concludes

by recommending the inclusion of an environmental chapter within the O.E.C.D.'s

"Guidelines for Multinational Enterprises."

Chapter II

CONCERNS ABOUT MNE ENVIRONMENT-AFFECTING BEHAVIOR

The concerns of governments and their parliaments, international organi-

zations, health/consumer/environmental groups, labor unions and other informed

groups and affected publics regarding the environment-affecting behavior of multi-

national enterprises are numerous, diverse and often complex. Many of them focus

on E behavior that, directly or indirectly, cause serious but avoidable damage

to health and the environment. Others relate to risks and hazards that could arise

given the inherent limitations of national control systems in effectively regulat-

ing those MNE activities that affect human health and the environment. Drawing

on the extensive data files prepared in connection with the "Environmental Conflict

Project" (under the direction of this author, at the Graduate School of Business

Administration of New York University), which includes more than 3,000 cases of

documented environmental disputes involving MNEs around the world over the past



decade,1° a summary review of these concerns is now offered.

The review is organized into five sections that correspond to the major

concerns that have dominated the debate about the impact of multinationals on the

human environment: A) exporting hazardous wastes, B) exporting hazardous products,

C) damaging regional or global commons (i.e., shared environmental resources), D)

planning foreign investments and projects in environmentally-unsound or insensitive

ways, and E) most generally, exploiting environmental policy diversity in the sit-

ing and operation of plants. An effort is made in each section to delineate the

charges, pinpoint specific issues or points of debate, review the evidence avail-

able, and document specific case examples.

A. EXPORTING HAZARDOUS WASTES

Discoveries in recent years within O.E.C.D. member countries of thou-

sands of abandoned or unsafe storage sites for hazardous wastes (e.g., Love Canal

in the United States or Lekkerkerk in the Netherlands) has raised considerable

public concern and begun to catalyze the pasage of strict controls over the move-

ment, treatment, disposal and storage of toxic chemicals and other substances.

The new requirements for safe hazardous waste management, and the fact that regions

and local communities are increasingly disinclined to provide dumping sites or even

permit transshipment of the dangerous materials (the "not-in-my-backyard" and "out-

of-sight-out-of-mind" syndromes), have made it difficult for industries within many

O.E.C.D. nations to dispose their hazardous wastes. Illicit dunping

of the kind perpetrated by Hooker Chemicals (a subsidiary of Occidental Petroleum)

over a 30-year period in the United States, by Duphar (now a subsidiary of Solvay

of Belgium) at its production site near Amsterdam or by Uniser Holding (now a

bankrupt chemical waste treatment firm) in the Netherlands has become less fea-

sible) The result, according to Business International, has been a "ground-

swell of corporate interest" in exporting toxic wastes for treatment or for

5
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temporary or permanent storage to nations "where strict environmental policies

are still nascent."12

The reasons for hazardous waste export (it is estimated that 3 million

metric tons of toxic waste is transported for treatment or disposal across Euro-

pean borders alone every year)13 are often legitimate, e.g., nonexistence of

appropriate facilities in the originating country, participation in waste exchange

markets, minimization of transport distance, requirements for special facilities,

and attainment of scale economies in treatment, incineration and disposal systems.14

Concern arises, however, when the international movement of hazardous

waste is conducted in an uncontrolled or environmentally unsafe manner such as

when details of the shipment are kept secret (as in the Seveso case that is pro-

filed below); when there is inadequate notification of regulatory authorities in

the originating, transit and recipient countries; when the recipient country does

not possess the institutional infrastructure, laws and knowledge necessary to deal

wisely with the wastes (a major theme in the Nedlog affair described below); when

the shipment is falsely or improperly labelled with regard to nature, composition,

quantity, place of origin, and security instructions (e.g., Seveso case); when an

adequate waste disposal facility ready to accept the shipment does not exist in

the recipient country (Mexican authorities in March 1981 arrested an American or

importing wastes such as PCBs and mercury cinders into Mexico from a number of

American companies and then improperly disposing their wastes in a dry river bed

and selling the empty waste barrels to local people for use as water containers);15

and when the producer of the toxic waste is able to absolve himself from responsi-

bility or liability by means of subcontracting. These conditions collectively

define "unregulated waste tourism."16

An international scandal arose over such "waste tourism" in December

1979 when it was revealed that the Nedlog Technology-GrQup of Colorado had offered
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the President of Sierra Leone an annual "license fee" of up to $25 million if

17
he would allow Ixnerican toxic wastes to be dumped in his country. The U.S.

State Department intervened in the case and adverse press publicity induced strong

reactions from neighboring Nigeria and Ghana and student protests in Sierra Leone.

The President of Sierra Leone, as a result, withdrew his consideration of the pro-

ject.

What is not clear is how many such schemes have escaped detection.

Recent reports have indicated that xnerican and European waste disposal companies

have approached several countries that are badly in need of foreign exchange with

similar offers. This list, which mainly includes nations in which environmental

awareness and regulations are weak or nonexistent, includes Liberia, Nigeria,

Senegal, Somalia, Kenya, Morroco, Chile, the Bahamas, Haiti and East Germany.18

1. The Seveso Incident

One particular case of waste tourism that has attracted considerable

attention is the Seveso incident.19 In addition to its hazardous waste export

dimensions, the case also highlights other concerns about MNE environment-affect-

ing behavior and the limits of national control systems. For these reasons a

brief review of the case is warranted.

On July 10, 1976, an explosion shook the ICMESA chemical plant in the

Italian town of Meda, near Seveso north of Milan; ICMESA was owned by Givaudan,

a Swiss subsidiary of the Swiss pharmaceutical manufacturer Hoffmann-La Roche.

The blast, caused by a seriously overheated chemical mixture inside a reactor,

released a cloud of chemicals containing sodium hydroxide, 2,4,5-trichiorophe-

nol and the controversial and highly toxic 2,3,7,8-tetrachlorodibenzo-p-dioxin

(TCDD or "dioxin" for short). By official estimates, 0.5 to 5 kg. of TCDD was

released. The cloud drifted and settled down over several square miles of densely

populated countryside, eventually resulting in the death of 81,000 domestic animals,

destruction of vegetation, evacuation of inhabitants, and emergence of various
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adverse health effects. An estimated 156 workers and 37,000 residents of nearby

towns were exposed to the dioxin.20 According to an Italian investigatory corn-

mission, Roche's subsidiary did not notify authorities about the explosion for

27 hours, and then spoke merely of a herbicide cloud. Only after 9 days, 5 days

after tests confirmed the presence of dioxin on the ground, did the company inform

the authorities of the serious risks involved.2' This delay resulted in prolonged

human exposure and made decontamination inordinately more difficult.22

During the fall of 1982 a new chapter of the Seveso saga burst into the

headlines, this being in the eyes of the press, a "cloak and dagger" effort to dis-

pose of 6.5 tons of dioxin-laden waste from the Meda site that read like a "tangled

tale of intrigue."23 Under pressure from Italy, Mannesmann Italiana A.G., an

Italian subsidiary of the West German Mannesmann company, agreed to remove the

dioxin wastes from the country. Mannesmann subcontracted the removal to a Geneva-

based company called Establissement Wadir, whose president and sole employee

happened to be an executive of Roberlet and Compagnie S.A., owned by Hoffmanri-

La Roche. The disposal task was then turned over to Spelidec, a French firm that

also had only one employee.24 In carrying out the crossborder maneuver, the waste

was labelled "TCDD" and "aromatic hydrocarbon derivatives" coming from Meda.25

Once out of Italy, the 41 barrels of contaminated debris seemingly vanished, and

despite massive pressures from the media, the environmental community, and national

governments, over an eight-month period, neither Hoffmann-La Roche nor the waste

disposal companies involved would disclose the final disposal site.26 The barrels

were eventually discovered in a slaughterhouse in Anguilcourt-le-Sart in northern

France in June of 1983.

There are many lessons of Seveso.27 One obvious one is that damage

to health and the environment, such as inflicted in this case, could of been
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avoided. ICMESA had not informed its workers about the hazards of dioxin and

had not taken adequate measures to ensure that these workers were appropriately

trained and equipped to prevent major accidents or to minimize the consequences

of such accidents. Trichiorophenol manufacturing has a long history of nasty

accidents (at plants of Monsanto, BASF, Rhone-Poulenc, N.y. Philips, Dow Chemi-

cal, Spolana and Coalite & Chemical), yet ICMESA's equipment and emergency sys-

tems did not correspond to the current level of safety technology;28 no dump

tanks were in use and the safety valve was inappropriate for exothermic reactions.

This highly dangerous production process was inappropriately sited in a densely

populated area. The company withheld critically important information about the

risks involved from the local authorities, both before the accident and after it,

which resulted in a lack of cooperation between the company and the authorities.

Contingency plans for such an emergency did not exist and thus had to be painfully

invented in the heat of the moment.

20. The Seveso story also demonstrates some special difficulties that

0.E.C.D. member countries encounter in protecting health and the environment

because of the very nature of multinational enterprises such as Hoffmann-La Roche

and its network of subsidiaries at work in this case. Givaudan admitted openly

that it had set up the trichiorophenol plant in Italy because it could not obtain

permission to manufacture toxic substances such as TCDD in Switzerland.29 The

company was clearly able to exploit the absence or lack of enforcement of environ-

mental, health and safety laws in Italy; Italian parliamentary investigators found,

for example, that ICMESA was producing 33 toxic substances for which all necessary

permits had not been obtained, had begun trichlorophenol production in 1970 without

advising the proper authorities and was producing substances, which under Italian

law, should not have been produced in densely populated urban areas.3° ICMESA

had also withheld information about what it was exactly producing and had for
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years been paying nearby farmers not to report damage to livestock grazing near

the plant.

The case, especially in its 1982-83 waste disposal chapter, also demon-

strated the ability of multinationals to shop jurisdictionally, to exploit juris-

dictional gaps, and to utilize channels of avoidance or evasion of national laws,

often via a pattern of secrecy. This part of the story also illustrated the

capacity of multinationals for transnational risk creation and their ability to

pit one nation against another (e.g., tensions between the French, West German,

Italian, and Swiss governments over the secretive waste disposal). Italso appears

from this case that information flows regarding environmental safety within a mul-

tinational enterprise can be problematic. It is hard to believe that Hoffmann-La

Roche was not fully aware of the dangers of trichiorophenol production, particularly

from the exothermic reaction involved. Yet, it appears that ICMESA, given its. lax

safety controls and behavior immediately after the accident (e.g., bringing the

workers back to the plant) was not fully aware of the hazards.31

Finally, we must also note limitations on the responsibilities of parent

companies for their subsidiaries. Although the company (i.e., Givaudan) has paid

out more than $100 million in compensation, Hoffxrtann-La Roche was advised by its

lawyers that legally it was not responsible for ICMESA, because ICMESA was not a

direct subsidiary.
32

In trying to assign responsibility to Hoffmann-La Roche,

the Italians also discovered that there was no precedent under Italian law whereby

a foreign parent of an Italian company had been held responsible for civil damages

incurred by the affiliate. Disturbing questions of liability and responsibility

also emerged in the cross-border waste disposal affair given the involvement of

companies based in four different nations and the cascading system of subcontract-

ing employed.



B. EXPORTING HAZARDOUS PRODUCTS

The exportation of products by MNEs deemed to be harmful to health

and the environment is probably the one issue that has generated the greatest

emotion and controversy in regard to multinational corporate behavior. Con-

cerns have focused on the exportation of hundreds of different pesticides, phar-

maceuticals, contraceptive devices, toxic chemicals, food products and various

consumer products that have either been banned, severely restricted, non-approved

or unregistered for use in their country of origin.33 Much attention has been

placed on pesticides sold to customers in developing nations where safety restric-

tions are usually nonexistent and in those few countries where they exist, are not

enforced, and where the pesticides are used for cash crops destined for the develop-

ed world. Criticism has been directed at the export and use of such pesticides

as DDT, Chlordane, Aidrin, Dieldrin, BHC, 2,4-D, 2,4,5-T, Kepone, Heptachior,

Phosvel, Mirex, Paraquat, DBCP, Toxaphene, Strobane, Lindane, Endrin, Malathion

and Methyl Parathion produced by a large number of MNEs.34 Misuse of such

products is estimated to poison a minimum of 375,000 people every year in the

third world, 10,000 of them fatally.35

Equally critical attention has been directed at massive sales in the

developing nations of pharmaceutical products variously labeled by observers as

unsafe, adultered, contaminated, or misbranded. Anabolic steroids, dithiazanine

iodine, dipyrone, long-acting sulfonamides, indomethacin, chloromycetin, Albarny-

ciri-T, the antidiarrhealdrug Lomotil and dozens of other drugs have generated

special concern and many multinationals have been charged with living by "double

standards" on drug promotion and safety.36 Other types of hazardous exports that

have generated controversy include contraceptives, baby pacifiers, TRIS-treated

children pajamas that had been found to cause kidney cancer in children, infant

formula, cyclamate food sweetners, lead canned evaporated milk, Red Dye No. 2,

11



37
and tobacco.

25. There is a general, but not complete, acceptance in the debate about

the export of hazardous substances that efficacy/hazard ratios and cost/benefit

ratios for the same product can and will differ from country to country as a

result of differing economic needs, health situations, regulatory capabilities

and so on. What may be good for one nation may thus not be good for another

and vice versa. What bothers critics, however, are multinational corporate

practices or local conditions that prevent or impede an importing nation from

making an informed risk assessment and choice or rejection of a particular pro-

duct in question. The list of concerns in this regard is a long one, and

includes for example:38

25.1 Withholding from the government of the importing country, or

not volunteering, information on the prohibitions or use restrictions

placed on the product in the country of origin or in other countries;

25.2 Exporting/importing a product banned or severely restricted

in one country into another without the knowledge and consent of appro-

priate authorities in that country;

25.3 Labelling products and providing other consumer information

in a way that fails to note safety precautions, use instructions, ingre-

dient lists or does so, but not in the language of the country of desti-

nation;

25.4 skirting home government regulations (including export notif i-

cation, registration and outright bans) by shipping through subsidiaries

in third countries or by changing the product name or formula;

25.5 Knowingly exporting a product, which might be "safe" at home,

to a nation where conditions combine to make use of the product predic-

tably hazardous (e.g., promoting infant formulas in places where the

12
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sanitary conditions necessary for proper use are inadequate or selling

pesticides to users who cannot read the safety precautions provided,

cannot afford protective cloathing or properly maintained spraying equip-

ment, live and work in the fields that may be regularly sprayed, are sub-

jected to repressive working conditions, and use washing and drinking water

which is often polluted by the pesticide).

C. DAMAGING REGIONAL AND GLOBAL COMMONS

26. MNEs have been variously charged with damaging or threatening natural,

ecological or enviroru'nental resources of regional and global importance, resources

which are not subject to exclusive national jurisdiction or control. Impacts on

the seas and oceans of the world have received most of the attention, with special

concern directed at:

26.1 Oil tanker accidents (e.g., Union Oil's "Torrey Cnyon" off the

south coast of England in 1967, "Argo Merchant" off Nantucket in 1976, and

the Standard Oil Company of Indiana's "Moco Cadiz" off Brittany in 1978);

26.2 Offshore oil rig accidents (e.g., Santa Barbara drilling platform

blowout of 1969, Ekofisk spill in 1976, and the 1980 explosion of the Ron

Tapmeyer oil rig in the north central Persian Gulf);

26.3 Shipping accidents involving toxic cargoes (e.g., sinking of

the Greek merchant ship "The Klearchos" off Sardinia in 1979 with a hold

filled with 50 metric tons of various toxic chemicals or loss of 78 drunis

containing the toxic chloropicrim mixture from the Liberian registered

ship "villanger" in 1980 as it made its way from Chile around the southern

horn to Uruguay); and

26.4 Marine disposal of hazardous wastes (e.g., long running dis-

putes over Bayer's dumping of waste acids into the North Sea and Montedison's
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dumping of titanium dioxide wastes into the Mediterranean).

The impacts of ME activities on other types of regional/global

resources have also generated concern. MNEs, for example, have been directly

or indirectly linked to international trade in endangered plant and animal

species, acid rain problems in Northern Europe and North America, carbon dioxide

buildup, and stratospheric ozone depletion.4° Fears have also been expressed

in connection with prospective adverse environmental impacts associated with

MNE-dominated deep sea mining and Antartic minerals development.41 The role

of American, European and Japanese agribusiness and timber multinationals in

the rapid destruction of tropical rain forests has also been attracting growing

attention.42 Giant timber companies have been accused of inappropriate and

excessive exploitation of tropical moist forests in Southeast Asia, Africa and

Latin America in their rush to meet consumers demands from Western World markets.43

Rapid forest elimination in Central America and the Brazilian Amazon has been

attributed to widespread rangeland expansion for cattle operations on the part

of domestic and multinational firms so as to meet the growing demand in the

affluent world for beef, mainly in the form of fast-food hamburgers.

I). ENVIRONMENTALLY-INSENSITIVE INVESTMENT PLANNING

A persistent concern about multinationals (and for that matter all

industrial firms, whether multinational in nature or not) is that their invest-

ment planning processes have conventionally not paid careful attention to

environmental consequences nor have they included meaningful citizen participa-

tion.44 A detailed study by this author of the project planning processes of

American and European MNEs in the petroleum, chemicals and metals industries

in the mid-70's revealed a broad range of planning behavior.45 At one end of
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this range were a few multinationals which appeared to be taking ecological con-

siderations comprehensively into account. At the other end were many more which

appeared to be indifferent to ecological concerns and were considering little

beyond the inunediate economic and technical aspects of their projects. The cen-

tral conclusion of the research was that the practice of ecologically-oriented

industrial project planning on the part of MNEs was still in its infancy.46

In most MNEs, project design was taking place in the absence of detailed

and timely ecological and social data. Most site-location baseline surveys, for

example, were typically undertaken (if at all) only after approval had been

received, preliminary construction work had already begun, and the range of

choice narrowed to a single favored project design. Environmental science pro-

fessionals were involved in some MNE planning processes, but in others appeared

to be brought in only at the eleventh hour for purposes of "credibility." Few

lINEs were conducting formal pre-project environmental impact assessments or making

provisions for post-startup environmental impact monitoring. In most MNEs planning

attention was typically focused on issues of process-related residuals discharge,

with minimal attention to potential environmental consequences associated with

other project actions such as construction and transportation. Finally, most

planning-processes tended to be secretive, exciusionist, low-profile and "official-

channels-only" in character. The participation of potentially affected public

bodies or interests was rarely solicited.47

In explaining variations in the extent to which MNEs incorporated

environmental factors into their planning processes, the study found that the

extent of environmentally-oriented planning behavior depended on an interaction

among a) the nature of the project, b) the organizational context of the project

planning process, and c) the public-policy context of the MNE and the specific

project being planned. Most of the motivation for environmentally-oriented
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planning behavior, however, appeared to be either directly or indirectly derived

from the third category, i.e., public-policy variables. Anticipated or immediate

public pressures in the region--from government environmental agencies, citizen

groups, and the media--appeared to strongly induce environmental pre-planning.

The extent to which institutional arrangements were available in the area of the

proposed plant for public examination of the project also appeared to be a power-

ful inotivator. Finally, the amount of previous conflict experienced by the MNE

on environment-related issues with public or governmental bodies was also found

to be an important determinant of current innovative ecological pre-planning.48

Given intensified pressures, stricter regulations and increased conflicts in the

environmental policy climates of many nations since the early-1970's one can safely

predict that MNE project-planning is today probably more environmentally-sensitive

than it used to be. But cases of inadequate environmental planning and hazardous

plant siting on the part of MNES have continued to make the headlines.49

31. Two special concerns related to MNC investment behavior that should be

noted include frontier plant siting and adverse impact on indigenous peoples.

Following the model at work with nuclear power plant siting in Europe where nearly

a quarter of them are located within 40 kilometers of a national border, many

MNEs, often in accord with de facto national land use plans, have sited their pollut-

ingor hazardous plants in frontier areas.5° Such transnational risk creation

has been a difficult problem to solve. The other investment concern has primarily

centered on damage to native peoples caused by mining projects (i.e., social dis-

ruption, desecration of sacred sites, violation of land/resource rights, etc.).

Typical cases here would include threats to the Yanotnomo tribe in Northwest Brazil

from assorted mining projects, to the Guaymi Indians of Panama from the Cerro

Colorado Copper Project (Rio Tinto Zinc), and to Aboriginies in Australia from

dozens of uranium, diamond, bauxite and oil projects of Australian, Italian,

French, German, American and Canadian-based MNEs.51



E. EXPLOITING ENVIRONNENTAL POLICY DIVERSITY

Multinationals operate in a heterogeneous world of environmental

problems and policies--sovereign nations have generally been going about the

business of health and environmental protection at different speeds, with

different degrees of rigor, using different techniques.52 Variations in

environmental policy "climates" follow in part from intercountry differences

in levels of industrialization and standards of living. Other policy differences

exist mainly because of variations in political and social philosophies. "Objec-

tive functions" related to acceptable environmental behavior have thus differed

markedly in time and space with MNEs therefore facing "zones of discretion" in

regard to the timing and strength of their environmental management responses

across the range of countries in which their affiliates operate. The question

is how have they responded to this patchwork quilt of differentiated, dynamic

and often unstable environmental policy climates?53

The evidence is widespread that North American, European, and Japanese

Es in a variety of industries, particularly mining, timber, agribusiness, chemi-

cals and petroleum, have often taken advantage of the absence of stringent environ-

mental, safety and occupational health regulations or the nonenforcement of them

due to understaffing, inadequate funding, fragmented responsibilities, jurisdic-

tional conflicts, cumbersome bureaucratic confusion, corruption or inadequate

acquisition and use of information on the part of regulatory bodies concerned.

The result, as recorded in hundreds of case histories of MNE activities has often

been serious damage to health and the environment.54

Surveys of the environmental management behavior of MNEs during the

1970's generally indicated a dominant pattern of "local accommodation," i.e.,

a fragmented and decentralized approach to environmental management that mirrored

17
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environmental policy diversity among nations.55 Headquarters guidance, control

and intervention was not found to be very powerful, purposeful, or cohesive. Few

MNEs had attempted to develop a consistent set of corporate environmental safety

objectives and standards applicable to worldwide operations. Systems of perfor-

mance measurement in the environmental field had not been put into effect for

all national operations. Manpower assigned to environment or safety-related

staff positions varied from one nation to the next in the enterprise. Cooperation

with government agencies was quite intimate in some countries and less so in others.

Pollution control technologies developed and applied in operations in one nation

were often not diffused to similar operations in others. Products which were

banned or restricted for health or ecological reasons in one or a few countries

were freely sold by the same MNE in other markets. Consideration of ecological

impacts in project planning was generally present when groups in the host country

were concerned with such matters, and typically absent when they were not.

35. MNEs during the 1970s had in essence "mapped" perceived characteristics

of the environmental policy world around them (e.g., heterogenous, dynamic, unstable,

independent) into their organizational structures, policies and routines. The

prevailing view of the 1970s among MNES was thus that environmental management

was largely a matter of fragmented, differentiated, decentralized local adaption.56

This perspective was bolstered by the reasoning that if differences in national

environmental norms were truly the result of genuine international variations in

environmental assimilative capacities and/or social preference patterns, and if

transboundary effects were absent, then little a priori justification could be

provided for uniform environmental controls or practices. Any attempt at unifor-

mity, say via the extension of home-country standards or control levels, would

merely frustrate the efficient allocation of economic and environmental resources,

reduce social welfare at the global level, and infringe upon the sovereignty of
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Since the mid-1970s, however, a number of forces have been working in

favor of less fragmentation and more standardization in global environmental manage-

ment policy and practice.58 The stimulation and coordination efforts of regional,

global, and supranational organizations (e.g., OECD, tINEP, EEC), the internationali-

zation of environmental interest groups, the creation of bilateral and multilateral

environmental protection cooperation agreements, the policy harmonization programs

in various regional areas, the sustained growth in international communications

and contact among environmental professionals, and the increased attention of home

governments on the environmental behavior of their MNEs abroad have all been serv-

ing to bring about an increasing similarity in the environmental policy frameworks

and instruments in different nations. One has witnessed, for example, a speed up

in the rate of crossborder diffusion of environmental policy innovations (e.g.,

environmental impact statement requirements, toxic substances control legislation,

coastal zoning acts).

MNEs have begun to respond to such forces by moving toward more of a

unified approach to environmental management (i.e., headquarters intervention,

systemwide interchange and uniformity in policy and practice). Evidence of this

can be found in MNEs such as 3M, Exxon, Shell, Ciba-Geigy and Dupont that have

variously created environmental coordinator positions with international or

regional responsibilities, published global internal environmental newsletters,

held annual meetings of environmental staff from all over the world, created top-

level environmental committees at headquarters with international representation,

computerized global environmental information dissemination systems, institutiona-

lized regular international visits and inspection tours by senior management staff,

and so on.

Some MNEs have thus come to perceive opportunities for exploiting

international leverage and multinational standardization (e.g., cost savings
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from the avoidance of duplicated effort, scale efficiencies from a wider spread-

ing of environmental R&D costs, more uniformity in worldwide environmental repu-

tation, etc.). But the movement toward globally unified environmental management on the

part of MNEs is only partial. At this time the balance between fragmentation and

unification for most MNEs on a global basis still seems to favor fragmentation.

External heterogeneity in national environmental policies, along with persistent

internal communications gaps, still seem to push most MNEs with polluting activities

toward custom-tailoring and local adaptation. Full-fledged efforts at unification

appear to be happening primarily at the regional level (e.g., within Western Europe),

with fragmentation still generally the rule on a global or between-region, basis.

As such, a question which remains very controversial regarding MNEs

and environmental policy diversity is whether MNEs consciously exploit it by

locating hazardous industries abroad to circumvent restrictive environmental or

occupational health laws at home, i.e., "industrial flight" to "pollution havens."

One highly publicized research report in 1978 warned that the "flight from regula-

tion" was either in progress or just around the corner in American industries

including asbestos products, arsenic, zinc, mercury, benzidene dyes and pesticides.59

The study recommended that the U.S. government: 1/monitor potential exports of

hazardous manufacturing facilities by American companies, 2/help create an inter-

national "hazard export information service," 3/make sure that direct U.S. govern-

ment assistance is not provided to the export of workplace or environmental hazards,

4/ensure that environmental assessments are made by international organizations

that finance development projects with U.S. aid, and 5/impose sanctions to make

the hazard export business less attractive to American firms.

But the charge that MNEs are relocating abroad on a significant basis

for environmental or health reasons is far from proven. All of the serious empirical

studies of this issue to date, both in Europe and the United States, report inconclu-
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Anecdotal evidence, however, does suggest that certain asbestos plants

and petroleum refineries have been constructed in Mexico and the Caribbean rather

than in the United States for environmental reasons; that a number of chemical

plants and petrochemical complexes originally slated for the Netherlands, West

Germany and Denmark have been re-sited into Belgium, Ireland, Italy and Spain;

and that a number of pollution-intensive Japanese investments have been channeled

to South Korea, the Philippines, Indonesia, Malaysia and Thailand.61 Some notori-

ous cases of site-shopping have made the headlines (e.g., the environmental odyssey

of Chemische Werke Munchen's proposed lead stearate plant in and out of at least

six German and French plant sites during the mid-1970s)62 and instances of "environ-

mental job blackmail" (i.e., corporations threatening to close a plant or not to

invest unless communities made concessions in environmental regulations) have

also been noted.63 But the evidence, viewed on aworld scale, does not suggest

massive locational shifting thus far. And the locational spillovers that have

occurred seem to have largely stemmed from blockage or exclusion of preferred

Sites in various OECD nations, and not from an opportunistic search for low-cost

environmental locations on the part of MNEs.

There are a number of "delaying" and "limiting" factors that may explain

why a large flow of MNE investment in response of intercountry variations in environ-

mental standards and concomitant costs has not yet materialized.64 Delaying

factors, for example, would include MNE propensities for expanding at existing

vs. "greenfield" sites, feasibility of intranational locational shifting, con-

fusion over the availability of energy and petrochemical feedstocks, recessionary

conditions that have led to cancellations and postponements of proposed investments,

and long lead times in the planning of new projects. Other factors may fundamen-

tally "limit" the potential scope for environmentally-induced locational shifts,

e.g., low relative importance of pollution control as a cost element, political

risks associated with pollution haven nations, long time horizons and expectations
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of policy convergence, oligopolistic motives of MNEs, limited locational flexi-

bility of many kinds of MNE investments, and often greater importance of market

poximity, labor costs, raw materials availability, transportation costs, etc.

as site selection factors.

The emergence of environmental and occupational health cost differen-

tials among nations thus represents a shift at the margin in the locational cal-

culus of E investment. The significance of this shift for inducing real-world

migration in the future will depend on the complete structure of costs, risks

and returns which are considered when investment decisions are made. If increased

locational spillovers are to occur, the most likely candidates according to Charles

Pearson will be found in 1) industries involving early stage or basic processing

of raw materials for which the ratio of environmental control costs to value added

is high and for which raw materials are located in developing countries (e.g.,

metal smelting, petroleum refining, wood manufacturing, pulp and paper, fertilizers,

aluminium, basic iron and steel production, and some petrochemicals) and 2) indus-

tries characterized by hazardous workplace conditions as well as possible neighbor-

hood effects (e.g., asbestos textiles, benzidine dyes, vinyl chloride, lead smelt-

ing and lead batteries, and perhaps synthetic rubber production).65 It is not

the "pull" of pollution havens that is likely to induce industrial flight in these

industries, but rather mainly the "push" of inhospitable policy climates (i.e.,

"not in my backyard") at home.

Chapter III

LIMITS OF NATIONAL ENVIRONMENTAL CONTROL SYSTEMS

We have now reviewed a range of concerns about MNE environmental

behavior. The question is why these concerns about environmental responsibility

or avoidable environmental damage and risks continue to exist. Why is it that
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these concerns have not been resolvable through normal governmental or judicial

processes on the part of nations where Es operate?

The answer is that a number of important factors conspire to make

purely national control systems variously evadable, inefficient, incomplete,

unenforceable, exploitable or negotiable (at the expense of desired environmental

quality or occupational safety) with respect to multinationals. Seven such fac-

tors are pinpointed below. Some of them relate to the very nature or motivations

of NNEs, others to the nature of E environmental behaviors or impacts, and still

others to the nature of the regulatory climates, whether at home or abroad, to which

MNEs are exposed. All of them can be traced to fundamental divergences between

host country, home country, planetary and MNE welfare. All of them point to the

need for complementing national legislation with collective international action

or policy coordination if we are to ensure that MNEs behave in environmentally

responsible ways.

A. MNE FLEXIBILITY, MOBILITY AND LEVERAGE

The global production, logistics and marketing systems of many MNES

provide them with a wide "options-space." The natural consequence of this in

the view of one observer is that "their autonomy concerning public policies has

increased and, conversely, their accountability to the institutions of public

policy has decreased. This is especially the case for host countries, but

increasingly also for home countries."66 Evidence from cases in the hazardous

export area does show that certain ES have been able to employ a variety of

evasion techniques.

It is fair to assume that the typical MNE as a global profit maximizer

tends to react to host government environmental policies so as to minimize their
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potential impairment to expected profits. As so much environmental regulation

comes about via explicit or implicit negotiation, it is important to note that

multinational status may carry a variety of advantages in the bargaining process.

The MNE enjoys bargaining ploys that purely national firms lack. If the E

maintains capacity to produce the same goods in different national markets, out-

put curtailed or made more expensive due to environmental restrictions in one

market can be replaced from another subsidiary's plant. Faced with the prospect

of onerous environmental regulation a MNE can credibly threaten to close down a

given plant or to shelve any expansion or investment plans there and choose

another national market for any additions to output.

One observer reports that "in poorer countries MNEs have been particu-

larly adept at pitting national governments against one another. In this manner,

they have gained preferential treatment, including relaxation or non-imposition

of pollution control measures. Their size and financial strength have enabled

them to attain such a strong bargaining position vis-a-vis national governments

that they have been denominated as the ultimate institutions of resource manage-

67
inent."

Playing one nation off against another for the purpose of relaxing

environmental requirements has also been observed in advanced nations, namely

by certain petrochemical producers in Western Europe in the context of new plant

siting.68 The question is whether this not-so-veiled "environmental job black-

mail" forces environmental standards and resulting environmental quality below

their optimal levels.

B. E COMMUNICATION/CONTROL GAPS

50. Management systems in MNES vary from "close" to "open" depending

on the intensity of the parent's supervision of the subsidiaries and the density



of communications and information links between them.69 Control tends to be

closer and supervision more centralized over standards, procedures and the major

decisions of subsidiaries where the parent and subsidiaries enjoy similarity in

plant sizes and product lines, where technology is more complex, where they are

bounded by greater transactional interdependence, and where the market situation

is more predictable.7° In short "tINEs lavish extensive resources on internal

coordination when close coordination pays, as when the profits of different

affiliates are strongly interdependent and inconsistent policies would be very

costly. Fewer resources are devoted to control when it is costly (e.g., for a

remote location) or when the affiliate's local environment is unstable or highly

distinctive (i.e., making coordination ineffectual)."71

51. One must add to this internal communications difficulties within MNEs

that arise from the absence of common values, norms and expectations among managers

in different nations, from tendencies toward ethnocentric attitudes, from psycho-

logical impediments to cross-cultural understanding, and from obstructions and

deficiencies in the flow of information within the MNE system attributable to

distance and conditions of shared ownership (e.g., joint ventures). These

communication obstacles place limits on the depth of understanding corporate

headquarters can have of its affiliates and on that which the affiliate management

can have of headquarters. They give rise to transactions costs in system-wide

interchange and engender a compulsion for local adpation in regard to any opera-

tional task, such as pollution control.72 The origins of "El Case Pennwalt,"

for exaxnple, can be partly traced to such factors; in this case a partly-owned

subsidiary of the American-based firm Pennwalt was found to have contaminated

a third of its workers with mercury at its Nicaraguan chemical plant and to have

discharged some 40 tons of mercury into Lake Managua over a 13-year period.73

25
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52. Given generally "open" control relationships between parents and sub-

sidiaries of ES on the issue of environmental protection, along with imperfect

communications, one can expect neither automatic nor full sharing of experiences,

instantaneous diffusion of environmental management innovations, or religious

adherence to headquarter's pronounced environmental policies within a E. The

Seveso case illustrates this point. If such internal practices are desired on

the part of MNEs, then greater external incentives (e.g., pressures to comply

with multilateral guidelines or expectations) are needed to make such environ-

mental coordination and communication "pay."

C. E SECRECY/NON-TRANSPARENCY

53. A significant portion of E environmental behavior, particularly

with regard to export-import operations appears to occur in the absence of

full public disclosure. The lack of transparency can be traced to the lack

of appropriate information and consultation procedures between nations and to

the paucity of disclosure requirements within many nations. As witnessed drama-

tically in international efforts to control toxic substances, there is no consen-

sus among states as to when an environmental fact has sufficient materiality to

warrant dislcosure, or as to when the degree of compulsory revelation of environ-

mental data is appropriate or even acceptable within a given system in order to

remain consistent with other laws and traditions concerning business confiden-

tiality.

54. In many nations, both within and outside OECD, governments lack the

resources to properly monitor exports, imports, product sales, investments and

waste disposal activities with respect to their environmental impacts. Such

conditions explain the near absence of policy concerning international movements



27

of hazardous wastes and the lack of solid information with regard to the export

and import of hazardous products. Few countries have a good handle on what is

going where and why. The lack of information adds an air of mystery to the

environmental image of MNEs, but more importantly, makes it difficult for govern-

ments, workers and consumers to exercise informed choice. The remarks of famous

U.S. Supreme Court Justice seem appropriate here: "Publicity is justly commendable

as a remedy for social and industrial disease. Sunlight is said to be the best

disinfectant; electric light the most efficient policeman."74

D. MNE ACCOUNTABILITY/RESPONSIBILITY LIMITS

55. There does not yet exist a uniform or global concept of what a parent

company's responsibilities for their subsidiaries should be in the environmental

area, and for that matter, in most other areas.75 Questions of liability for

accidents and environmental or occupational health damage become very ambiguous

or troublesome (from the victim's perspective) when the enterprise causing the

harm is only partially owned by the MNE (e.g., a joint venture), is owned by

the MNE only indirectly (e.g., an affiliate of an MNE affiliate) or is a sub-

contractor (e.g., a "fly-by-night" waste disposal company with one employee)

by the MNE. Other factors which limit or diffuse MNE responsibility for damage

in the environmental arena include monetary ceilings or limits on liability

(such as with oil tanker accidents), temporal limits on liability (which impedes

or prevents recovery in cases involving long abandoned waste landfills or long-

latency periods in the manifestation of occupational disease), institutional

and legal barriers to cross-border adjudication of disputes (such litigation

is often cumbersome, time-consuming and expensive) and variations in the basic

concept of liability from country to country (e.g., negligence standards vs.
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strict liability, caveat eutptor vs. caveat venditor, etc.).

The consequence of these ambiguities, limits and barriers is that

countless people are either uncompensated or inadequately compensated for losses

and injuries due to MNE environmental or occupational damage.76 Compensation

is rarely prompt or fair, and as witnessed in the case of MNE oil spills, the

77
befouled nations typically end up paying the bulk of the clean-up costs.

E. MNE DIVIDED LOYALTIES/CONFLICTING JURDISDICTIONS

As noted by Raymond Vernon regarding multinational enterprises, Un

avoidably, each affiliate includes the elements of a double personality. It is

an entity created under the laws of the country in which it operates, responsive

to the sovereign that sanctions its existence. Yet, at the same time, as a

unit in a multinational network, each affiliate must also be responsive to the

needs and strategies of the network as a whole."78 On the issue of environmental

protection then, an affiliate of a MNE is potentially exposed to a multiplicity

of influences and answerable to more than one master. What a host nation demands

on the part of a MNE subsidiary may be inconsistent with what the home nation

government of the MNE desires, or more importantly, with the imperatives of the

parent management of the enterprise. The potential for conflict, given divided

loyalties, is high. The very fact that an entity inside a nation's gates is

exposed to the direct commands of outsiders has often been deeply distrubing

for national governmental regulators.

Although efforts on the partof most nations to extraterritorially

extend the application of their environmental policies have to date been rather

modest, the potential for overlapping regulatory jurisdictions, particularly

in regard to transfroritier and global commons issues, is also signficant. Over-

lapping jurisdictions often translates into conflicting and mutually incompatible
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directives being made on MNEs. Such has often been the case with regard to anti-

trust, trading with the enemy, human rights and questionable payments issues where

MNEs have gotten caught up in webs of contradictory forces, i.e., "monkey-in-the-

middle dilemmas."79 Without increased intergovernmental coordination it is likely

that both MNEs and governments may increasingly be victimized by contradictions

in the environmental policy field in the 1980s.

F. HOST NATION REGULATORY WEA1ESSES

Most nations (mainly developing, but also some developed) remain poorly

equipped to protect and manage their environments. Environmental awareness is

weak and regulations are nonexistent in many parts of the world. Even where

environmental agencies do exist they often do not have access to information and

data needed to make sound decisions and they do not have enough trained personnel

to carry out programs. With regard to toxic substances in particular, most develop-

ing countries have neither the institutional capacity nor technical ability to

assess the potential health and ecological problems associated with exposure to

such substances nor the regulatory frameworks or monitoring capabilities to keep

a close surveillance of industrial activities.80 This is one reason why efforts

to ship hazardous wastes to nations in West Africa, Central and South xnerica,

the Caribbean and East Asia have generated so much concern. Another lies in

widespread union/worker ignorance of the dangers to health and safety associated

with the handling and use of such chemicals.

Whether it is an asbestos plant worker in Mexico, an uranium miner in

Namibia, a farm worker using pesticides in Malaysia, or a chemical plant worker

in Seveso, Italy, their lack of knowledge and/or concern, coupled with the absence

or weaknesses of governmental institutions, makes them highly vulnerable to multi-

national corporate exploitation or negligence in regard to occupational health.



G. HOME NATION REGULATORY IMPEDIMENTS

As demonstrated, for example, by the efforts in the U.S. to fashion a

national hazardous substances export policy or to require U.S. federal agencies

to prepare environmental impact statements on their international activities,81

there are major barriers to home country extension of control over the environ-

mental behavior of its enterprises overseas. Extraterritorial environmental

regulation is impeded by source-nation concerns about violating other nation's

sovereignty, creating embarrassing diplomatic incidents, being charged with

"environmental imperialism," and perhaps most importantly, putting their own

MNEs at an obvious and costly disadvantage vis-a-vis MNEs home-based in other

nations whose governments do not enact and enforce similar regulation.

As such, home country governments of MNEs have acted rather passively

toward the environmental impacts of their enterprises overseas, generally allow-

ing them to adapt as they see fit to foreign conditions so long as no major

incidential costs result for the home country. Government resources have at

times been committed to assisting MNEs with such foreign adaptation, e.g., the

U.S. Eximbank financing the Westinghouse nuclear reactor at Bataan in the Philip-

pines unfortunately sited close to an active earthquake fault and four active

volcanoes. Such behavior dramatizes prevailing divergences of view between host

country, source country and global welfare. This quote from an Exirnbank official

tells us much: "You can bet we're not going to tell Brazil not to build a dam on

the Amazon, particularly if the Germans or somebody else will build it if we

don't.
,,82

Chapter IV

DEALING WITH ENVIRONMENTAL CONCERNS AND CONTROL LIMITATIONS

With our identification of key concerns regarding MNE environrnent

affecting behavior and limits of national control systems now completed, the
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natural question which follows is what should and can be done about them. What,

in other words, might be done to ensure that more MNEs behave in more environ-

mentally-responsible ways? Given the broad and diverse nature of concerns and

control limitations, it is clear that a variety of interrelated measures--some

private, others public; some unilateral, others multilateral--are probably

necessary in order to minimize the detrimental effects and maximize the benef i-

cial effects of MNE activities on the health, environment and economic welfare

of host countries.

A. UNILATERAL MEASURES

64. From the standpoint of unilateral action the efforts of three groups

of actors are relevant:

1. Multinational Enterprises

64.1 Much of the concern about MNE environmental behavior would of

course be alleviated if most MNEs themselves engaged in appropriate setting

of objectives, assignment of roles, measurement of performance, transmission

of information, development and transfer of environmental control technology,

and communication with relevant external bodies. Although some MNEs have

begun to recognize that environmental protection is good business,83 we

probably should not expect too much from purely altruistic behavior given

the short time horizons, competitive realities, and financial pressures

under which MNEs operate. Environmentally-oriented E behavior, as studies

have shown, is largely motivated by external (i.e., public policy) rather

than by internal pressures.84 We must add that just because an MNE acts

responsibly in one regulatory setting does not guarantee that it will do

the same in another; limits on cross-border responsibility, communication



and control gaps, and local accommodation philosophies, cause this to be

so.

Home Governments

64.2 Many observers contend that the home governments of MNEs bear

a responsibility in ensuring that their enterprises do not cause environ-

mental harm abroad.85 Home governments have thus been urged, for example,

to control or even prohibit the overseas sale of environmentally-hazardous

substances banned at home and to require environmental impact statements

for overseas MNE projects requiring prior approval or facilitation by the

home government. As we noted above, however, the likelihood of signifi-

cant unilateral actions on the part of home countries to extraterritorially

extend their environmental regulations is rather low given concerns of

competitive dislocation and diplomatic sensitivity. And even if home

country control systems are introduced they still may be evadable given

MNE mobility and flexibility.

Host Governments

64.3 Host nations are likely to remain the primary locus of real

power over the environmental behavior of MNEs into the indefinite future.

Import restrictions, customs inspections, impact assessments requirements,

disclosure rules, land use controls, tough air and water pollution stan-

dards, serious enforcement efforts, painful sanctions for violations, and

so on all represent powerful levers for motivating ES to find ways of

minimizing or avoiding damage to health and the environment. But as with

home governments, we must remind ourselves of the forces working against

the creation and use of such levers in host nations. Many such nations,

particularly smaller nations, within and outside the OECD, are and will

32



33

remain poorly equipped for effective environmental protection.86 And even

when they are well-equipped they will still remain vulnerable to a bargain-

ing process in which MNEs often have greater leverage given their advantages

of mobility, scale and information.

B. MULTILATERAL MEASURES

Independent actions by multinational enterprises and home and host

governments all have contributions to make in helping to alleviate concerns

about the environmental behavior of MNEs. But given the constraints operating

on each of these actors as reviewed above, it is questionable whether existing

or prospective unilateral action alone will be sufficient to bring about the

degree of control thought to be required. The competitive incentive systems

that guide much of MNE and governmental policy formulation all have a "foot-

dragging" bias, i.e., avoidance of pain until that pain is shared equitably.

Unilateral action, furthermore, offers little promise in dealing effectively with

the divided loyalties inherent in MNES or with the transfrontier or even global

nature of many MNE-induced environmental hazards. Unilateral action also raises

the prospect for overlapping or conflicting expectations being placed on MNEs.

All of this suggests a useful role and need for coordination and harmonization

at the international level. The needed symmetry between governed and government,

in short, suggests that the environmental behaviors of multinationals can only

truly be regulated effectively via a multinational approach.

1. The Menu of Options

The menu of potential multilateral options that might directly or

indirectly influence the environmental behavior of MNEs is a large one. All

of the measures listed below, about which much has been writeen,87 could be

useful in different ways, at different times, in different places, and on diffe-

rent issues in regard to the set of concerns about the environment-affecting

behavior of Es set out earlier in this paper. But as we will
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argue below, if one takes the perspective of trying to accomplish something in

relation to the complete set of concerns, i.e., the overall E environmental

"problem," then only a few of the following measures seem to be of high utility:

66.1 Mandatory or voluntary codes of behavior for MNEs (e.g., OECD,

88
ILO, UN, UNCTAD codes);

66.2 International consensus-seeking conferences on specific issues

(e.g., UMEP on stratospheric ozone layer);

66.3 Creation of regional or supranational environmental protection

89
agencies;

66.4 Multilateral environmental conventions or treaties;9°

66.5 International information exchange schemes (e.g., on hazardous

chemicals)
;91

66.6 Cross-border consultation and notification systems (e.g.,

on frontier siting of hazardous plants);

66.7 Creation of international registries (e.g., UNEP's International

Register of Potentially Toxic Chemicals);

66.8 Regular exchanges of views between nations (e.g., via Environ-

ment Committee of OECD);

66.9 Foreign assistance and training programs in the environmental

management area;

66.10 Declarations of policy (e.g., declarations by OECD Ministers

of the Environment in 1974 and 1979);92

66.11 Legally binding decisions and recommendations of the 0.E.C.D.

66.12 Promulgation of principles (e.g., 0.E.C.D. On transfrontier

93
pollution);

66.13 Holding of international hearings or investigations;

66.14 Binding or non-binding recommendations or resolutions (e.g.,

U.N. General Assembly on subject of hazardous exports; four since 1979);



66. 15 Use of environmental review procedures by international

financial institutions (e.g., U.S. A.I.D., World Bank);94

66.16 Creation of institutions for bilateral environmental manage-

ment (e.g., International Joint Commission between U.S. and Canada);

66.17 Bilateral or multilateral discussions involving heads of

state, prime ministers or ministers of foreign affairs.

A number of criteria suggest themselves for evaluating the utility

of alternative multilateral measures. The overall MNE environmental "problem"

demands a regulatory response that is broad in its coverage--over space, over

time, and over substance--given the wide range of nations, IEs and issues in-

volved. This rules out reliance only on purely bilateral or regional measures,

as well as single issue conferences or information exchange schemes. The "prob-

lam" calls for timely action, which casts doubt, for example, on the value of

slow and cumbersome treaty making, acceptance and amendment procedures. The

"problem" is rather complex and dynamic, which calls for a flexible approach

that one is not likely to find in international registries or one-time hearings.

The "problem" should, if possible, be treated in a direct manner; foreign assis-

tance-programs to developing nations or environmental review programs within

international financial institutions only touch MNEs in a tangential way. The

"problem" needs to be addressed in a pragmatic fashion; the idea of a supra-

national environmental protection agency in this regard is utopian given the

unwillingness of nations to accept the major restraints on national autonomy

and choice that such an arrangement would entail. Finally, the "problem"

demands a productive approach, that is, one that maximizes the ratio of output

(e.g., desired changes in MNE environmental behavior) to input (e.g., governmental

time and energy).

2. Toward a Code of Conduct

If one agrees that the "problem" of E environmental behavior demands

a collective response on the part of governments that is simulataneously broad,

35



timely, flexible, direct, pragmatic, and productive, then one type of measure

appears to hold considerable promise. That is a code of conduct or set of guide-
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lines as to what constitutes appropriate E environmental behavior along the

lines, say, that the OECD has already successfully done for issues of general

policy, disclosures of information, competition, financing, taxation, employment

and industrial relations, and science and technology.95

69. Even if one accepts the appropriateness of a code of conduct, further

decisions must be made about the nature of such a code, i.e., should it be volun-

tary or mandatory, general or specific, particular or universal, and moderate or

extreme? Evidence from codewriting efforts in a variety of international fora

during the l970s and 1980s strongly indicates that the likelihood of code accept-

ance and success declines rapidly to the extent that its creators attempt to make

it mandatory, specific, universal and extreme in character.96 As one observer

has concluded "... universally applicable and legally enforceable international

codes are simply not feasible in the present economic and political environment--

an environment which shows no immediate promise of becoming more amenable to

uniform treatment."97 In other words, one has to accept and work with fundamnen-

tal diversity in national economic and political systems, levels of industrializa-

tion and development, and resulting needs and objectives.

.70. The author therefore believes that the only kind of code regarding

the environmental behavior of MNEs that is likely to be feasible at the present

time is one that meets the following criteria:

Voluntary in nature (i.e., relies heavily on notions of self-regulation

on the part of national governments and MNEs, but still has great value internatiori-

ally as "soft law");

General in its phrasing (i.e., one which concentrates on broad or basic

principles and allows some modicum of flexibility of interpretation and implementa-

tion in different situations;
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Particular rather than universal in its coverage (i.e., a set of

guidelines or recommendations jointly addressed by member countries of the OECD--

where there is probably sufficient homogeneity of national needs and objectives--

to MNE5 operating in their territories; despite the relatively small number of

nations involved, this would still permit coverage of approximately 95% of MNE

headquarters and about 75% of physical MNE operations on earth); and

Moderate yet progressive, in its expectations about MNE behavior

(i.e., not too far out of line with what leading MNE5, national governments,

regional bodies such as the EEC and the OECD itself considers to be sound prin-

ciples of environmental policy and practice).

Adoption of a set of guidelines that met these criteria and covered

areas such as environmental impact assessment, plant safety, hazardous product

safety and waste management, liability and compensation, and transfrontier pol-

lution would not represent a panacea--no single or even combination of measures

is likely to ever resolve all the fundamental divergences between MNE welfare,

national welfare and global welfare with regard to environmental management.

And such international guidelines cannot be viewed as a substitute

for necessary unilateral action, particularly on the part of host governments.

But an OECD promulgated code could very usefully support and complement unila-

teral action by catalyzing awareness, clarifying the rules of the game, and

strengtheneing total public control and leverage over the environmental behavior

of MNEs.

Perhaps the greatest value of such a code would lie in its service

as an integrative benchmark, model or policy-pointer that would help to inspire

and shape changes in M1'E and national policy, and perhaps if needed, the evolution

of bilateral and multilateral agreements in this area of a more binding nature.

The code would thus represent a powerful vehicle for progressive international

harmonization.
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Foreword

The
role of the corporation in society has

been the subiect of some considerable debate
in recent years. In myopinlon, corporations must
realize that they not only play a significant role in
the economic development of a nation or region,
but also in Its social development and long-term
resource management, Industry should be
encouraged to use the considerable expertise that
exists within corporate structures to assist in long-
range sustainable development in all areas
throughout the world, particularly developing
nations.

This report outlines areas where cooperation
between governments and industry can be most
productive in environmental protection and
sustainable development. The work that is to
follow can play a significant role in the
development of procedures and mechanisms for
such cooperation. I am pleased to see that this
initiative is under way and recommend that this
report receive careful scrutiny by governments and
corporations. Broad support of this effort is
needed, and I firmly believe that such support Is
warranted.

C.W. Parry
Chief Executive Officer
Aluminum Company of America
Pittsburgh, Pennsylvania



Preface

Developing
countries face critical problems In

environmental and natural resource
management, and private sector initiatives can
help. In lune, 1983, World Resources Institute
launched a major project examining the role of
multinational corporations in environmental and
natural resource management in developing
countries. The premise of the prolect, and this
panel report, Is that International business can
play an important positive role in the wise use of
these resources. However, doing so requires a
deeper understanding of the environmental
problems confrontIng developing countries and of
the role of multinational corporations In
development. Effective cooperation will also
require a commitment by both corporations and
governments to find ways to apply the data,
technical expertise, and management capabilities
of the private sector to environmental
management.

As one of the protect activities, WRI sponsored a,
panel drawn mainly from the international
business community. The purpose was to seek the
experience, perspective, and recommendations of
experts with long Involvement In business,
environment, and development. The panel met and
considered the Issues during the fall and winter of
1983/1984. and the following Is a report of Its
findings and recommendations; the main emphasis
is on management of environmental resources.
Panel members participated in their private
capacity, and the panel report should not be
considered a statement of their respective
organizations.

World Resources institute will publish In mid-
1984 a report of the entire proiect. drawing on
this panel report, commissioned studies from de-
veloping countries, a conference held In lune
of 1984, and Its own research.
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Executive
Summary

The Challenge

Environmental
and natural resources are

under extreme stress in many developing
countries. The stress arises from rapid economic
growth and, in some countries, a vicious cycle of
poverty and resource degradation. Multinational
corporations IMNCs have a profound interest and
a constructive role to play In improved resource
management. Developing countries seek a strategy
of sustainable economic development, within
which the productivity of natural and human
resources is protected and improved.

These loint interests reflect a fundamental truth
that polemical discussions often obscure: foreign
direct investment is a j*,sitiw sum activity that can
benefit Investor and host country alike. But while
fundamental Interests are largely compatible, they
will not be fully realized without deliberate and
wise actions by both parties.

Host countries have the primary responsibility
for environmental and resource protection.
Multinational corporations can help, and it is in
their interest to do so. First, multinational
corporations have a major and growing stake in
the developing countries ($160 billion I. To protect
their Investments and to secure additional
corporate growth, MNCS require a stable and
predictable investment climate, one that is not
marred by disputes nor hamstrung by unduly
restrictive regulations. To maintain good long-term
working relations, MNCS must stay abreast of and



comply with proliferating resource and
environmental regulations In the Third World.
Second, multinational corporations have an
interest in the economic health of countries in
which they have invested. Development that
neglects the conservation of productive resources
will in the long term reduce conventional
economic growth and opportunities for profits. it
may also lead to social and political instability
that worsens the Investment climate and
discourages conservation measures by making
long-term returns uncertain to the investor.

Multinational corporations possess considerable
data, technology, technical expertise, and
management capabilities with respect to the
environmental consequences of their operations
and have impressive capabilities in natural
resource management. These capabilities are
scarce and expensive in developing countries. The
challenge for host countries is to find ways to tap
this wealth to improve environmental and resource
management.

Generally shared interests and benefits are not
enough. Widespread misperceptions about
corporate environmental and resource policies and
about the environmental constraints faced by
developing countries must be identified and
clarified. Specific points of divergent interests must
be recognized, negotiated, and resolved. Concrete
positive actions by corporations and governments
must be identified and acted on.

Findings

Six Issues that have dominated discussions of
the role of multinational corporations in
environmental protection in developing countries
are often misunderstood or are founded largely
on myth. A careful analysis reveals:

Fftt, reasonable measures to safeguard the
environment are not unduly costly, and
corporations and developing countries can
afford them. "Building clean' may be the
most efficient method of production.



Measures that conserve the productivity of
resources (including labor), maintain health,
and preserve environmental amenities can
bring benefits that exceed costs. The issue is
not whether developing countries can afford
such measuresthey are iquird for
sustainable deveiopmentbut rather what
the appropriate nature, level, and form of the
measures should be.
Second, internationally uniform ambient or
emission and effluent standards are not
desirable. They would neither equalize
international competition nor be
economically efficient. It does not follow
that environmental standards in developing
countries should be weaker (or stricter) than
elsewhere. The correct principle is that
standards should reflect a local calculus of
costs and benefits. Exceptions may be for
Internationally traded products and activities
with transnationai or global environmental
effects.
ThI,, there Is no evidence that 'pollution
havens" are seriously distorting the
international pattern of Investment. While
some reallocation of Industrial activity has
probably occurred, differences In
environmental control costs are generally
small relative to other production costs
labor, intermediate inputs, taxes, transport,
energyand the traditional determinants of
industrial location swamp environmental
considerations.
Fourth, trade in hazardous substances raises
thorny problems that cannot be resolved in
the abstract. Reasonable guidelines include
the adequate transfer of information, the
enhancement of developing countries'
capacity to assess hazardous products, self-
regulation by corporations and trade
associations, and the adoption of regulations
that minimize implementation costs and
protect proprietary information. International
agreement is desirable, but difficult, and
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effective national action need not always
await International agreement.
Fifth, developing countries generally have or
can acquire the technical and administrative
capabilities needed to negotiate
environmental and resource issues with
multinational corporations. The more serious
problems are the weaknesses of
environmental and resource protection
agencies vis-a-vis development and finance
ministries and ineffective enforcement of
regulations.
Sixth, the extreme argument that MNCs are
engaged in environmental exploitation of the
Third World misses the mark. The Issues of
global rates of resource use, terms of trade,
and environmental damages from resource
extraction would exist in much the same
form if MNCs disappeared, Moreover,
developing countries are exercising their
sovereign right to control the rate and terms
of resource development.

The concept of sustainable development
unites the need for economic growth with the
wise management of productive resources for the
long term. By sustainable development, we mean
using non-renewable resources in a technkally
efficient fashion; using the earnings from non-
renewable resource exploitation to build
productive capacity through Investment in
physical and human capital; maintaining the
productivity of renewable resourcessoils,
forests, fisheriesfor future use; and protecting
the valuable services provided directly by
environmental resourcesclean air, potable
water, recreation, and amenities.

it Is an opportune time for multinational
corporations to loin the search for
sustainable development strategies. Developing
countries have only recently begun to formulate
policies. Attitudes toward foreign investors are
less contentious and more realistic than a
decade ago, and MNCs are more sophisticated
and flexible in their relations with developing
countries.



Initiatives

Constructive steps to avoid disputes and
improve resource management include:

Corporations should reaffirm or establish
corporate environmental and workplace
policies and fully comply with host-country
regulations.
Corporate policies require and should
receive the commitment of top management,
with adequate communication, assignment
of responsibilities, and procedures for
reporting, review, and follow-up.
Corporate responsibility extends to joint
venture partners and, in some instances, to
subcontractors. In joint ventures, the foreign
partner should accept responsibility for good
practice in all its operations.
Corporate workplace policy requires
adequate worker training, the monitoring of
equipment and trained personnel, and
provision of risk and health information to
workers.
Corporations have an obligation to establish
workplace standards that may, in some
instances, go well beyond the minimal
obligation to meet local regulations.
Corporations can support and encourage
local officials In developing reasonable
workplace standards and can take a
leadership role in local business
associations.
Corporations should not subcontract
hazardous operations to avoid direct
responsibility for worker protection.
Corporations may have additional
obligations for the workplace practices of
subcontractors, but each situation must be
considered individually.

If properly done, environmental impact
assessments (ElAs) are valuable tools for
identifying and moderating the adverse
consequences of development projects. They
work best for large capital projects. Guidelines
include:

5
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EIAs should be undertaken early in the
planning process, before final decisions on
plant siting and design have been made.
EIAs should be as comprehensive as
possible with respect to onsite and offsite
environmental effects, alternatives and the -

costs thereof, plans for emergency hazards,
and social impacts.
EIAs should be made available, as a general
principle, at an early stage to host-country
officials and local community groups affected
by the investment.

We do not believe internationally uniform
environmental ambient or emmission standards
are desirable or that U.S. procedures are
necessarily useful for others. Countries should
consider their own social, economic, physical
and cultural characteristics, and values in
choosing environmental oblectives and
procedures.

Multinational corporations should be
prepared to work with local authorities in
devising standards, and in making them
effective. It is in their interest to become
actively involved through advisory panels,
local industry groups, and direct contacts.
industrial countries should not try to limit
imports due to environmental cost
differences, nor try to extend their
environmental norms to the foreign
operations of their MNCs.

Much can be accomplished by industry
associations. Self-regulation at the industry level
can exert peer pressure on less responsible
firms, forestall more extreme restrictions by
governments, and sharpen the generalities found
in universal codes of conduct. Initiatives that
should be considered include:

Industry codes and guidelines for the export
of hazardous products and Industry-wide
workplace standards for exposure to
hazardous materials.
Action at the industry level to involve and
improve the practice of domestic firms in
developing countries.



Use of Industry associations as an effective
vehicle for cooperative Interaction with host-
country regulators.

Steps to improve training and the transfer of
technology and technical expertise to host
countries are critical. Channels include:

Using environmental impact assessments to
convey data and technical information.
Providing on-the-job training of host-country
nationals in pollution-abatement technology
and resource management.
Providing personnel, equipment, and
financial support for local institutions
engaged in technical education and applied
research.
Orienting corporate R&D toward solving
pressing local environmental problems.
Furnishing information to local authorities
with responsibilities for worker health.
Seeking market opportunities for pollution-
monitoring and -abatement equipment and
investigating commercial opportunities in
agriculture and nonconventional energy that
can relieve environmental stress.

We believe international codes of conduct and
guidelines can improve environmental and
natural resource management in developing
countries.

We endorse the draft language of the U.N.
code on transnatlonal corporations as it
applies to the environment and suggest
strengthening It by making It explicit that
non-proprietary information supplied to
authorities should also be made public. A
statement affirming non-discriminatory
treatment with respect to environmental
regulations of all firms, foreign and locally
owned, should also be included.

Host countries steps for improving
environmental management are equally critical:

Environmental regulations should be based
on an assessment of benefits and costs.
should be explicit and predictable in their
applicatIon, and should treat all firms.
domestic and foreign, in an even-handed
manner.

7
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Whenever possible, regulations should rely
on performance criteria for attaining
environmental oblectives rather than
mandated procedures or technology.
Developing countries should attempt to
incorporate environmental factors into
economic planning by careful siting of
industry, as well as by improved national or
regional modeling of air and water resources
and ecological systems.
Developing countries need to strengthen the
position of their environmental protection
agencies and improve enforcement
mechanisms.
Trade and domestic economic policies that
impede environmental protection, such as
underpricing energy and water and restricting
imports of pollution-abatement equipment,
should be removed.



Introduction

T A ultinatlonal corporations have a profound
IVI. interest and a constructive role to play in

environment and natural resource management In
developing countries. That interest derives from
the corporation's concern for a stable and
profitable investment climate, Its desire to
maintain good working relations with host
governments and other groups, and its need to
promote long-term utilization of the resource
base. Developing countries seek a strategy of
sustainable economic development, within which
the productivity of natural and human resources is
protected and Improved. Many developing
countries believe that foreign direct investment
catalyzes development. But while multinational
corporations and host countries have fundamental
Interests that are largely compatible, they will not
be fully realized without deliberate and wise
actions by both parties.

Multinational corporations (MNCs) and host
countries' loint interest reflects a fundamental
truth that polemical discussions often obscure:
foreign direct Investment is a sitiw sum activity
that can benefit investor and host country alike.
For the corporation, its shareholders, and its
customers, foreign direct Investment provides an
opportunity to reduce production costs and
generate earnings. It Is an effective means of
securing supplies of raw materials and
intermediate products and of tapping new and
growing markets. For the host country, especially
in the Third World, investment by multinational
corporations provides capital, technology,

9
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management expertise, and access to world
markets. By rationalizing extraction, processing,
manufacturing, and marketing on an international
scale, by transferring technology, and by
mobilizing corporate and host-country resources.
MNCs increase economic efficiency and hence
contribute to the growth of output, income, and
welfare. This provides the general basis for mutual
benefit from foreign direct investment.

The interests of MNCs and host countries also
coincide, at a general level, in sound management
of environment and natural resources and in the
need to avoid resource disputes. The interests of
the MNCs are two-fold.

MNCs' First, multinational corporations have a malor
stake and growing stake in the developing countries

(SI & billion). To protect their investments, to
keep them profitable, and to secure additional
corporate growth, MNCs require a stable and
predictable investment climate that is not marred
by environmental and resource disputes and that
is not hamstrung by irrational or unduly restrictive
environmental controls. Political, social, and
economic stability is also necessary. Similarly,
maintaining good working relations over the long
term requires MNCs to stay abreast of and comply
with the proliferating set of resource and
environmental regulations in the Third World.
Indeed, multinational corporations have a unique
opportunity to Involve themselves and advise on
emerging environmental policies.

Second, multinational corporations have an
obvious interest in the economic health of
countries in which they have invested. To the
extent that host countries devise resource and
environmental policies that promote sustainable
development, corporations will benefit. This is
particularly true of resource-based investments,
but it is also true for other investments that
depend on expanding domestic markets.
Conversely, development that neglects the
conservation of productive resourcessoils,
forests, fisheries, and laborwill reduce
conventional economic growth and profit
opportunities in the long term. It may also lead to



social and political Instability that worsens the
investment climate. Sodal and economic
instabflity Itself discourages conservation
measures by making long-term returns uncertain
for the Investor.

Developing countries have an equal interest in
devising rational policies. While foreign direct
investment supplies only about 3 percent of total
Investment in the developing countries, Its impact
Is disproportionally strong because it is
concentrated in certain critical sectors (e.g..
resource extraction and chemicals) and because it
is the principal channel for technology transfer
and international marketing. Moreover, the desire
for foreign direct investment is likely to increase
due to a debt-related squeeze on bank borrowing
and bond issues in international capital markets.
Most developing countries wish to attract foreign
direct investment, albeit with suitable controls,
and this investment directly affects environmental
and natural resources.

wntrfbutk,ns Perhaps more important, multinational
corporations are a principal repository of data,
technology, technical expertise, and management
capabilIties with respect to the environmental
consequences of their operations. They also have
impressive capabilities in natural resource
management practices. This information,
technology, and expertise is scarce and expensive
In many developing countries. Host countries'
challenge is to find ways to tap and use this
wealth of information, technology, and expertise
to improve environmental and resource
management.

Generally shared interests and benefits,
however, are not enough to dispel concern. To
fashion practices that will minimize disputes and
promote good management, corporations and
host governments must take several steps. First,
widespread misperceptions about corporate
environmental and resource policies, and about
the true nature of the environmental and resource
constraints faced by developing countries, must
be Identified and clarified. Second, and more
important, there are specific substantive points of

II
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opportune time

divergent interests that must be recognized,
negotiated, and resolved. For example, the social
interest in preserving cultural artifacts, or
traditional land-tenure patterns, may conflict with
natural resource development projects. Frequently,
the underlying conflict is between domestic
interest groups directly involved, but Foreign
investors are necessarily caught up in the debate.

The great variation in corporations' size,
nationality, sector, and operating methods affect
corporate environmental and resource practices.
For example, mining projects are characterized by
large, long-term fixed Investments, and the
incentive for responsible behavior is strong. The
incentive is weaker for firms with short investment
horizons, or for firms that hold short-term
non-renewable concessions for say, timber. Firms
with decentralized structures may have more
difficulty in exercising overall corporate
environmental policy. Finally, not all firms have
established environmental and resource policies,
and not all corporate practices live up to
corporate objectives. The challenge is to bring less
responsible firms up to better industry practice.

In many areas, both MNCs and developing -
countries have only recently begun to establish
explicit environmental protection and natural
resource conservation policies. Neither have the
experience needed to determine their long-term
environmental objectives and the best strategies
to achieve them. Over 100 countries have
established environmental protection agencies
during the past decade, and both MNCs and host
governments are actively defining their interests. It
is an opportune time for thoughtful study. The
need is to identify specific, concrete, and
constructive steps that corporations and host
governments (as well as home governments) can
take to help realize their mutual benefits.



The MNC
Perspective

Arealistic
assessment of the role of

multinational corporations in
environmental and natural resource management
in developing countries must start with a clear
understanding of the objectives that guide
business practice. The most fundamental objective
is one that can easily be obscured in discussion
of details: corporations seek profits and growth.
Corporate actions that contribute to profits and
growth generally will be voluntarily undertaken.
Actions that do not contribute directly to profits
and growth generally will be taken in response to
government requirements and because an
important element of a long-term commitment is
acceptability by the host country. Because foreign
direct investment is a positive sum activity that
creates net benefits, corporate pursuit of profit
and growth often coincides with the development
objectives of the host country.

The guiding objective of profits and growth can
be used to evaluate environmental protection
measures undertaken by corporations. These
measures fall in three classes: I) environmental
protection and pollution-abatement measures that
contribute directly to profit; 2) those that are not
justified by narrowly defined corporate financial
interests alone; and 3) those undertaken primarily
for the sake of long-term corporate interests other
than immediate profit.

13
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I. Profitable Measures

Conservation of materials, recycling of water,
and waste recovery for re-use or commercial sale
are widespread In industry. Governments can
promote such measures by encouraging proper
pricing of raw materials, energy, water, and
intermediate Inputs; by adopting liberal policies
toward importation of resource recovery and

erfonnance energy-efficient technologies; and by emphasizing
requirements performance requirements in attaining pollution-

abatement oblectives as opposed to mandated
technology and procedural requirements.
Performance requirements allow the firm flexibility
In choosing technology and process change. Thus
they are more efficient. Sometimes, pollution
abatement is an incidental benefit of modern
design and technology. For some industrial
operations, it is cheaper for the firm to use
"clean" technology and processes on a worldwide
basis, even in the absence of local pollution-
abatement regulations. Such cases are not
environmental protection measures r se but the
fortuitous convergence of technological efficiency
and pollution reduction.

In renewable resource development projects, the
corporation may have a direct financial interest in
good management aimed at maintaining a
continued flow of materials at reasonable cost,
provided it has secure tenure, Agro-industries that
produce food or industrial raw materials have a
direct, long-term financial interest in soil
conservation and in pesticide-use practices that
minimize resistance buildup in pests. Pesticide
firms with large sunk costs in products on the
market may also support use practices that
minimize subsequent pest resistance. The key
consideration for this class of activity is that the
Interests of the corporation and the host country
reinforce each other. The challenge is to Insure
that government policies support good corporate
environmental practices and that corporations are
alert to profitable environmental protection and
resource-recovery measures. With supportive



policies and alert management, MNCs pursuing
their own financial interests will take such
measures without external pressure.

The same logic supports reasonable health and
safety standards for the workplace. It makes good
financial and business sense to develop and
maintain a healthy, stable, and productive work
force. Even in so-called underdeveloped countries
and In unskilled, labor-intensive operations, firms
spend considerable sums on recruiting and
training workers. Accidents, worker illness, and
labor turnover are costly to the firm, as well as to
the workers. Moreover, the widely accepted
business principle that good worker relations and
attitudes contribute to productivity holds in poor
countries as well as rich. Even in the absenceof
strict government-mandated occupational health
and safety regulations, progressive companies
would wish to control environmental hazards in
the workplace. Here too, the corporations' direct
financial obtective and the social interest of the
host country converge.

2. Measures That Narrowly Defined
Corporate Interests Alone Cannot Justify

When the costs of environmental degradation
are not borne by the firmas, for example,
downstream pollution from chemical waste
disposal or neighborhood effects on agricultural
crops from air pollutionimmediate corporate
self-Interest alone cannot be expected to produce

externaliti adequate abatement actions. (The economic term
for these costs is "externalities.") Acting along, a
firm undertaking environmental controls would
incur costs and find itself at a competitive
disadvantage with less responsible firms.
Moreover, self-interest by corporations may be
insufficient to fully protect worker health and
safety, so a case for government workplace
regulations emerges.

By and large, corporations acknowledge this
inability of the unregulated market system to
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deal with externalities, and they recognize the
need for government regulation to limit
environmental degradation and establish worker
health and safety legislation. The principle of
government regulation of external environmental
effects is almost universally accepted in the
industrial countries. As developing countries
assess their need to correct or prevent
environmental externalities and protect workers,
there is reason to believe that the principle will
be accepted by business operating in developing
countries as well.

In general, multinational corporations will
comply with this class of environmental and
natural resource regulation In developing
countries because doing so is considered a
legitimate "entrance price" for the opportunity to
maintain operations in a foreign country, and
because such measures, if applied equitably, do
not penalize any single firm to the advantage of
others. Also, MNC investments are highly visible,
so firms cannot afford politically to do otherwise.
For this second class of environmental action, the
key questions are how far environmental
protection measures should be pressed, which -

mechanisms should be used to Insure corporate
compliance, how fairly they are applied, and.
whether they are stable and certain. MNCs seek
regulations that show some congruence between
costs and benefits, allow the corporation flexibility
in meeting performance requirements for
environmental protection, are reasonably
equitable as applied among firms, and are explicit
and predictable in their Implementation and
enforcement. The desire for a regulatory climate
characterized by stability, flexibility, and equity is
also important in other areas of corporate
concerntaxation, labor policy, and so forth.
Business accepts this class of environmental and
resource regulation, even though such regulations
do not contribute directly to profits and growth.
At the same time, we stress that the overall
regulatory climate is a consideration In siting new
investment, and regulatory overkill should be
avoided.



3. Measures Taken Primarily to Influence
the Business Climate

The willingness of corporations to take
additional (and sometimes costly) measures that
are not required by host-country governments
varies. Some firms act in anticipation of more
stringent regulations in the future, or to forestall
such regulations. One motive Is to avoid future
legal liabilities. Evidence that a company took
environmental protection measures in one country
but not in the host country may be the basis for a
judgment of negligence. Some corporations seek a
good image, recognizing that good corporate
relations require a climate of widespread public
acceptance and approval, in an uncertain business
climate, some justify additional environmental
protection expenditures as investments in
community goodwill, or to lower the risk of
subsequent nationalization or expropriation. Some
corporations make environmental protection
expenditures to bolster their chances for approval
of additional investments in that country or in

image other countries. The concern by MNCs for a
supportive public attitude extends to public
opinion in both home countries and host
countries. Finally, it may simply be corporate
policy to accept certain environmental protection
costs as an obligation inherent in good corporate
citizenship. Often, corporations act on a
combination of motives.

Three other points are relevant for
understanding the environmental role of
multinational corporations. First, business does
not approach investment or environmental
protection decisions in developing countries in a
fundamentally different fashion than in industrial
countries. While some aspects of the investment
climate, such as political stability and corruption,
may take on increased importance in a few
developing countries, multinational corporations
use essentially the same criteria to evaluate
investment on a worldwide basis. The more
important distinction may be between raw
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material development projects, which often take
place in remote areas, and Industrial production,
which is generally in or near urban areas. in rural
areas with primitive conditions, different
environmental standards and operating
procedures may be necessary.

Second, not all MNCs are private and based in
industrial countries. Many are state-owned or
mixed entitles, and an increasing number of
MNCs are based in developing countries. Because
MNCs are themselves diverse, their environmental
practices will also be diverse. Thus, a full
understanding of MNC environmental practices
requires consideration of the products or services
the firm produces, the location of its activities,
and ownership patterns.

Third, the majority of economic production in
developing countries is controlled by national
firms, either private or state-owned, and not by
MNCS. Most of the environmental issues
discussed herein also Involve domestic firms.
Thus, effective environmental protection will
require cooperation from all segments of the
business community.



Environmental Problems in
the Third World

Most
environmental problems in

developing countries resemble those ol
advanced countries. Industrial pollution is
common to both, although the level of
industrialization varies widely among Third World

common problemscountries. SOIl degradation, excessive or
inappropriate use of pesticides, and fertilizer run-
off are common to agriculture worldwide, even
though soil types, crop patterns, hydrological
characteristics and other variables differ. Mining
requires measures to control off-site effects and,
where feasible, land reclamation in both groups of
countries. Providing potable water for household
use and adequate water quality for industrial and
agriculture use is another common problem.
Protecting such environmental amenities as
recreation, wildlife, and scenic attractions is a
worldwide concern, although the demand and
economic value attached to these services may
differ In different countries. Perhaps more
important, the guiding principle for environmental
managementthat the marginal or incremental
costs of environmental protection should
correspond to the marginal benefits, or damages
avoidedis equally correct (and elusive) in rich
and poor countries.

The role of multinational corporations in these
common problems is also similar. Economic
production in both rich and poor countries can
cause environmental stress as can consumption
activities and even government actions. But
business is also a major source of technology and
technical expertise for moderating environmental
damages. Markets for pollution-abatement
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technology and specialized technical expertise
have grown rapidly in industrial countries. We
expect similar market growth in many of the
developing countries, and multinational
corporations should play a key role in meeting
this demand.

Despite the commonalities, two important
aspects of environmental issues do differ
significantly in industrial and developing
countries. The first is the issue of appropriate
standards, which is considered on page 24. The
second, which can be described as a "poverty-
resource trap,' requires elaboration.

in the poorest developing countries, extreme
poverty and population pressure have combined
in a vicious circle of progressive deterioration of
the natural resource base (mainly in agriculture)
and further social and economic impoverishment.

a vicious The mechanisms are now widely known. The food
cycle needs of growing populations can lead to

cultivation of marginal and fragile soils that are
easily exhausted or eroded. Pressure to produce
more food can lead farmers to shorten the fallow
period in slash-and-burn agriculture or simply
deprive the soil of its nutrients. Similarly, the high.
costs of conventional fuels can lead to
deforestation and divert dung otherwise used as
fertilizer and soil conditioner to fuel uses.
Overgrazing of semi-arid lands and depletion of
fish stocks due to population and food pressure
are other cases in point.

At first glance, the role of multinational
corporations in these situations does not appear
decisive. By and large, countries experiencing this
destructive cycle are not malor locations for
foreign direct investment. The degradation of the
resource base is primarily a domestic
phenomenon. Most of the techniques for
protecting resources from this type of degradation
appear to involve simple and widely known
technologies and practices that the MNC has no
advantage in providing. Realistically, the solutions
for such environmental problems must be found
mainly in local practice, in national government
policies, and through international development
assistance.



On reflection, however, this is too narrow a
view: MNCs may have a significant, if indirect, role
to play. One approach that has proved remarkably
successful in the Republic of Korea, Taiwan, and
other East Asian countries with poor resource
bases and large populations is to promote export-
oriented Industrialization relying in part on foreign
direct investment for capital, technology, and
marketing. Also, development of natural resources
for export, in part through MNCs, can provide
foreign exchange for imports to relieve acute food
and fuel pressures and help break the vicious
circle.

More directly, the scope for innovative
partnerships in modern agriculture between
foreign direct investment and local producers is
impressivewitness successful contract Farming

emetying prolects in Central America and Colombia. In
opr*wtunit similar fashion, research and development by

MNCs may lead to innovative solar, mini-hydro,
and biomass technologies and products to meet
local energy needs of poor countries, thus
relieving pressure for deforestation. High
technology firms in communications, information
processing, and genetic engineering might find
markets in middle- and even tow-income
countries, thereby increasing agricultural and
energy productivity. While most MNC production
for the local market has been supplying
conventional producer and consumer goods,
further adaptation of production, marketing, and
products to meet local conditions and relieve
local environmental stress is worth exploring.
Once again, the requirements are alert. Flexible,
and innovative management by MNCS, and
supportive host-government policies, in short, this
class of environmental problem does differ from
those in advanced countries, and solutions must
be found by promoting sustainable growth. The
direct responsibility for halting environmentally
destructive practices rests with the developing
country. But MNCS can assist by contributing to
employment and growth, by improving agricultural
productivity, and by contributing to local energy
needs.
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Issues

X A ost discussions of the role of
IVI multinational corporations in

environmental protection in developing countries
turn on six questions, each of which is often
misunderstood or Is founded largely on myth.

I. Can developing countries afford
environmental protection measures?
Are Internationally uniform environmental
standards needed to protect the environment
and equalize competitive conditions?
Are 'pollution havens" a problem?
What rules are needed to regulate trade in
hazardous substances?
Do developing countries have the capabilities
to negotiate environmental and resource
issues on equal terms with MNCs?
Does international trade in raw materials
cause resource and environmental
impoverishment in the Third World, and are
MNCS Involved?

I. Can Developing Countries Afford
Environmental Protection?

Reasonable measures to safeguard the
environment are not unduly costly. For several
reasons, both corporations and developing
countries can afford protection measures. First,

building clam "building clean" Is sometimes the most
technologically efficient method of production. A
corporation facing pollution-abatement



How clean is

clean enough?

requirements is compelled to consider alternative
technological processes that both minimize
pollution emissions and conserve energy, water,
and materials. in many instances, materials
recovery for re-use or sale as by-products can
make pollution prevention "pay." Energy
production industries such as petroleum and coal
may offer the best opportunities for gaining
efficiency by "building clean." Second, process
change or investment in modern pollution<ontrol
equipment at the outset may save the expense of
retrofitting or prematurely scrapping plant and
equipment if stricter environmental controls are
imposed latera key consideration in countries
expected to implement more comprehensive
environmental control measures within the
lifetime of the investment. Third, corporations with
investments in agribusiness, forest products, and
other renewable resource industries have a long-
term self-interest in protecting the resource base
provided that they have secure operating
agreements. Fourth, protecting workers from on-
site hazards makes good business sense as it
maintains worker productivity and morale, reduces
expensive labor turnover, and keeps costly worker-
compensation payments to a minimum.

Developing countries themselves do not seek
economic growth at any cost. Development
implies a sustained increase in society's well-
being. Environmental protection measures that
conserve the productivity of resources (including
labor), maintain and improve health, and preserve
benefits derived from environmental amenities
cannot be considered unduly costly. Correctly
stated, the issue Is not whether developing
countries can afford environmental protection
measuresclearly, such measures are require4 for
sustainable developmentbut rather what the
appropriate nature, levels, and forms of the
measures are, and how competing needs can be
reconciled. How clean is clean enough? Industrial
countries face these same issues.
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2. Are International Environmental
Standards Needed?

No aspect of environment and development Is
more contentious or easily misunderstood than
the question of standards, especially
internationally uniform standards. At one extreme.
some argue that only internationally uniform
environmental standards can avoid distortion in
the pattern of international trade and investment,
forestall the creation of "pollution havens," and
improve environmental quality on a worldwide
basis. At the other extreme, some contend that
poor countries should maintain weaker standards
than rich countries so as to attract Industrial
activity and promote more rapid economic growth.
Multinational corporations are directly concerned,
as they are required to meet the environmental
standards of each country In which they operate.
Despite the complex issues that the standards
question raises, a careful analysis reveals guiding
principles that international business can support
and that will meet the social and economic needs
of developing countries.

Confusion springs from the vagueness of the
terms "standards" and "international standards"
and from a misunderstanding of supply and

sourcs demand for environmental services. A moment's

confusion reflection reveals that internationally uniform
standards and uniform standards developed by
international organizations are not the same thing.
Moreover, internationally uniform standards can
result from government, industry, or corporate
decisions. Thus far, international bodies have very
little authority to establish environmentai
standards, uniform or not, although conventions
developed under the International Maritime
Consultative Organization (IMCO) do regulate
environmental aSpects of international shipping
and tanker trade.

In practice, the critical questions are whether
governments should work together to harmonize
national standards, whether corporations should
be required to meet the same standards in every
country where they operate, and whether



corporations and industry associations should
strive for uniform environmental standards in all
of their operations. But which standards are to be
made uniform? And would uniform standards

jnter.iational equalize international competitive position? Is

wmrtitIon equalization of competitive position itself
desirable?

In the case of pollution standards, used here
because they typify environmental standards,
ambient standards could be identical among
countries, but the costs of meeting the standards
would vary enormously with the level and nature
of economic activity, physical and climatic
features, and other factors. Thus, uniform ambient
standards would not equalize international
competitive position. Nor would identical ambient
standards be economically desirable ii physical
damages to, say, crops. health, or recreational
opportunities differed from region to region and
country to country. Finally, the monetary valuation
of environmental services, or damages thereto,
may be quite different among countriesanother
argument for non-uniform standards (except
perhaps, as noted below, in the case of
transfrontler pollution).

To be operational and effective, ambient air and
water quality standards must be accompanied by
emission and effluent limits, usually specified in
quantities emitted per unit of production or per
unit of time with some specified dilution factors.
But internationally uniform effluent or emission
standards for the same industrial operations
would equalize neither ambient air and water
quality (since the level of economic activity varies
from location to location) nor environmental costs
in various locations (since the costs and
opportunities for alternative waste disposal
practices differ widely from place to place). Even if
differences among countries in the valuation of
environmental services were not considered, and
even It an equaHzation of environmental control
costs among countries were deemed desirable to
moderate trade advantage or the international
reallocation of investment, neither uniform
ambient environmental quality standards nor

25



26

uniform emission or effluent standards applied to
production would do the lob.

This said, it does not follow that environmental
standards in developing countries should
necessarily be weakeror stricterthan In
Industrial countries. On the supply side.
developing countries have little if any comparative
advantage based on the unexploited supply of
environmental assimilative capacity for waste
disposal. in many urban areas in developing
countries, the waste loads entering air and water
media are actually greater than in cities in
industrial countries. Except for remote sources of
raw materials, new investment is likely to occur
primarily in the more industrialized regions of the
advanced developing countries, which already
have moderate to severe waste-disposal problems.
Also, where health conditions are poor and health
problems are interrelated, tolerance to pollution
may be lower.

The argument that lower Incomes in developing
countries reduce the demand for environmental
services, and thus justify weaker standards, is not
correct for general application. If the environmental
damages are to productive resourcessoils,
structures, capital equipment, and recreational
sites supporting International tourismthe
scarcity of these resources In developing countries
and the requirements of sustainable development
suggest higher, rather than lower, standards of
protection. For environmental amenities such as
recreation, however, for which the demand may
depend on income, the case for weaker standards
In low-income countries has some merit.

The most vexing standards question concerns
human health. On the one hand, labor itself is a
productive resource, and minimum measures to
protect health can be justified on conventional

hiIth economic grounds. Also, as the purpose of
development is to improve human welfare, it
would be inconsistent and irrational to pursue
economic growth while ignoring environmental
health costs. On the other hand, resources are
scarce, and the calculus of health gain versus
pollution-abatement cost may well depend on



Income levels. In any event, setting environmental
standards to protect human health is primarily a
domestic political function, and the merits of
attempting to move toward Internationally
uniform standards appear elusive.

To summarize, national differences in standards
and differences in environmental control costs
among countries reflect differences in supply and
demand conditions for environmental quality.
These, in turn, reflect varying physical and climatic
endowments, types and levels of economic
activity, preferences, Income levels, and so forth.
These cost differences can and do affect the
pattern of international trade and investment,
although, as discussed below, the measurable
effect is minimal. Little can be gained from trying
to eliminate cost differences, or differences in
standards, to moderate the trade and investment
impact. On the contrary, an attempt to obtain
international uniformity among government
standards would Itself be distortive, costly, and
inefficient. These general principles apply to
international uniformity as an objective of
government policy. Corporations may themselves
wish to establish uniform corporate-wide
environmental standards: besides the reasons
spelled out earlier, the use of a single worldwide
technology may be most efficient for some
Industrial operations.

A general principle is that environmental
standards should reflect a local calculus of costs

a Im.aI cakuhis and benefits. There are two exceptions. When
of costs and standards are applied to internationally traded

f.e'neflts pvvducts, such as radiation emission levels for
consumer electronics or heavy metal content for
marketed seafood, uniform standards in all
markets lower unit production and testing costs
and allow for longer production runs, and are thus
more efficient. Also, uniformity reduces the risk
that differential national product standards
become covert trade barriersa serious issue for
pesticide residue limits in food products. The
contrary argument supporting diversity is that
countries (or regions) differ with respect to
physical conditions, concentration of economic
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activity, demands on the environment, and
preferences for environmental quality. Differential
product standards can accurately reflect these
differences. The best policy is to seek international
harmonization of product standards when there is
little scientific controversy surrounding the health
effects, when differences among countries with
regard to the costs and benefits of product use
are minimal, and when adapting to different
product standards Is costly. The International
Standards Code that emerged from the
Multilateral Trade Negotiations provides sensible
guidelines. Additionally, the Environmental
Guidelines adopted by the Organization for
Economic Cooperation and Development in 1972
call for governments to avoid the use of
environmentally related product standards as
covert trade barriers.

Another exception to the general principle
transiationaI occurs when activities have transnational or global

*,llution environmental effects. Since locally determined
standards would fail to consider regional or global
damages, a more appropriate policy would
consider regional (global I benefits and costs,
which might require some International
harmonization of environmental control measures.

3. Are "Pollution Havens' a Problem?

A widespread concern has been that
international differences in environmental control
costs might draw economic activity away from
countries Imposing stringent environmental
controls and toward countries with weak or
nonexistent environmental protection legislation.

industriil Such environmentally motivated industrial
rehxation relocation might occur partly through foreign

direct investment and the investment-location
decisions of multinational corporations. At the
extreme, some fear the creation of so-called
pollution havens.



Environmentally motivated industrial
relocation, were It to occur, Is not necessarily
undesirable. Countries do differ with respect to
the supply and demand for environmental
services. The theory of comparative advantage
rests on differences among countries in relative
supplies of labor, capital, and natural resources.
Comparative advantage can be extended to
include supply and demand for environmental
services, and It is to be expected and welcomed
that as countries establish environmental
protection measures, the pattern of international
trade and investment adjusts to the new
configuration of relative costs. The thorny issue
is whether each country's environmental
regulations accurately reflect social costs and
benefits, Including future demand for
environmental services.

Recent comprehensive surveys of the literature
on industrial relocation due to environmental
factors reach similar conclusions: environmental
factors have not been and are unlikely to
become major determinants of the International
location of Investment. Differences in

p,uuct km environmental control costs are generally small
costs relative to the other production costslabor,

Intermediate Inputs, taxes, transport, energy, etc.
The traditional determinants of Industrial
location, such as raw materials access,
Infrastructure, and the perception of political
stability, generally swamp environmental
considerations. And, finally, some MNC
investment is strategic, undertaken to maintain
market share or penetrate national trade barriers,
and such investments are insensitive to
environmental cost factors.

This said, however, some reallocation of
industrial activity has probably occurred. The
industries most sensitive would be those
producing toxic or dangerous products (such as
asbestos or benzldene dyes), for which worker-
protection measures are difficult and expensive,
and some mineral-processing industries (such as
copper, lead, and zinc refining) for which the
ratio of environmental control costs to value
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added can be quite high. In these instances, a
distinction should be made when assessing
adjustment costs between relocating existing
production and expanding capacity. Also, some
of the shift occurs through expansion of
domestic firms in developing countries, and not
through MNCs. Finally, there is some evidence
that some relocation occurs as a result of
difficulties and delays encountered in obtaining
permission to build new plants. Differential cost
per se are not the whole story.

4. What Rules Should Regulate Trade in
Hazardous Substances?

National and international controls on the
export of hazardous substances raise complex
conceptual, technical, and policy issues. The
issues extend well beyond the direct concerns of
this panel, since such trade need not involve
multinational firms and the "hazardous" aspect of
the product may involve neither the environment
nor natural resources.

Cne important issue is extraterritoriality. An
attempt by one country to limit the export or

extratemto nality conditions of use of a product by another country
may impair the sovereignty of the importing
country. Should the authorities of the exporting
country determine which products should be in
use in other countries? On the one hand, a laissez-
faire attitude invites the charge of moral turpitude,
especially in situations involving exports of
products dangerous to health and exports to
countries with inadequate health-care systems. On
the other hand, a substance banned for general
use in the exporting country, such as DDT, can be
the most effective and cost-efficient method for
controlling malaria in developing countries.
Another example may be cloramphenicol, a broad
spectrum antibiotic its use is restricted in the
United States, but it is useful for fighting a broad
variety of diseases in developing countries.
Automatically barring the export of domestically



banned products may be harmful to human health
In other countries.

Conflicting Interests may also exist within the
exporting country. On the one hand, no country
wants to limit Its exports and associated jobs
arbitrarily and unnecessarily. On the other,
governments do feel some moral responsibility to
their trade partners and have a practical foreign
policy Interest in avoiding backlash. Another issue.
concerns the effectiveness of national action. One
country acting on its own by restricting exports
may simply divert trade to other suppliers, or
encourage local production in developing
countries.

These are thorny problems that cannot be
guidelines resolved in the abstract. Several guidelines,

however, seem reasonable. First, the transfer of
information concerning product hazards is
essential. While the exact nature of the
information, the method and timing of transfer,
and the appropriate recipient are open to
question, adequate notification is the necessary
first step. Second, while there is a need for
coordinated action among principal exporting
countries to avoid trade diversion, experience has
shown that this is extraordinarily difficult to
achieve, and that the results are not always
effective. National action need not await
international action, and reasonable regulations at
the national level can go some distance toward
reducing abuses. Third. importing countries must
develop the capacity to assess for themselves the
conditions of sale and use of products. A good
program of Information transfer and a capacity for
assessment on the part of importing countries will
be an effective combination. Fourth, multinational
corporations acting Individually and through trade
associations can forestall more extreme
restrictions through effective self-regulation, and
they should do so. Fifth, to obtain the support of
business, controls on the export of hazardous
substances should be fashioned to minimize
implementation costs and protect proprietary
corporate Information. Sixth, developing countries,
as emerging exporters of a diverse range of
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chemicals and pharmaceuticals, have a joint
interest with multinational corporations in
monitoring import requirements on hazardous
substances to see that such requirements do not
become covert trade barriers.

5. Do Developing Countries Have
Adequate Expertise for Negotiations?

Some observers assert that developing
countries lack the technical and administrative
capability needed to negotiate environmental and
resource issues on equal terms with multinationa'
corporations. We acknowledge this view but
believe It to be exaggerated and out-of-date, and
to miss more critical issues.

During the past two decades, the technical
capabilities of the developing countries where
most foreign investment is located have expandec

strengths dramatically. Extensive foreign technical training
of nationals and solid improvement in technical
education within developing countries are
responsible. Indeed, most technical positions
within MNCS' local operations are now staffed
with qualified national personnel. Public
perceptions of the technical capabilities and,
hence, the negotiating capacity of host countries
lag well behind the realities. Moreover, the
misperception reflects a common
misunderstandingthat developing countries,
because they need foreign Investment, lack
bargaining power. In fact, the host country can
often shop around, approaching several
multinational corporations when considering a
resource development project. Competition amon
potential investors goes some distance toward
equalizing the negotiating positions of MNCS and
host countries.

Additionally, there is an active international
market for the services of environmental and
resource consulting firms. Developing countries
that lack specific expertise in assessing the
environmental aspects of development projects
can purchase these services and, in some



instances, require the investor to pay. National
and international development assistance
agencies also provide data, expertise, and financial
support for environmental and resource
assessments. In our experience, developing
countries are seldom seriously handicapped in
negotiations by insufficient technical expertise.

Three aspects of the issue, however, do warrant
iwakns6 attention. First, the relative weakness of

environmental and resource protection agencies
vis-a-vis development and finance ministries within
host governments is a problem. Most
multinationals would like to see environmental
agencies given a greater role in negotiating major
foreign investment projects, by being brought into
the investment negotiation process at an early
stage. The pragmatic reason is to avoid
subsequent costly disputes and delays in the
investment process.

Second, many developing countries exhibit
serious weaknesses in administrative structure,
making enforcement of environmental and
resource regulations spotty and ineffective. Put
quite bluntly, corruption also can be a problem.
Multinational corporations prefer operating under
certain and stable rules and regulations that are
enforced uniformly and obiectively. The preference
extends to environmental regulations, not least
because MNC5, due to their high visibility and
because of home government policies, are
themselves at a handicap in corrupt
administrative systems.

Third, even with adequate technical capabilities
for negotiating Investment arrangements by host-
country officials, major opportunities for
transferring technology and technical information
on environmental and resource management from
MNCS to host countries remain. Corporations are
the primary repository of such technology and
technical data as they apply to their operations.
This is true for pollution-abatement measures
(including process changes as well as end-of-pipe
treatment) and methods for conserving and
recovering energy, water, and materials, as well as
more general resource-management techniques.

33



34

Finding ways to make that technology available Is
more productive than trying to redress an alleged
imbalance in negotiating strength.

6. Environmental Exploitation?

Extreme critics of multinational corporations
claim that international trade in raw materials
from South to North, often through MNC5, causes
resource and environmental impoverishment in
the Third World. Careful analysis shows three
separable and debatable propositions. First,
resource consumption levels in rich countries are
too high given limited worldwide resources.
Second, the terms of exchange are inequitable.
and resources are often sold too cheaply. Third. in
the process of extracting resources, MNCs inflict
incidental, but significant, environmental damages
on Third World countries. The first two are really
indictments of the international economic system,
with the MNC seen as the facilitating mechanism.

A full analysis of these propositions is not
possible in this report, but the political
importance of this view must be acknowledged
and several points should be made. Controversies
over the global rate of resource use, the terms of
trade, and the environmental damages associated
with resource extraction would be present even if
the world trade and investment system were
entirely in the hands of national or private local
firms, and multinational firms disappeared. The
problems are not unique to a system that relies
on multinational firms.

The primary responsibility for deciding on the
rate of resource exploitation and protecting
against environmental abuse rests with national
governments. Developing countries have
repeatedly exercised their sovereign right to
control the extent and terms of natural resources
development. Where abuses exist, the
responsibility and authority for corrective action is
in the hands of the host-country government. The
proliferation of environmental and resource
regulations in developing countries reflects the
exercise of that responsibility.



Findings, Conclusions,
and Recommendations

Sustainable Development

The
concept that unites the need for economic

output and growth with the wise management
of productive resources for the long term is
sustainable development. By sustainable
development, we mean four things. First, to use
non-renewable resources In a technically efficient
fashionfor example, to increase the
recoverable portion of ore deposits and fossil fuel
reserves. Second, to use the earnings from non-
renewable resource exploitation to build the
productive capacity of the country through
physical and human capital investment. Third, to
protect and maintain the productivity of
renewable resourcessoils, forests, fisheriesfor
future use. Fourth. to protect and maintain the
valuable (but non-marketed) services provided
directly by environmental resources, including
clean air, potable water, and recreation
opportunities and amenities. The pressing
economic needs of developing countries and the
Increasing stress on environmental resources give
a new urgency to the search for sustainable
development strategies.

Multinational corporations should support that
search. It Is In their Interest to do so. But passive
support of sustainable development oblectives is
not enough. MNCS are well placed to contribute
actively through their own resource management
practices by transferring technology and
management skills and by advising, when
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requested. on analysis, planning, and policy
formation on environmental and natural resourc
management in developing countries.

It is an opportune time to make these
contributions. Developing countries have only
recently begun to formulate strategies and
policies. Attitudes toward foreign investors are
less contentious and more realistic than a decac
ago and MNCS are more sophisticated and flexii
in their relations with developing countries.

Corporate Policies and Procedures

Virtually all large multinational corporations
have established corporate policies and
procedures for defining and meeting their
environmental responsibilities. Any that have n
should. While each corporation must tailor
policies and procedures to suit its own
operations, certain general features are desirabi

I. Most important, it should be explicit
corporate policy to comply fully with the hc
countrys laws and regulations.
Policy must be set at the highest level of
management and demonstrate top
management's real and continued
commitment.
Policy should be clearly communicated at
levels of the corporation, with clear
assignment of responsibilities and appropr
procedures for reporting, review, and follo
up. In this regard, middle-level managers
operational responsibilities should not be
penalized for incurring environmental
protection expenditures in local operations
highly decentralized corporations, care mw
be exercised so that each unit takes accoui
of the corxwate interest in environmental
protection measures.

Smaller corporations and corporations that 1
had less international experience are less )ikel
have established formal environmental policies
and procedures. They must be equally concern
with corporate environmental practice, hower



International business must demonstrate its
willingness to accept legitimate social
responsibilities. Irresponsible environmental
behavior by any multinational corporation
tarnishes the reputation of all. Moreover, poor or
indifferent practice on the part of a few Firms may
place more responsible firms at a temporary
competitive disadvantage. We endorse universal
establishment of corporate environmental policies
and procedures, and continued efforts to bring
environmental practice in line with corporate
environmental obiectives.

joint Joint venture investments with local partners in
ventures developing countries, either public or private, pose

special problems. Often, the local partner is less
inclined to see the merits of environmental and
natural resource protection measures. The foreign
partner may have limited influence over the local
partner. In such situations, an explicit agreement
should be hammered out when the partnership is
formed, and the foreign partner should accept
responsibility to instill good practice in all its
operations. Some responsibility also extends to
the practices of subcontractors, as discussed
below.

One class of multinational corporations,
international commercial banks, has not
established corporate environmental policies and
procedures. While banking r se has virtually no

commercial direct environmental or natural resource impact,
&utks international foreign bank lending has a profound

indirect Impact through loans to corporations and
government agencies involved in developing
infrastructure, natural resources projects, and
industry in the Third World. Financial investments
may be subject to increased risk if the recipient of
funds neglects sound environmental and natural
resource protection measures and becomes
embroiled in subsequent environmental disputes.
To moderate that risk and to maintain a
hospitable climate for international commercial
banking, we urge Financial corporations to concern
themselves with the environmental and natural
resource consequences of their borrowers
activities, especially in natural resource

37



38

development projects. This step would be a logica
extension of the concern for environmental
impacts that public lending agencies such as (is,
AID and the World Bank now build in to their
development tending.

Corporate Environmental Impact
Assessments

If properly done, environmental impact
assessments (EIAs) are a valuable tool for
identifying and moderating the adverse
environmental and natural resource consequences
of significant development projects. They work
best fOr large capital projects. The value of EIAs is
not simply in the factual material they contain:
they can also be a systematic press for identifying
environmental effects and examining alternatives.
To be useful, ElAs should be undertaken very earh
in the planning process. before final decisions on

content plant siting and design have been made. The
assessments should include not only data on the
on-site and off-site environmental effects, but also
consideration of the technologies available for
moderating adverse effects and the costs thereof.
To the extent possible, ElAs should also consider
and include data on the project's social impacts
as, for example, possible displacement of local
residents, influx of workers, and aggravation of
local health problems. Finally, ElAs should contair
an assessment of ways to manage unexpected or
emergency pollution hazards, including accidents
involving hazardous materials. Corporations have
a responsibility to learn and apply the most
modern methodologies for environmental,
economic, and social analyses.

Some EIAs are primarily for corporate planning
purposes, and some are conducted in response to
government regulations and to secure necessary
construction and operating permits. EIAs can form
the basis for agreements concerning permits,

dissemination monitoring, and liability. As a general principle,
the results of ElAs should be made available at ar



early stage to the host-country officials with
environmental and resource responsibilities and
to local community groups affected by the
proposed investments. There are several reasons.
The data and analysis in a well-prepared EIA are
essential to rational decision-making by host-
country officials, and the EJA can be an Important
vehicle for transferring scarce and essential
information to officials with regulatory
responsibilities. Also, involving officials and local
groups in the decision-making process at an early
stage helps avoid unpleasant surprises later. For
many malor natural resource development
projects, the lead agency in the developing
country Is the corresponding ministryof mines,
petroleum, or forestry, etc. Unfortunately, officials
with environmental protection responsibilities
often occupy weak positions vis-a-vis the lead
agency. They are "consulted" only after Important
decisions are made. The result can be either
neglect of environmental protection measures or
an expensive delay late in the project cycle, which
frustrates the corporation and the host
government alike.

To make EIAs most useFul For environmental
decision-making, to improve the rationality of
environmental regulations, and to avoid costly
delays or project modifications late in the design
or construction phase, we endorse the wide-
spread publication and discussion of
environmental impact assessments.

Workplace Standards

Much of the criticism of multinational
corporations' environmental performance in
developing countries centers on environmental
hazards In the workplace. There is no evidence
that multinational corporations in the aggregate
are less responsible than local private firms or
parastatal enterprises, and some evidence
suggests that they are more responsible.
Nevertheless, the criticism should be taken
seriously. Corporations do have a universal
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responsibility for their workers health and safety.
Corporations are also vulnerable to restrictive
measures taken in response to perceived abuse in
this area, by either host or home governments.
Corporations have a similar Interest and
responsibility for curbing the release of harmful
chemicals that pose hazards to local residents.

In an ideal world, in which officials with
workplace health and safety responsibilities
carefully assess costs and benefits and establish
reasonable workplace standards, and in which
corporations give full consideration to their
financial interest in maintaining worker health,
safety, and productivity, a corporate policy of full
compliance with local regulations and standards
might be sufficient. Unfortunately, some
developing countries have yet to establish such
standards, while others lack the technical and
administrative competence to monitor and enforce
compliance. Moreover, some foreign investors,
perhaps under perceived competitive pressure
from local firms, have neglected worker protection
from hazardous materials. We believe, therefore,

MNCs' that multinational corporations have an obligation
obligations to establish workplace standards (including those

for exposure to hazardous chemicals) that may, in
some instances, go well beyond the minimal
obligation to meet local regulations. Equally
important, corporations can support and
encourage local officials in the development of
reasonable workplace standards and can take a
leadership role in local business associations.
Both actions would help equalize competitive
conditions among firms and may avoid
subsequent damaging public controversy.

While the elements of such workplace policy
will differ among corporations, some common

gocd practice elements typify good practice. For example, the
corporation can make sure that antiquated and
dangerous technologies are not simply moved to
developing countries, that workplace hazards are
adequately monitored by trained personnel, that
sufficient laboratory and personnel resources are
available for on-site testing, that workers receive
medical examinations when needed, that workers'



compensation programs are effective, and that
local management faces penalties for gross
violations of corporate policy.

Information and. education are essential to
maintain effective workplace standards. Workers
should fully understand the potential hazards they
face, and should have access to their medical
records. They should be trained in the use of
protective devices. The corporation has an
obligation to provide appropriate data on hazards.
exposure levels, control measures, and medical
records to local health authorities, as well as data
on workplace standards and control technologies
in place at other production locations.

Responsibility for the workplace practices of
subcontractors poses especially difficult questions.
At a minimum corporations should not
subcontract hazardous operations to avoid direct
responsibility for worker protection. They should
furnish technical help to subcontractors in the
safe use of hazardous materials. Corporations may
have additional interests In and obligations for
the workplace practices of subcontractors, but no
blanket statement can be made, and each
situation must be considered individually.

Merely endorsing the corporate policies
described above will not eliminate all abuses. We
suggest that an additional channel for bringing
pressure on less responsible firms may be through
discussion and guidelines at the industry level, in
which local and multinational firms could lointly
consider minimum industry workplace standards
at the Industry, national, or, possibly, the
international level. There are additional
opportunities for cooperation with government
health agencies through the provision of technical
information and expertise, and these should be
pursued.
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a fair and

efkctive apprcwch

Environmental Standards and
Procedures

For the reasons set out above, we do not
believe internationally uniform environmental
ambient or emission standards are desirable. Ead
country should consider Its own social, economic,
and physical characteristics and values to
determine for itself appropriate environmental
protection levels. Standards for Internationally
traded products and problems Involving
transnational pollution are possible exceptions.

Nor do we believe that the procedures for
attaining environmental quality objectives In the
United States are necessarily useful for other
countries. While great progress in environmental
protection and pollution abatement has been
made in the United States, there has been
considerable unnecessary expense and delay in
achieving these results. The legal, political,
economic, social, and cultural characteristics of
countries differ greatly, and procedures must
reflect these differences If they are to work.

A fair and effective national approach to
pollution abatement would blend ambient and
emission land effluent) standards. Firms in an
industry would be required to meet a range of
emission standards based on age and type of
plant. They would not be required to adopt any
particular abatement technique, and they would
have flexibility in controlling different sources
within the plant. The emission standard would be
set after careful consideration of existing sources
of pollution within the airshed or watershed, the
technologies available for abatement, and the
economic costs and benefits. Emission standards
could be relaxed or tightened, depending on
whether the relevant ambient air or water
standard Is or is not being achieved. A large body
of information on ambient standards and
abatement technology Is available from
corporations and in industrial countries, and is
ready to be used.



Multinational corporations should be prepared
to work with local authorities In devising
standards and in making them effective and
efficient. It Is in their interest to become actively
involved through advisory panels, local industry
groups, and direct contacts. Corporations have a
unique opportunity to help shape environmental
protection regulations and should seek new
initiatives in this area.

Industrial Relocation

We conclude from recent literature surveys that
international differences in environmental control
costs have been and will continue to be a minor
determinant of the pattern of international trade
and Investment In most industries. Indeed, there
may be a convergence of environmental control
costs as developing countries implement more
stringent regulations. Developing countries would
be poorly advised to undertake development
strategies based on attracting world industry
through weak or absent environmental protection
legislation. IndustrIal relocation to escape onerous
environmental regulations is poor corporate
strategy as well.

Some marginal changes in trade and
investment due to environmental considerations
have occurred and are likely to continue. Only a
Fraction of such changes, however, have been
through the vehicle of multinational corporations.
Most occur as the result of marginal improvement
in the international competitive position of local
Firms arid the consequent expansion of that
output. Part of the change represents a more
rational allocation of world resources, which is
desirable. There is no oblective way for a
government such as that of the United States to
demonstrate that another country's environmental
policies are not in that country's self-interest. It
follows that industrial countries should not try to
limit imports due to environmental cost
differentials. Nor should the home country try to
extend Its environmental norms to the foreign
operations of Its MNCS.
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Trade In Hazardous Substances

We recommend that national and International
rules governing trade in hazardous substances
follow the guidelines discussed above:

Adequate transfer of Information to importing
countries Is the most Important element of
regulations.
National regulation can proceed before
international action and may be more
effective.
Rules should minimize the cost burden on
business and protect proprietary information.

Multinational corporations should .vigorously

seif-regukitlon attempt self-regulation, individually and through
trade associations. They also have a responsibility
to work closely with health officials in developing
countries, as well as to promote training in the
safe use of products. We believe that closer
working relations with environmental groups in
industrial and developing countries to identify and
resolve differences would also be productive.

Developing countries have a responsibility to
improve their capacity for independently assessing
hazardous imports. United Nations agencies such
as the World Health Organization, the U.N. Food
and Agriculture Organization, and the U.N.
Environment Program can assist.

Finally, it may be useful to establish a
procedure for referring difficult cases to an
objective and credible scientific organization to
assess the hazards and to impart information and
advice to the importing country.

Transferring Technology and
Technical Expertise

Multinational corporations can support the
transfer of technology, technical information, and
resource-management techniques through various
channels. Perhaps the most important is on-the-
job training of host-country national employees,
Local pollution-control engineers and technicians



supported by the technical staff and experience of
the parent corporation, for example, gln skill in
devising techniques for pollution abatement and
the safe disposal of toxic wastes. Transferring
corporate-wide data on resource recovery, process
change, materials conservation, energy
cogeneration, and other conservation techniques
is an Important function of corporate
management, and helps build technical
competence within developing countries. Local in-

tmining house training programs are often supplemented
by the use of parent headquarters or mature
subsidiaries for training purposes. Also, as
discussed above, the environmental impact
assessment procedure can be used to improve the
technical competence of developing countries, and
to transfer data on environmental variables,
abatement technologies, and so forth.

Besides making the most of these existing
channels, corporations should seriously consider
new Initiatives. One promising approach might be
to support the relevant engineering and applied
science departments of local universities. This
could be through earmarked grants to the
university, fellowships, internships, or even the
short-term assignment of corporate engineering
and technical staff to serve as adlunct faculty.

Another need is to improve local applied
scientific research capabilities and to gear that
research toward pressing local environmental
problems. In many casesas, for example, in
marine biology, tropical forestry, or soil
structuresenvironmental problems are unique to
a specific area, and solutions require site-specific
research. Large multinational corporations often

R&D do significant local research and development, but
the focus is generally on product adaptation,
quality control, and trouble-shooting. We
recommend that corporations increase their own
research efforts as they relate to local
environmental protection and resource
management, and contribute financially and
technologically to Indigenous research
institutions. To cite one example of such
cooperative action, a malor U.S. chemical
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company, Dow Chemical, has worked for several
years with the Indonesian Central Research
Institute and various Indonesian government
departments in demonstrating the use of
herbicides, minimum til lage, and crop-rotation
techniques In clearing and cultivating agricultural
land In Sumatra.

Another worthwhile approach Is the cooperative
agreement between Industry and U.S. AID, which
is administered by the World Environment Center.
Under this arrangement, sixteen U.S-based
multinational corporations have agreed to make
technical employees available, at the request of
officials in developing countries, to consult on
specific pollution-abatement problems. The First
such consultations have been made with Tunisia.
Costs are shared by U.S. AID and private industry.
While this program has potential drawbacks.
specifically, technical people from Industrialized
countries on short-term assignment may not
always incorporate local conditions In proposed
solutionswith careful thought, such a core of
technical experts might be useful at the stage of
plant siting and design, as well as in trouble-
shooting.

Multinational corporations also transfer
wmmenial technology through commercial operations. Malor

opprtuniti market opportunities exist for pollution-control
equipment, and new opportunities are emerging
in renewable resource industries, Including
fuelwood plantation and other tree crops, brackish
water aquaculture, and unconventional energy
projects. There may also be commercial
opportunities in genetic engineering, remote
sensing of natural resources, and data
management in developing countries that are
mutually beneficial. Corporations that are alert to
these opportunities will thrive, and we
recommend that vigorous efforts be made to
pursue them.



Codes and Guidelines

A number of private and governmental bodies
have attempted to draw up codes of conduct or
guidelines for multinational corporations and
foreign direct Investment generally, One reason is
that, unlike international trade, which is regulated
by the General Agreement on Tariffs and Trade
(GAIF), foreign direct investment is not regulated
by any international body.

The most important completed and accepted
code, "Declaration of OECD Member Governments
on International Investment and Multinational
Enterprise," was done through the Organization
for Economic Cooperation and Development in
1976 and reviewed In 1979. The OECD
"Guidelines" do not deal with environmental
issues except very broadly: "enterprises should

In particular, give due consideration to those
countries' aims and priorities with regard to
economic and social programs, including
protection of the environment," The OECD's
Environment Committee has recently suggested
formulating environmental guidelines for MNCs,
but no action has been taken.

The United Nations Commission on
Transnational Corporations has been working on a
comprehensive code since 1977, but has failed to
agree on several controversial Issues. With respect
to the environment, which apparently is not a
contentious Issue, the draft text states (as of May,
1983):

Transnatlonal corporations shall/should carry out their
activities in accordance with national laws, regulations,
administratIve practices and policies relating to the
preservation of the environment of the countries in
which they operate and with due regard to relevant
international standards. Transnatlonal corporations
shall/should, in performing their activities, take steps to
protect the environment where damaged to Irestore it
to the extent appropriate and feasiblel Irehabilitate ItI
and should make efforts to develop and apply adequate
technologies for this purpose.

Transnational corporations shall/should, in respect of
the products. processes and services they have
introduced or propose to introduce In any country,
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supply to the competent authorities of that country on
request or on a regular basis, as specified by these
authorities, all relevant information concerning:

Characteristics of these products, processes and
other activities including experimental uses and
related aspects which may harm the environment
and the measures and costs necessary to avoid or
least to mitigate their harmful effects;

Prohibitions, restrictions, warnings and other public
regulatory measures imposed in other countries on
grounds of protection of the environment on these
products, processes and services.

Transnational corporations shall/should be responsive
to requests from Governments of the countries in whici
they operate and be prepared where appropriate to
cooperate with international organizations In their
efforts to develop and promote national and
international standards for the protection of the
environment.

Within the private sector, the International
Chamber of Commerce published "Environmental
Guidelines for World Industry" in 1974 and revisec
the guidelines in 1981. While much of the text is
quite general, the ICC Guidelines do explicitly
endorse benefit-cost analyses of environmental
policies and regulations. They also state
industries' obligation to provide public authorities
with information on pollution and hazards.

Finally, industry has developed sectoral
guidelines for good practice. For example, the
International Group of National Associations of
Agrochemical Manufacturers adopted Guidelines
for Safe and Effective Use of Pesticides in 1983.
Similarly, the National Agricultural Chemicals
Association recently adopted a voluntary code of
standards for advertising so as to reduce misuse
of agricultural chemicals in developing countries.
The code grew out of the work of the Agricultural
Chemicals Dialogue Group, sponsored by the U.S.-
based Conservation Foundation.

The effectiveness of codes of conduct in altering
the behavior of multinational firms and their
treatment by host and home governments Is hard
to assess. We have no concrete evidence but
believe that such codes and guidelines can
improve environmental and natural resource



management In developing countries. Therefore,
we endorse the draft language of the U.N. code as

strengthen It applies to the environment, and suggest
the U.N. cede strengthening It by making it explicit that non-

proprietary information supplied to authorities
should also be made public. A statement affirming
non-discriminatory treatment with respect to
environmental regulations of all firms, foreign and
locally owned, should also be included.

Considerably more can also be done at the
industry level. Because many environmental and
resource concerns are specific to one sector,
general industry codes such as the ICC cannot
deal with them. Moreover, there is often scope for
exerting peer pressure within an Industry to
improve the practices of less responsible firms.
Developing and implementing environmental
guidelines at the national and international
industry-association levels may prove an effective
approach. A successful example is the
International Petroleum Industry Environment and
Conservation Association's guidelines for industry
response to oil spills.

Host-Country Steps

Creating an effective partnership in
environmental and resource protection will require
constructive actions by host-country authorities.
Environmental protection measures will emerge
from the value structures and from the political,
social, and regulatory processes in developing
countries. They will be more effective if the
following actions are taken.

Developing countries should consider
srxitkd expanding their planning efforts to include in

planning systematic fashion environmental and natural
resources that are now often neglected. One
obvious example is to improve spatial planning of
industrial development by taking account of the
spatial dispersion of air and water resources.
Frequently, industrial development has taken
place In central cities and other highly urban
areas where the assimilative capacity of the local
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environment has been exhausted and the local
infrastructure overtaxed. Another possibility is
adding an air- and water-quality dimension to
typical five-year plans for industry, agriculture, and
transport. National or regional ecological
modeling as a background for development
models and plans could prove useful. In some
cases, MNCs could help extend traditional
planning to include environmental effects by
sharing corporate experience and capabilities in
environmental modeling. Corporations would
benefit from and respond to plans that gave
explicit attention to environmental and resource
features.

We believe that officials with environmental and
resource protection responsibilities should be

upgrade strengthened in their dealings with planning,
envuvnmental finance, and development ministries. While this

agencies recommendation may have a curious ring coming
from a primarily business panel, our experience
shows that the sooner all interested parties
become involved In an investment negotiation
process that has environmental consequences, the
better.

Policies and regulations should be reasonable
with respect to benefits and costs, explicit, and
not subject to subsequent radical change.
Whenever possible there should be reliance on
performance criteria for attaining environmental
objectives, rather than mandated procedures or
technoiogy.

We recognize that countries have the right to
the regu!atøry limit the establishment of MNCs and to regulate

climate their operations. But MNCs cannot be compelled
to invest, and a reasonable regulatory climate Is
needed to attract them. As in other areas of
regulation we believe that national treatment with
respect to environmental regulationsthat is,
treating MNCS the same as domestic
enterprisesserves the Interests of the country
and the corporation. Applying the same
environmental regulations to domestic firms and
to MNCS, while enforcing them evenhandedly, Is
the only way to prevent environmental abuse by
local firms.



Finally, we urge that host countries review their
domestic economic and international trade
policies to make sure that these policies do not
inadvertently impede environmental protection.
For example, subsidies to industrial water users
lead to the waste of water and money.
Restrictions on imported pollution-abatement
equipment may block desirable improvements in
air and water quality. Low energy prices encourage
the use of energy-inefficient production
technologies. MNCs respond to market prices and
need correct price signals to insure that social
and private interests converge.
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