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Corporate Disclosure and the Deregulation of

international investment

ABSTRACT
Drawing on evidence of major Western governments’ concerns with the wider economic,
social and environmental impact and performance of transnational firms, we argue that recent
emphasis on deregulating industrial development, such as in the proposed Multilateral
Agreement on Investment and ongoing discussions over a multilateral framework on
investment, necessitates a fuller and regulated, rather than voluntaristic, corporate

accountability, covering further details of the impact and performance of transnationals.

INTRODUCTION

This paper examines the accountability of transnational corporations in light of recent
‘deregulation’ of international investment and trade flows. Drawing on evidence of major
Western governments’ interest in transnationals®, which revealed a concern with the wider
economic, social and environmental impact and performance of such firms, we consider
recent proposals which threaten national and local government sovereignty in industrial
development. Ironically, the emphasis on markets, in contrast to the regulation of industrial
development, is argued to necessitate a fuller and regulated corporate accountability, with

further details of the impact and performance of transnationals. The preference for market



based solutions to the problems of industrial development is seen to necessitate the regulation
of corporate reporting so as to facilitate the monitoring of transnational corporations. In the
following section we consider the nature of transnational corporations, before outlining

proposals for the monitoring of such firms.

TRANSNATIONAL CORPORATIONS

The key characteristic of transnational corporations (transnationals) is their international
production. Such firms are involved in capital accumulation on a global scale, operating
global strategies to produce continued growth (Sklair, 1991). Various theories of the
transnational have been put forward, including the monopolistic advantage approach of
Hymer (1960) and Kindleberger (1969), and the eclectic analysis of Dunning (1977, 1979,
1980 and 1981) (see the surveys by Cantwell (1991), Dunning (1993) and Dicken (1998)).
Particularly influential has been transaction cost analysis (see for instance Buckley and
Casson (1976) and Hennart (1991)), with its roots in Coasian theory of the firm (Coase,
1937). The basic premise of this analysis is that a transnational firm involves co-ordination
of production across national boundaries, in order to save transaction costs. This is achieved

by using non-market transactions to bypass imperfect markets.

However an alternative view can be taken. This is rooted in the analysis of monopoly
capitalism (Baran and Sweezy, 1966; Cowling, 1982), which disputes the Coasian assumption
of an even distribution of power, going beyond the Coasian superficial obsession with

markets and focuses on distributional issues rather than Pareto efficiency (Cowling and



Sugden, 1987 and 1998a). A transnational is seen as "the means of co-ordinating production
from one centre of strategic decision making when this co-ordination takes a firm across
national boundaries” (Cowling and Sugden, 1987). This definition emphasises the
importance of control, and in particular strategic decision making, rather than market
exchange, and sees firms becoming transnationals in order to defend themselves against or
attack oligopolistic rivals, in order to maximise returns to owners of capital (Cowling and
Sugden, 1987). Moreover transnationals are argued to behave in a manner of divide and rule
(Sugden, 1992 drawing on Marglin's analysis (Marglin, 1974) and Peoples and Sugden
(1998)). They encourage nations and communities to compete, being in a powerful position
since neither can be mobile, unlike the transnational which is free to 'roam the world' (Barnet
and Cavanagh, 1994). Transnationalism, particularly for the giant firms, gives additional
leverage (with this greater potential to shift operations) and leads to such problems as
monopolisation, deindustrialisation and the undermining of democracy (Cowling and Sugden,
1987 and 1993). Although states can have considerable regulatory powers, transnationals
possess real economic power with the threat of withdrawal, redundancy or the promise of

investment as a counter to government desires to impose some control (Murray, 1981)%

Similar concerns have been expressed about transnationals' activities, including their
homogenising effects, their insensitivity to local needs, stifling of local initiatives,
sovereignty and autonomy (Hood and Young, 1979), as well as their power to erode the state's
capacity to control its economic future (Held, 1988, Wilms Wright, 1977). This is of
particular importance since transnationals are fundamentally undemocratic organisations,

with management being accountable primarily to capital markets. In contrast there is little or



no opportunity for stakeholders or those affected by transnationals’ activity (e.g. the
community) to influence corporate policy other than in the fragmented market for consumer

goods or in the electoral ballot (though not the corporate ballot).

The rise of transnationals has also meant that many aspects of economic decision making
have been taken out of the hands of government (Labour Party, 1977). This process has
accelerated in recent years, following the General Agreement on Tariffs and Trades (GATT),
the North American Free Trade Agreement (NAFTA), as well as the recently proposed
Multilateral Agreement on Investment (MAI) and on-going discussions over a multilateral
framework on investment. Yet, despite this increasing loss of sovereignty, states appear to
have little information on the operations and impact of transnationals. In contrast a
transnational will monitor the performance of its divisions and subsidiaries (Labour Party,
1977) not to mention its employees and rivals and collect information on those countries in
which it is located, relies on for supplies and in which it sells.

In the following section we consider the main arguments for regulating transnationals, in
particular the case for the setting up of state monitoring units. In doing so our focus is with
the essence of the characteristics and activities of transnationals, regardless of their so-called
nationality. In doing so we will draw on research which indicates the interests of western
industrialised countries in transnationals over time (for an argument that the essence of their

characteristics is not nation specific see Cowling and Sugden (1998a)).



ARGUMENTS FOR THE REGULATION OF TRANSNATIONALS; A

TRANSNATIONALS MONITORING UNIT

Clearly transnationals are already regulated to some extent. Like other firms they will be
governed by national legislation and local regulation, as well as by other formal and informal
contracts with stakeholders. However the view of transnationals presented here suggests that
largely as a result of their pursuit of private profit, their size and their potential for
geographical mobility, they pose particular problems for nation states and communities. The
asymmetry of power between transnationals and national communities suggests that nations
should adopt a coherent economic strategy to counter such power (Cowling, 1990), rather
than simply competing to attract investment. This is not to suggest that transnationals do not
bring benefits. All forms of economic activity will bring benefits, since consumption
inevitably creates employment. In the case of transnationals these may be well paid jobs,
with good working conditions, the development of local supplier linkages, contributions to
the local exchequer, and exports and reduced imports, which will benefit the balance of
payments and local currency. However, although such benefits may exist, they may not
represent the best that can be obtained in the circumstances. There might also be the chance

to reduce costs imposed on the community by transnationals.

The case for regulating transnationals as part of a coherent economic strategy rests largely on
their material impact, their manipulation of imperfect markets and the conflict of interests
with the community®. Otherwise unregulated transnationals are able to impose their strategies
on more or less ‘enslaved’ communities (Cowling and Sugden, 1993), where "concentrated

decision making power in a free market economy results in an elite planning for its benefit



and without regard to the costs imposed on others” (Cowling and Sugden, 1993). As control
over such strategic decisions as investment, output, employment and other issues becomes
more firmly enshrined in the hands of a few elite decision makers, the risks of ‘strategic’
failure become more significant, where the objectives of elites conflict with wider interests in
society (Cowling and Sugden, 1994). The end result is social inefficiency, with the economic

system yielding inappropriate outcomes for the society (or societies) served by that economy.

It is for these reasons that a transnationals monitoring unit has been advocated as a
contribution to the development of strategy towards transnationals. A monitoring unit would
collect information and inform government policy making, enabling the development of a
more active economic strategy in the interests of the community. This policy is advocated not
because of some belief that transnationals act in a harmful manner necessarily intentionally,
but that consequences harmful to the community arise from their participation in a market
system, and the way that system combined with its participants is developing. This is not to
deny the possibility of transnationals developing benevolent economic, social and
environmental policies which appear to reduce profitability*. However in general we would
expect managers to put the welfare of owners of capital before the interests of the community
and the workforce, never mind the environment, particularly in the context of recent
deregulatory policies. Later, in our discussion of the need for a better developed accounting
for transnationals, we draw on this recognition of underlying and irresolvable conflict of
interest between labour and capital, in our use of a political economy perspective (Cooper and

Sherer, 1984; Ogden and Bougen, 1985).



While transnationals would not willingly accept our advocated regime, and whilst we have
argued that transnationals typically posses considerable power, they are not all-powerful. As
in any social relationship there would appear to be room for at least some manoeuvre,
although presumably transnationals would prefer to have everything their own way. For
example, while valuing the freedom given to them by the state, transnationals may be willing
to accept greater regulation of accountability (e.g. in disclosure) in return for further
deregulation of economic activity, such as proposed in the Multilateral Agreement on
Investment and current discussions over a multilateral framework on investment. There is
evidence that even those policy makers very resistant to the idea of controlling transnationals,
for fear of their reaction, have been willing to contemplate monitoring (for example the

Labour Party leadership in Britain in the late 1980s (The Guardian, 2 June, 1987).

In fact holding the view that transnationals are too powerful to resist, paradoxically
strengthens the case for a monitoring unit (see Harte and Sugden (1990) footnote 7, p 148).
This suggests the need to consider policies which will allow the community to become a more
equal partner in industrial development. Clearly an important aspect of any monitoring
should be the evaluation of the impact of the unit and its impact on transnationals’ activities,
in particular whether disclosure results in greater equality of knowledge. In a similar vein the
recent history of utility regulation in Britain has revealed a struggle over information, yet the

infrastructure of regulation remains in place.

The idea of a monitoring unit has been proposed at various times in the past (e.g. Wilms

Wright, 1977; Labour Party, 1977; Hughes, 1986; Labour Party, 1987; Standing Commission



on the Scottish Economy, 1990; European Parliament, 1999°) generally to find out more
about business plans and to allow better negotiation with (foreign) corporations (Labour
Party, 1987). Wilms Wright's proposals follow from the identification of conflicts of interest
(e.g. in regard to sovereignty, investment policy, pricing and trading policy, monopoly power,
monetary policy, and labour relations). He argued that legislation is needed to develop a
framework for the control of transnationals, suggesting that such was already in place in a
number of countries, notably Canada, and referred to the development of codes of conduct by
UN, ILO and OECD. However his proposals were substantially more radical and include the
development of international trade union co-operation, the encouragement of government
economic and industrial policies to benefit domestic firms and specific measures to deal with
transnationals (planning agreements between firms and government, greater supervision of
inward investment, greater scrutiny of outward investments where these exploit workers
abroad, and legislation to deal with restrictive business practices, tax evasion and the impact
of transnationals on monetary and trade policy). Greater disclosure of financial and other

information was also advocated.

The proposals of the Labour Party (1977) are contained in a 135 page report which described
the rise of the transnational and the problems caused for communities (particularly the loss of
economic power, the effects of company pricing strategies, transfer pricing, impact on
balance of payments and trade, technology, and the impact on trade unions). In particular the
report emphasised the need to have a great deal more information on the activities and
consequences of transnationals. Although it was recognised that there are occasions when

government departments are entitled to information from transnationals (e.g. through the then



Exchange Control Act, 1947, the Monopolies and Mergers Commission, etc.) it was
suggested that governments did not know whether undertakings given by firms provided with
financial and other assistance had been delivered. In addition it was suggested that a
substantial number of foreign owned establishments in Britain (just over half) were branches,
which did not need to supply information to Companies House®. The conclusion was that
new government powers were needed, including greater rights to information and the
introduction of planning agreements. A Foreign Investment Unit was proposed, which would
examine all transactions with transnationals. The Unit was intended to gather information so
as to facilitate policy making, to enable government to behave much more like a
conglomerate. In this sense transnationals were being viewed as subsidiaries of the state, and
so expected to disclose information to allow the state to manage the economy. Following a
long list of information which it was felt needed to be disclosed the report recognised that the
methods of accounting were a concern, suggesting that ‘accountants wield so much power that

they cannot be left as they are'.

However a unit's potential is much greater and, we would argue, of greater significance with
the deregulation of industrial development. It could provide a pool of knowledge influencing
government policy, provide a means for wider public accountability of the performance and
impact of transnationals, challenging the language of traditional accounts of business
performance, be an important institutional catalyst, and possibly affect the policies of
transnationals directly. The role of a monitoring unit would therefore be to collect
information, prepare accounts of the performance and impact of transnationals and use these

to influence (government policy, community attitudes and even corporations themselves). In
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this a monitoring unit would be performing a task similar to equity analysts, who monitor the
performance of actual and potential investments using a variety of sources including the
corporate report, so as to construct their own understanding or account of the past and future
performance of firms. The monitoring bodies we envisage might thus prepare “economic and
social accounts” of transnational firms’ activities, drawing on approaches in the social
auditing literature to investigate their wider economic and social impact. The exact format of
such accounts would be decided in conjunction with community players, but might cover
issues such as: ownership and control, competition, research and development, employment
and industrial relations, balance of payments impact - all matters of concern to some Western

governments in recent years (see below).

We might also envisage a monitoring body catalysing wider community groups; consumers,
workers, smaller firms and so on. Some action in monitoring transnationals has already begun
in Europe by organisations such as the Centre for Research on Multinational Corporations
(SOMO) based in the Netherlands, and in Britain with Ethical Consumer and New Consumer,
as well as by ethical investment services such as EIRIS (Ethical Investment Research
Services) and PIRC (Pensions Investment Resource Centre). Complementing this, there has
also been a growth in interest in social auditing by organisations connected with the ‘new
economics’ movement. This is seen both in publication of actual social audits, and in the
recently developed SA 8000, a standard on social accountability (CEPAA, 1997), and the
development of human rights principles for companies (Amnesty International, 1998). Such
activity could be further encouraged through creating monitoring bodies across, say, Europe,

which would network with such community groups. Finally this might also encourage new
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forms of internationalism, such as ‘multinational webs’, particular types of production

networks, as a potential alternative to the internationalism of transnationals (Sugden, 1997)".

We should, however, note that competition between nation states (as seen in respect of
subsidies, taxes, wages, employment and legislation, etc.) is also possible in respect of the
idea of a monitoring unit. It may well be that countries would compete to drive down the
terms of any monitoring. Transnationals might decide not to invest where there is
monitoring, so long as there is an alternative with less demanding or no monitoring. This
suggests that monitoring is best conducted in a co-operative manner, across states (Harte and
Sugden, 1992), although the idea of setting up some international monitoring body as a first
step seems daunting in comparison to the formation of national bodes, with some agreement

to share information?®.

While the detailed workings of a monitoring unit are beyond the scope of this paper, a
potential framework has been seen in attitudes to transnationals expressed by governments in
Britain, France, Germany, Japan and the USA®. This has indicated a wide range of interests,

with the following appearing to be most frequently identified;
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Table 1 Examples of Western Governments interest in Transnationals over the last 30 years

Ownership and control

Competitive implications

Research and development
[/technology

Employment and industrial
relations

Balance of payments
/international trade

Compliance/co-operation
with wider industrial policy

Concern regarding takeovers; changes in ownership; structure
of the enterprise; local participation as shareholders; local
management/directors; importing managerial techniques;
concern to protect key sectors (not technological); loss of
decision making power

Concentration/market share/industrial structure; marketing:
pricing: marketing policies/strategies: distributional impact;
‘pressure’ on small and medium sized local businesses;
concern over licensing/technical agreements e.g. restrictions
on price; not access to most 'lucrative’ (highly profitable)
sectors; levels of concentration of foreign ownership in the
industry; prevention of a competitive challenge in a particular
sector.

Concern to protect key sectors; R&D/technological processes
the firm can bring or take abroad (‘technological impact’);
ownership/transfer of technology and dependence; product
innovation /variety /quality; training; whether encourages or
discourages national research; ‘accelerating modernisation’;
concern that the most profitable or advanced production
activity would be saved for the foreign parent.

Rate of 'exploitation’; conditions of work and life; job quality;
job security; employment; equality of opportunity and
treatment; impact on industrial relations/trade unions;
competition for scarce labour

Currency  stability  (including  financing);  currency
convertibility; size of capital outflows/repatriation of profits;
balance of payments.

Whether ‘indifferent to national interests’; impact on the
'smooth running' of the economy or its rehabilitation;
maintenance of order in native firms/whether adversely
affects domestic firms; whether supplements domestic
investment activity; scale relative to national investment
levels; compliance with monetary policy; impact on
economic independence; contribute to 'self support and sound
development of the economy'; inflationary impact; impact on
national income/production.

13



Political issues Political involvement/donations; to/from which country
(foreign policy issues); whether from a foreign government;
whether has ‘harmful' political consequences; impact of
foreign legislation

Overall, British policy makers in particular appear to have shown a comparative lack of

interest over the last 30 or so years, in contrast to the concerns of their counterparts in France,

Germany, Japan and the USA. Although we will not address comparative responses in detail

here, elsewhere we have documented the similarity in the interests of western industrialised

countries over time (Bailey et al, 1994b). More recently, for example, the growing concern in

Japan with the ‘hollowing out’ of Japanese industry as Japanese-based transnationals move

production overseas, raises issues similar to those concerning deindustrialisation and

transnationals in Britain in the 1980s (see Nagata (1995) and Takenaka (1991) reported in

Ramstetter (1997), MITI (1997), Bailey (1999b) and Tomlinson and Cowling (1999)).

In the following section we consider the most recent attempt to 'deregulate’ industrial
development, in the form of the MAI and subsequent discussions. Although our overall
concerns are with the impact on democracy and development, and in particular the balance of
power between communities and transnationals, we will be concentrating here on the
implications of such an agreement for corporate accountability. In doing so we will be
emphasising the importance of accounting to accountability, not simply in terms of providing
information but also in its facilitating action (Stewart, 1984). In particular, we question the

appropriateness of voluntary developments in reporting.
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TOWARDS A MULTILATERAL FRAMEWORK ON INVESTMENT

The Multilateral Agreement on Investment (MAI) was recently proposed by the members of
the Organisation for Economic Co-operation and Development (OECD). Originally due to
be signed in 1997, and then more recently in April 1998, it now appears that commentators
are unwilling to predict when any form of framework agreement will be reached (Financial
Times, 21 October 1998). The proposed MAI and subsequent discussions over a multilateral
framework on investment are the latest in a series of policy developments intended to
liberalise international trade, following, most notably the General Agreement on Tariffs and

Trades (GATT) and the North American Free Trade Agreement (NAFTA).

The draft MAI proposed to remove all national controls on foreign investors, and was seen by
advocates as an important step in the development of the global economy, 'We are writing
the constitution of a single global economy' claimed Renato Ruggerio, director-general of the

World Trade Organisation, as reported in Rowan (1998).

The primary aim appears to have been the protection of international investment, with all
foreign investors in member countries to be treated in the same way as domestic firms. As a
consequence transnationals, which are increasingly dominating world trade and investment
(United Nations, 1993 and 1997), would face fewer restrictions on their movement of funds.
There would be no restrictions on the repatriation of profits, which advocates argued would
increase capital flows around the world. The MAI was also expected to attract more Foreign
Direct Investment (FDI) to developing countries, reducing the need to provide competitive

incentives to transnationals, although it should be borne in mind that developing countries
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were not party to the development of the draft agreement. It was also proposed that where
restrictions were imposed which harmed the rights of investors (except most probably in
sectors such as defence, though not in other potentially significant sectors such as land,
minerals and forests (Das, 1997)), transnationals were to be able to sue national and local

governments at an international tribunal. Governments were not to have a right of appeal.

The agreement was drafted with the intention of applying to OECD countries only in the first
instance, although the remaining nations of the world were to be invited to sign, and be bound
by the agreement. It was proposed that signing-up involved an initial commitment of 15

years and a notice period of 5 years on withdrawal (Rowan, 1998).

In some respects the MAI and ongoing discussions can be seen as a logical development from
the enormous growth in FDI in recent years. It was essentially concerned with the 'protection
of investment, investment liberalisation and dispute settlement' (Shelton, 1997), based on
three basic principles; non-discrimination, no entry restrictions and an absence of special
conditions. It sought to ensure a 'uniform, stable and predictable environment in which

(transnational) enterprises can conduct their activities' (Kang, 1997).

However, following our earlier discussion, and drawing on the transnational monopoly
capitalism perspective we have adopted (Cowling and Sugden, 1987), we would suggest that
such deregulation and increase in the freedom of transnationals and capital would likely result
in costs for workers and communities. Nations and communities would lose democratic

control over their economy, no longer being able to set specific conditions (performance
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requirements) on inward investment (e.g. in relation to ceilings on equity, restrictions on
ownership, employment, the environment, local supplies and technology transfer). They
would, however, have been free to continue to ‘subsidise’ transnationals and so it was likely
that competition between nation states would have continued. In addition governments
would have been unable to restrict investment within its borders from firms located in any
particular country even where the firm had a poor record on environmental and social

performance (e.g. human rights violations) (Chalmers, 1997).

The proposed MAI involved subordinating ‘the rights of elected governments to set national
economic policy to the right of transnational corporations and investors to conduct business’
(Bleifuss, 1998). As a consequence countries may have been forced to bid down in order to
attract investment, yet would not have been able to impose sanctions on firms who behave in
an economically, socially, politically or environmentally undesirable manner. Countries
would have been unable to guide foreign investment to particular sectors and away from
others, and would not have been able to provide incentives solely to domestic corporations
(for example it was expected that preferential treatment for small businesses would have been
challenged, and it may not have been possible to subsidise local cultural industries, such as
French literary and artistic work (Bleifuss, 1998)). As a consequence governments would
have been less able to protect their economies, local businesses, workers and the
environment. In addition the MALI's focus on investment ignored the importance of exporting
labour services for some developing countries (Mukherjee, 1996). Since developing

countries were not party to the negotiations, their interests were not represented directly in
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any negotiations (for example, see Ramaiah (1997) on concern in India over the possible
effects of the proposed MALI).

As we have indicated, the proposed MAI and current framework discussions followed
previous liberalisation of trade, including the GATT (which sought to remove all non-tariff
trade barriers in order to maximise world trade and create a global economy (Goldsmith,
1997), thus threatening enlightened social and environmental legislation in the name of
protectionism), and the NAFTA (which has seen the Canadian and Mexican governments
being sued by transnationals as a consequence of their national environmental protection
measures (Rowan, 1998)). Together such agreements are developing new rights for
transnationals without specifying any additional responsibilities. Yet responsibilities could be
incorporated, particularly in regard to improving the accountability of transnationals. Hirst
and Thompson (1996) have suggested that a multilateral agreement could draw on previous
efforts by the UN to draw up a Code of Conduct for transnationals, and so cover matters such
as the rights of labour and conditions of work, the rights of governments to determine certain
economic policies, develop a proper disputes mechanism open to governments, and
incorporate protocols on environmental protection. In contrast the proposed MAI was more
of an incomplete contract between transnationals and communities, where the former have
negotiated greater freedom/power without additional responsibilities. At no stage was there

any indication of attempts to democratise transnationals, or to improve their accountability.

Of particular importance to us here was the absence of any specific provisions in the MAI
regarding corporate accountability and disclosure. Clearly such would be inconsistent with

the deregulating ideology, yet we would argue that 'deregulation’ necessitates an improvement
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in corporate accountability, and reporting in particular. The over-riding desire to promote the
negative freedom (i.e. freedom from control or intervention) of transnationals, preserving
their choice and reducing the scope for democratically elected government to regulate their
affairs, undermines the positive freedom (i.e. freedom or right to do certain things, e.g.
contributing to strategic decision making) of the majority (Bailey, 1999a), in a manner similar
to attempts to promote free trade through GATT, NAFTA, etc. (Cowling and Sugden, 1998b).
Such market freedoms leave communities even more vulnerable to the unelected, and so
necessitates the acceptance of greater responsibility and consequent accountability by
transnationals. It also requires us to consider whether further accountability, and specifically

reporting, can be satisfactorily developed on a voluntary basis.

This focus on deregulation and greater freedom for transnationals, with consequent failure to
address issues of sovereignty, minimum standards (concerning the environment and labour),
accountability and disclosure may go some way to explaining the resistance of many
countries, particularly France, as well as non-governmental organisations, to the latest draft of

the MAI (Financial Times, 21 October 1998). The opposition of the French government, in

particular, stalled the MAI in December 1998 (OECD, 1998). Its concerns were not isolated.
The European Parliament condemned the MATI’s inherent imbalance of power between firms
and governments and also its lack of transparency (United Nations, 1998). Similarly,
Britain’s House of Commons criticised the MATI’s lack of consideration of environmental and
social issues, its lack of transparency, and its exclusion of developing countries (House of
Commons, 1999). Yet despite such criticisms, discussions on the substance of the MAI will

continue at the World Trade Organisation’s Working Group on Trade and Investment. The
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European Commission, in particular, sees the shift to the WTO as a real opportunity to
continue the MAI at a new forum, its ‘ideal result’ being almost exactly the basic provisions
of the MAI (European Commission, 1998). The name and venue may have changed, but the
game remains the same: the United States, the European Commission and transnational

corporations continue to aim for an MAI-style multilateral framework on investment.

THE NEED FOR GREATER ACCOUNTABILITY: A POLITICAL ECONOMY

APPROACH

The primary accountability of transnationals' economic activity is generally to providers of
financial capital. In Britain, and most industrialised market economies, this is governed
largely by one or more of the law, the accounting profession and the Stock Exchange. For
example the lodging of information with the Registrar of Companies, and for public
companies the wide dissemination of annual reports, affords a degree of public accountability

in Britain.

In general very little has changed this century regarding the nature of such financial
accountability. The volume of information reported has grown, yet the basic system remains
largely the same historic cost model of the last century’®.  The traditional view is that
external financial accounting statements should capture only those costs and revenues that are
internal to an organisation (Solomons, 1991) in order to measure and communicate economic
information which will be relevant to decision makers (primarily providers of financial

capital and their advisers). As a consequence current accounting practice deals only with a
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subset of all economic exchange transactions (Tinker, 1985), relying on market exchanges,
and in particular the concepts of money measurement and entity. Although there are serious
doubts as to the consistency between accounting practice and the demands of the market
system, the entity and money measurement concepts can be seen as justification of the need to
focus on only those transactions entered into by the firm (rather than its impact), accounted

for in financial terms (Tinker, 1985).

This traditional view of accounting can be criticised as partial and one sided (Morgan, 1988).
In some respects one could argue that accounting and accountants are aware of the
deficiencies and are attempting to develop accountings which broaden the focus. We have
seen criticisms of traditional accounting for failing to reflect new managerial concerns with
quality, etc. (e.g. Kaplan, 1984), developments in public sector accounting such as value for
money, and concern for the environmental impact of business (Gray, 1990; Gray, Bebbington
and Walters, 1993). Yet the emphasis in accounting practice as illustrated by the annual
report and accounts remains largely the same. In many respects the direction of change in
external reporting practice appears to be more concerned with refining a picture of so called
economic reality (e.g. ICAS, 1988; Accounting Standards Board, 1993), and continues to be

explored very much within the neo-classical/marginalist paradigm.

Of particular interest to us here is that little attention is paid to market imperfections or
aberrations in the analysis of multinational and monopoly business (Tinker, 1980).
Multinational and international accounting are suggested to offer opportunities for radical and

dramatic changes in accounting (Tinker, Merino and Neimark, 1982), yet there are few signs
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that scholars or practitioners have taken this opportunity. Most accounting research appears
to ignore the fact that the economy is dominated by such large transnational corporations,
often operating in oligopolistic or monopolistic markets (Cooper and Sherer, 1984), and
consequently fails to reflect general social and human consequences as well as the wider
strategic impact of such organisations (Morgan, 1988). Following our earlier discussion of
transnationals, which followed a transnationals monopoly capitalism perspective (Cowling
and Sugden, 1987), our critique of transnationals’ corporate reporting practices follows a
political economy approach, which recognises the underlying and irresolvable conflict of
interest between labour and capital (Cooper & Sherer, 1984; Ogden & Bougen, 1985). In
doing so we offer an analysis which is explicitly normative, descriptive and critical (Cooper
and Sherer, 1984). Specifically in regard to accounting, a political economy of accounting
(PEA) approach considers the functions of accounting within the economic, social and
political context in which it operates (Cooper and Sherer, 1984), where an accounting system
can only be understood in the context of the wider social system in which it is to be found
(Puxty, 1986). In a society characterised by class conflict, communication will
systematically distorted. Following political economy theory, accounting reports are seen as
a tool for "constructing, sustaining and legitimising political and economic arrangements,
institutions and ideological themes which contribute to corporations' private interests"

(Guthrie & Parker, 1990).

Annual reports and accounts can therefore be seen as a partisan writing of history, through
which individuals and institutions define themselves and are defined by others (Tinker and

Neimark, 1988). Corporate reports may therefore reduce the emphasis on any particular
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matter, must interpret events and construct a history of social and economic events (Tinker
and Neimark, 1988). In doing so traditional accounting reports tell one less about the impact
of a transnational corporation than about its financial performance. In respect of the
previously identified issues of concern to Western governments in recent years, it is unlikely
that one would find many details, for example, of pricing and marketing policies and
practices, training, productivity, transfer pricing, job quality, ‘rate of exploitation’, imports
and exports, spending in local economies, consumption of resources, political involvement

and environmental impact™'.

While it may be argued that recent developments such as the MAI, GATT and NAFTA
emphasise the ideas of marginalism and can be seen as another brick in the house of
monopoly capitalism, this emphasis on the market ironically requires us to consider the role
of accounting information and the possibility that regulation is needed. The limiting of
regulation and specific requirements for FDI can be argued to require a more complete picture
of corporate activity. Since the MAI and similar agreements rely on an assumption that
additional conditions should not be imposed on transnationals it implies that the wider social
and environmental impact of transnationals can be ignored, yet without information on
individual corporate performance and impact how can we be sure that this is acceptable to the
community? How can the community decide whether to support elected representatives and
their policies towards transnationals? How can communities continue to support the
independence and rights attributable to capital (e.g. legal persona and limited liability)?
Accepting that the MAI and similar agreements seek to ensure governments do not impose

political conditions on transnationals, the absence of reporting on the wider economic, social
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and environmental consequences of transnationals will also limit the freedom of the
community (e.g. in its purchasing or employment decisions). If governments cannot act to
implement the will of society then surely communities must be informed of corporate impact
so that individuals or groups can decide how to invest their labour or consume, and whether
to allow agreements such as the MAI to exist. Without this information liberalisation cannot
be seen as a rational economic strategy but rather an ideology. The absence of wider
accountability and reporting means that the opportunities to challenge the ideas of the

economic system will be limited.

Our position, therefore, recognises that accounting reports play an important part in forming
world views or social ideology (Tinker & Neimark, 1987), in this case giving management an
opportunity to present its view of the world, particularly in regard to the performance and
impact of transnationals, and, where appropriate, choosing what to comment on and what to
ignore. Non-disclosure of economic, social or environmental information may be seen as a
means of protecting business self-interest and as an effective means of intervention
(preventing participation of other interests) and confusion in itself. Management, as we have
stressed, may seek to ‘confuse, mystify or convince' in its accounting (Cooper, 1984, p 128),
and, we would argue, may have more incentive to do so where there are few regulations

governing industrial development.

Following a PEA approach encourages us to focus on accounting’s contribution to the
distribution of wealth and power in society (accounting techniques enable elite groups and

their agents to concentrate on private wealth (Tinker, 1985), yet tell us very little about the
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impact of corporations); recognising the historical and institutional environment in which it
operates (in this case we argue for a development in reporting practice because of the
increased liberalisation of industrial development and the growing power of transnationals);
and recognising the role of interests and the potential for change in accounting (e.g. we are
particularly concerned with the consequences of accounting which fails to address the wider
economic, social and environmental impact of transnationals, particularly in light of the well
articulated concerns of western governments in recent years, not to mention our own more

radical agenda) (Cooper and Sherer, 1984).

LESSONS FROM USING PUBLICLY AVAILABLE INFORMATION TO MONITOR

TRANSNATIONALS

Our earlier consideration of proposals for monitoring transnationals revealed a consistent
concern with both the quality and quantity of disclosure. Information (accounting) was seen
to be an essential element of accountability, so as to allow the community and its
representatives to see whether they are satisfied with their relationship with transnationals and
its consequences. The central importance of information is illustrated in Barrat Brown's
(1986) suggestion that the first point of action by trade unions and local authorities, in a
strategy to combat the power of transnationals, would need to be the establishment of a
continuous flow of information. This would seem most important if, as Cowling suggests,
there is at the moment "no accurate record of their (transnationals’) global activities”
(Cowling, 1990). Certainly our earlier critique suggests that traditional corporate annual

reports are incomplete. This view is supported by the transnationals debate in the USA,
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where it was recognised that policy was being hampered by the absence of information

(Bailey, Harte and Sugden, 1992b).

An important aspect of any regulation involves taking a systematic approach which involves
monitoring, checking or controlling activities. A critical commodity used by any regulator is
information and a central feature would be a continuous or regular record of events (Bullock
et al, 1988). Such monitoring activity is widely practised in our economy and society, for
example: government departments monitor business'?, parent companies monitor
subsidiaries, companies monitor rivals, companies monitor their markets/customers, and
investors monitor investment opportunities. In each case information is collected in order to
inform and/or allow regular control or action in some form. In some respects this focus on
the availability of information for regulation is similar to the traditional emphasis on
information for investment purposes. In that case information is seen as a commodity,
needed to expand the number of trading opportunities, to improve real production decisions,
and to eliminate or reduce social costs associated with asymmetric information (Walker,
1988). The objectives of a monitoring unit would seem to be not too dissimilar, in that it
would be seeking to consider the consequences of transnational’s activities (returns to the

community) in order to inform economic policy.

However accounting for the wider economic and social consequences of corporate
performance is at best a marginal activity (Gray et al, 1995). Despite extensive publicity and
advocacy, most recently particularly in regard to the environment, there is little evidence of

widespread, comprehensive and reliable reporting. What reporting does occur is substantially
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voluntary, and so depends for its existence, never mind its nature and form, on managerial
discretion. Of course such discretion is subject to influences, such as the market for finance,
the market for managerial services and audit (Benston, 1982), but in the main these are
narrow financial incentives to report. Yet voluntary disclosure in a society characterised by
unequal distributions of power and influence and conflicts of interest, is likely to reflect the
values of dominant groups, and so be used as a means to inform in a way which seeks to

'mislead, mystify and legitimate' certain interests and action (Cooper, 1984).

In addition, previous voluntary reporting on the wider social and environmental consequences
of corporate performance has differed substantially from actual performance (see Ingram and
Frazier, 1980; Wiseman, 1982; Rockness, 1985). More recently studies have shown that
voluntary corporate reporting has excluded information on the negative aspects of
environmental performance (Deegan and Rankin, 1996; Deegan and Gordon, 1996) and equal

opportunities impact (Adams and Harte, 1998).

We might expect something similar in the case of an MAI-type agreement. The MAI was
premised on the need to limit restrictions on transnationals and their investment. The
preference for market based solutions assumes that sufficient information will be made
available to allow participants to make informed decisions. This too will be left to the
market. Yet our characterisation of transnationals as powerful agents (becoming even more
S0) suggests that the community and its representatives would be in a weaker position should
an MAI-type agreement be introduced, made worse by the absence of adequate disclosure.

The indications from previous attempts to monitor a transnational, using a framework of
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potential relevance to governments, suggested that a reliance on what firms are willing to
reveal would severely curtail the potential of a monitoring unit. Drawing largely on the
corporate annual report, the more detailed 20F filing with the SEC in the USA, press reports
and stockbrokers' and analysts' reports the performance and impact of Glaxo plc was

examined®®,

Although certain aspects of performance and impact were reported, the attempt to monitor
Glaxo revealed that very little information is provided regarding the overall structure of the
group and in particular the flow of goods and services within the group. While a list of major
subsidiaries and associate companies is provided, with limited segmentation of the results,
there was little reported which might assist one in assessing local purchasing, employee
involvement in management or the degree of centralisation of decision making. Similarly
little is reported on marketing, patents (e.g. expiry), pricing, product quality (pharmaceutical
firms are subject to strict regulation, yet there is no mention of government inspections) and
distribution, and virtually no forecast data. Interestingly brokers' reports did reveal further
details of patent expiries etc., quoting the firm as the appropriate source of such data, and
there did appear to be more reported on research and development in this source (again as a
result of company information) than in the annual report or similar corporate sources. There
was also little reported on the group's relationship with government, a matter of some concern
given the size of the firm, it impact on the exchequer and balance of payments, and that the

state is a significant customer.
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While these findings might not be a great surprise they do alert us to the risks of relying on
corporate voluntary disclosure as a means of satisfying demands for corporate accountability.
A transnationals monitoring unit would barely function without the ability to regulate
corporate disclosure.

CONCLUSION

Optimistically we could conclude that 'every social order carries the seeds of its own
destruction' (Ascherson, 1998). If, as Ascherson suggests, the global free market is the 'most
powerful and arrogant world order in human history', then attempts to develop an MAI-style
multilateral framework on investment may see transnationals overplay their hand, and force
communities to respond to the further loss of sovereignty. This may go some way to

explaining the rejection of the latest draft of the MAI agreement.

We have argued that giving even freer reign to transnationals will have adverse consequences
for the community. Leaving industrial development to the market means that as a social
structure it will support the interests of the most powerful participants. Markets need to be
controlled, preferably by democratically elected and accountable organisations, rather than
undemocratic transnationals pursuing private interests. Such control is proposed here in the

form of a transnationals monitoring unit, with the power to regulate disclosure.

While a number of important issues appear to remain unresolved regarding the development
of a multilateral framework on investment (e.g. cultural factors, subnational government
action, and labour and environmental standards) (Ley, 1997; Atkinson, 1998), the creation of

greater freedom for transnationals through the institution of the market, forces us to address
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the question of control and in particular the role and responsibilities of the state. '(B)ringing
global economic institutions under the authority of political institutions is essential to protect
the environment, human rights and job possibilities around the world. Making both
accountable to the people is essential if the new world economic order is to be democratic,
and if it is not democratic it will enjoy neither legitimacy nor stability.' (Barnet and Cavanagh,

1994). Perhaps Ascherson’s optimism is well placed after all.
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ENDNOTES

1 Details of the interests shown by governments in Britain, France, Germany, Japan, and the
USA over the last 30 years are outlined in Bailey, Harte and Sugden (1994b). This paper
draws on their findings, and discusses the proposed development of a transnationals
monitoring unit in the context of recent policies such as the Multilateral Agreement on
Investment.

2 Although it can be argued that few transnationals are truly international, being nationally
based and home oriented (Hirst and Thompson, 1996), we should emphasise that it is the
potential to relocate which is essential here. However this national attachment does, as we
will see, offer some encouragement to national governments in their dealings with
transnationals.

3. Intervention is thought justified to serve the public interest (since the alternative, a radical
change in the economic and social system, addressing matters of economic democracy,
representation, control etc. seems less likely to succeed in the shorter term).

4. We would emphasise 'appear to' here and suggest that socially responsible behaviour is
most likely to be determined by long term financial considerations, and not immediate
profitability.

> See Roddick (1999). In January 1999 the European Parliament passed a report calling for a
code of conduct for European transnationals operating in the developing world, backed up by
a European Monitoring Platform to ensure compliance by such transnationals.

6. Corporate accountability is largely determined by legal definitions rather than economic
definitions of the firm.

7 A multinational web would be a large scale production process comprising myriads of
smaller firms in a nexus of criss crossing relationships which span international borders, a
multinational (rather than transnationals controlled) producion process. If an important
longer-run goal of industrial policy is to foster such webs policy makers need to think beyond
webs of firms, and to think of ‘community webs’, particular forms of network which span all
interest groups affected by production activity. Yet there does appear to be some desire by
European politicians to move in this direction; witness the recent report of the European
Parliament calling for a code of conduct for European transnationals, backed up by a
European monitoring platform (see Roddick, 1999).

8. The development of an international interest in the regulation of financial reporting, with
the International Accounting Standards Committee, followed long histories of national
standard setting.

9 See Bailey et al (1994b) for a review of interests over the last 30 or so years.
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10. In parallel, mainstream financial reporting research and financial accounting practice
concentrates on the behaviour of shareholders and creditors, implicitly accepting the values of
a market society (Hines, 1989).

11. Accounting can be seen then as a language which like any other names, bounds and
separates (Hines, 1991b), and in this respect the real significance of accounting can be said to
be in what it denies (Lehman and Tinker, 1987) or excludes. Social costs are seen as values
(to be excluded) whereas market costs are fact (Hines, 1991a).

12.  Although the Registrar of Companies simply collects annual reports some industries
(e.g. banking and insurance) are more closely monitored in respect of their financial position
and performance.

13. See Bailey et al (1994a) for a full analysis.
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