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1 INTRODUCTION: DEVELOPMENT IN A 

GLOBALIZING WORLD 
 

1.1 INTRODUCTION 

Since the early 1980s, globalization has become one of the essential characterizing 
features of the world economy (Dunning, 2001a; Held and McGrew, 2000; Friedman, 
1998), and it has been predicted to be the defining issue for the 21st century as well 
(Bhagwati, 2004a). Globalization – or the increased interconnectedness of nations, 
peoples, and economies – is often illustrated by the strong growth of international trade 
and foreign direct investment (FDI) in the past 25 years. Yet these economic variables 
are also strongly intertwined with the political, social, cultural and technological 
dimensions of globalization (Intriligator, 2004; Dreher, 2006a). Economic integration is 
facilitated by both unilateral trade and investment liberalization and political cooperation 
among nation-states in international institutions such as the World Trade Organization 
(WTO) or in regional integration agreements like the North American Free Trade 
Agreement (NAFTA) and the European Union (EU) (Dent, 1997; Muller, 2004). 
Innovations in information and communication technologies have revolutionized the 
exchange of information across borders and enabled the centralized coordination of 
internationally dispersed production activities (Castells, 2000; McMahon, 2002; Rifkin, 
2000). Globalization is also a cultural and social phenomenon. Migration, travel and the 
media are often considered to both challenge and fuse existing belief systems and life 
styles, implying that an emerging – heavily American – ‘global’ culture is at the same 
time paired with increased, often religiously inspired, conflict (Barber, 1995; Berger and 
Huntington, 2002; Cowen, 2002; Huntington, 1996).  
The expert opinions on globalization are as diverse as its dimensions. There are few other 
concepts that have yielded so much controversy among academics, policymakers and 
civil society in the past years. Large differences of opinion exist with respect to the exact 
definition of globalization and its distinctiveness from previous phases of integration 
(Streeten, 2001; Modelski, 2000; Jones, 2005). But more importantly, the effects of 
globalization are highly disputed. The proponents (e.g. Baghwati, 2004b; Wolf, 2005; 
Soros, 1998) and critics (e.g. Jenkins, 2004; Stiglitz, 2004a; Hertz, 2001) of globalization 
strongly disagree about its effects on economic growth, income inequality, human 
development, employment, labour conditions, and the natural environment – in other 
words, for the triple goals of economic growth, social justice and environmental 
protection that together constitute what has been called ‘sustainable development’ 
(WCED, 1987).  
As explained in more detail below, part of the controversy about the sustainable 
development effects of globalization is caused by a lack of specification of exactly which 
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dimension of globalization is studied, and of how sustainable development is defined and 
measured. Yet empirical evidence remains highly mixed for even very narrowly defined 
research topics. The prominence of globalization and the ambiguity of its effects, 
combined with the continued struggle of many countries with sustainable development 
(as document in for example the World Bank’s World Development Reports and 
UNDP’s Human Development Reports), point at a strong need for further research in this 
area.  
This dissertation aims to contribute to the debate on the effects of globalization by 
focusing on economic globalization (as opposed to e.g. political or cultural), and more 
specifically, on FDI. Foreign direct investment is commonly defined as the investments 
made to acquire a lasting interest in enterprises operating outside the economy of the 
investor, in order to obtain an effective voice in the management of those enterprises 
(UNCTAD, 2006). By engaging in FDI, firms become multinational enterprises (MNEs) 
– enterprises with activities in more than one country. FDI is often considered to be the 
defining characteristic that distinguishes present-day globalization from previous eras of 
integration (Dicken, 1998; Dunning, 2001a; Jones, 2005). Since the early 1980s, FDI has 
grown at a much higher rate than total world production (Gross Domestic Product, GDP) 
and international trade. At present, total FDI stock as a percentage of GDP has risen to 
nearly 25 percent (UNCTAD, 2006). In many developing countries – the focus of most 
concerns on the negative effects of globalization – FDI has become a prime source of 
capital investment (OECD, 2002).  
As yet however, considerable uncertainty remains as to the impact of FDI on sustainable 
development in both host and home countries. This is partly because most research on 
economic globalization has dealt with trade, not investment (Dunning, 2004). But more 
importantly, the studies that do address the development effects of FDI often tend to treat 
it as a rather homogenous flow of capital, whereas in fact FDI is highly diverse in nature 
(Lall 1995; Dunning 1993) and dependent upon the way in which MNEs create their 
international production networks (Dunning, 1993; Buckley and Ghauri, 1999; Stopford 
and Strange, 1991; Ruigrok and Van Tulder, 1995). Furthermore, only 500 MNEs are 
responsible for over 80 percent of worldwide FDI (Rugman, 2000). This means that the 
(micro-level) analysis of MNEs’ characteristics and internationalization strategies is a 
necessary direction of research in trying to increase our understanding of the impact of 
FDI on sustainable development.  
This chapter sets the stage for addressing the main research question of this dissertation: 
what is the impact of economic globalization – in particular FDI – on sustainable 
development? Section 1.2 will first give a more detailed overview of the concept of 
globalization, discussing its definition(s), the debates surrounding it, and its multifaceted 
nature, including FDI. Section 1.3 then focuses on development, reviewing how its 
definition has evolved over the past decades from mere economic growth to what is now 
called sustainable development. In addition, it summarises the main theories that have 
been put forward since the 1950s in order to explain how development comes about, 
paying special attention to the role that these theories have assigned (or not) to FDI and 
MNEs in the development process. Section 1.4 then turns to the most recent approach(es) 
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to development that gained prominence in the late 1990s and the early 2000s (as 
described in detail by e.g. Meier and Stiglitz, 2001). This new way of thinking about 
achieving development – identified by Dunning (2006) as a ‘New Development 
Paradigm’ – proposes a much more inclusive framework of analysis for the impact 
question of FDI compared to previous contributions, highlighting the role of actors (such 
as MNEs) and institutions. In doing so, this approach raises important new research 
questions that have not yet received sufficient academic attention. Three of these will be 
used as leading questions for this dissertation. Section 1.5 specifies how these questions 
will be addressed both theoretically and empirically, and provides the general outline of 
this study. 

1.2 GLOBALIZATION: DEFINITIONS, DEBATES AND DIMENSIONS  

Definitions 

While there are already many books and papers written on globalization, it is difficult if 
not impossible to find two that hold the exact same definition of the concept. Box 1 
presents a selection of definitions of globalization suggested by some of the most 
prominent contributors to the current debate. These definitions characterize globalization 
as either a fixed state or as an ongoing process, emphasize either the new achievements 
(‘integration’) or the abolishment of the old (‘barrier reduction’), and accentuate either 
the positive (‘convergence’) or negative (‘increased MNE power’) potential outcomes. 
Streeten (2001) has listed an additional 35 definitions, and the combined lists are by no 
means an exhaustive overview of all the different ways in which scholars have described 
globalization. Yet, some consensus regarding the main defining features of globalization 
has emerged (cf. Held and McGrew, 2000): most analysts now agree that present-day 
globalization is characterized by an increasing worldwide inter-connectedness of nations, 
peoples, and economies, facilitated by rapid changes in information and communication 
technologies and economic liberalization – primarily in the area of international trade and 
FDI.  
While there are already many books and papers written on globalization, it is difficult if 
not impossible to find two that hold the exact same definition of the concept. Box 1.1 
presents a selection of definitions of globalization suggested by some of the most 
prominent contributors to the current debate. These definitions characterize globalization 
as either a fixed state or as an ongoing process, emphasize either the new achievements 
(‘integration’) or the abolishment of the old (‘barrier reduction’), and accentuate either 
the positive (‘convergence’) or negative (‘increased MNE power’) potential outcomes. 
Streeten (2001) has listed an additional 35 definitions, and the combined lists are by no 
means an exhaustive overview of all the different ways in which scholars have described 
globalization. Yet, some consensus regarding the main defining features of globalization 
has emerged (cf. Held and McGrew, 2000): most analysts now agree that present-day 
globalization is characterized by an increasing worldwide inter-connectedness of nations, 
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peoples, and economies, facilitated by rapid changes in information and communication 
technologies and economic liberalization – primarily in the area of trade and FDI.  
Box 1.1 Definitions of globalization 

• ‘a single underlying idea of ‘de-localization’: the uprooting of activities and 
relationships from local origins and cultures.’ (Gray, 1998:57). 

• ‘an international system that involves the inexorable integration of markets, nation-
states and technologies to a degree never witnessed before.’ (Friedman, 1998:9). 

• ‘the integration of national economies into the international economy.’ (Bhagwati, 
2004a:3). 

• ‘the closer economic integration of the countries of the world through the increased 
flow of goods and services, capital, and even labour.’ (Stiglitz, 2006:4). 

• ‘the integration of economic activities, via markets.’ (Wolf, 2005:ix).  
• ‘a more advanced and complex form of internationalization, which implies a degree 

of functional integration between internationally dispersed activities.’ (Dicken, 
1998:5). 

• ‘the technological, organizational, and institutional capacity of the core components 
of a given system (e.g. the economy) to work as a unit in a real or chosen time on a 
planetary scale.’ (Castells, 2000:52).  

• ‘the breaking down of national economic barriers, the international spread of trade, 
finance and production activities, and the growing power of transnational 
corporations and international financial institution in these processes.’ (Khor, 
2001:3). 

• ‘the major increases in worldwide trade and exchanges in an increasingly open, 
integrated and borderless international economy.’ (Intriligator, 2004:486). 

• ‘an unparalleled increase in the flow of capital, goods, services, and information [as 
well as] political, legal and cultural exchanges which are assumed to bring 
convergence.’ (Esmer, 2006:183). 

• ‘the process through which a number of historical world societies were brought 
together into one global system.’ (Modelski, 2000: 49). 

• ‘the widening, deepening and speeding up of global interconnectedness.’ (Held et 
al., 2000:54). 

• ‘the process in which national cultures, national economies and national borders are 
dissolving.’ (Hirst and Thompson, 1999:67). 

• ‘a process of greater integration within the world economy through movements of 
goods and services, capital, technology and (to a lesser extent) labour, which lead 
increasingly to economic decisions being influenced by global conditions.’ 
(Jenkins, 2004:1). 

• ‘a word so portentous and wonderfully patient as to puzzle Alice in Wonderland 
and thrill the Red Queen because it means precisely whatever the user says it 
means.’ Barnet and Cavanagh (1994:13). 
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Despite the increased interconnectedness over the past three decades, many authors 
emphasize that we by no means (already) live in a truly ‘global’ world – let alone a 
global village. Much economic activity is still rooted within nation-states (Hirst and 
Thompson, 1999; Held and McGrew, 2000; Ruigrok and Van Tulder, 1995), and national 
institutions and economic policies are still central in the creation and distribution of 
wealth (Dunning, 2001a). Much cross-border trade and investment is still primarily 
regional (i.e., within North America, and within the European Union), rather than a truly 
global in nature (Rugman, 2000). In addition, globalization is not a recent phenomenon – 
there have been previous periods of increased international integration (see e.g. 
Modelski, 2000; Jones, 2005; Went, 2005); in particular from the late 19th century up 
until the start of the First World War in 1914. However, most researchers seem to agree 
that the current phase of globalization differs fundamentally from that in earlier times. 
Whereas around 1900, globalization mainly occurred through trade and the international 
movement of portfolio capital, today’s world is characterized by deeper integration that 
takes place at the level of production through FDI (Dicken, 1998, Dunning, 2001a), 
facilitated by an unprecedented degree of government intervention to reduce the 
obstacles to international trade and FDI (Bhagwati, 2004a).  

Debates 

Although controversy over definitional issues continues, the far more important debate 
with respect to globalization relates to its consequences for national economies, people 
and the natural environment. Many have argued that globalization has been paired with 
important improvements in human development indicators, such as life expectancy (from 
46 to 64 years between 1960 and 2000), infant mortality (from 149 to 64 per 1000 births 
in the same period), adult literacy (from 46 to 73 percent), and real GDP per head (from 
950 to 1250 US$) (Streeten, 2001). Cross-country regressions also tend to show that 
integration into the world economy is positively associated with average annual growth 
rates (Dreher, 2006b). 
But in recent years especially the negative aspects of globalization have received 
attention, particularly through the protests in Seattle, Genoa, Davos and other locations 
where G8, WTO or World Bank/IMF meetings were held, by what is often called the 
‘anti-globalization’ movement. This movement encompasses a very diverse set of non-
governmental organizations (NGOs) from all over the world, who reflect the increased 
global awareness – facilitated by the internet (Clark and Themudo, 2006) – of 
international environmental and social problems. Some of its more radical and militant 
participants are virulently anti-capitalists (as analyzed by Bhagwati, 2004b). But others 
have also expressed their concerns and critique in both the public and academic debates 
with respect to the negative impacts of globalization.  
Stiglitz (2006), Intriligator (2004) and Amoore (2005) summarize the main points of 
discontent brought forward by the critics of globalization. They mention for example that 
critics argue that globalization inherently leads to increased financial risk and instability. 
Particularly the globalization of capital markets for short-term capital flows may have 
devastating and contagious consequences, illustrated by the Asian Crisis in the late 1990s 
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(Stiglitz, 2004a; 2004b). Interestingly, many proponents of globalization agree that 
capital-market liberalization and the inflow of short-term capital may hamper rather than 
help growth in emerging markets, and should hence be planned very carefully (Soros, 
1998; Bhagwati, 1998; Mukand, 2006; Wolf, 2005).  
A second issue of discontent is the shift of state sovereign power to on the one hand 
MNEs, and on the other hand, international organizations like the International Monetary 
Fund (IMF), the WTO and the World Bank. The prospect of the arrival but also 
withdrawal of investment by MNEs creates significant leverage for MNEs over policy 
makers (Gray, 1998) and may force states to cut down some of their social security 
systems that enhance labour cost (Adelantado and Calderón, 2006, Dreher, 2006a). The 
main critique on the IMF, WTO and World Bank is not only that they have imposed 
structural adjustment policies upon countries dependent on them for aid (Stiglitz, 2002), 
but also that they have made decisions that affected the lives of the millions of the 
world’s poorest people who have no voice in these institutions (Jenkins, 2004). 
But the main two points of concern regarding the effects of globalization as discussed by 
Stiglitz (2006), Intriligator (2004) and Amoore (2005), are firstly, that the distribution of 
the (potential) benefits of globalization is highly unequal, meaning that globalization 
leads to increased inequality and poverty, and secondly, that globalization advances 
material values and a focus on growth, with detrimental effects for employment (jobless 
growth) and the environment (increased production, consumption and transportation 
deplete resources and increase emissions and pollution). As these two themes are central 
to sustainable development and hence this dissertation, they are elaborated in a bit more 
detail below, including a review of the recent response to these concerns by the advocates 
of globalization, such as Wolf (2005) and Baghwati (2004a).  

Distribution of (potential) benefits 

One of the key arguments of those concerned with the distribution of the benefits 
(growth) of globalization is that in contrast to what many proponents assert, there are no 
guarantees that this distribution is equal, and for the benefit of all (Gomory and Baumol, 
2004; Jenkins, 2005). Some even argue that globalization is the opposite of a universal 
state of equal integration in the world economy, as it works exactly because of cross-
country differences (Gray, 1998). In particular ‘main stream economists’ (Gomory and 
Baumol, 2004; Kiely, 2005) (often also including IMF and World Bank employees) are 
criticized, for ignoring the short-term adjustment costs associated with increasing 
openness to trade and investment, which are argued to be potentially very large and 
painful, but also to last for decades (Gomory and Baumol, 2004). In addition, these 
economists are blamed for misinterpreting the poverty reduction in Asian emerging 
markets, which is argued to have occurred despite pro-globalization policies, and not 
because of them (Kiely, 2005). Ultimately, the critique boils down to the statement that 
mainstream economists conflate weak correlations between openness, growth and 
poverty reduction, with a strong claim of causation (Kiely, 2005, Jenkins, 2004). Several 
studies have now established that the effect of globalization on income distribution is 
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based on initial income levels (Ravallion, 2001) and that the poor in poor countries do 
not benefit much from trade (Milanovic, 2005; Jenkins, 2004).  
The proponents of globalization (e.g. Wolf, 2005) in contrast tend to argue that 
globalization is good for the poor and reduces inequality. For example, an often-quoted 
study by the World Bank (2002) compared countries that were classified as ‘globalizers’ 
and ‘non-globalizers’ based on their growth of trade-openness, and concluded that 
globalizers experienced more economic growth. Similar results were obtained by Dreher 
(2006b). In addition, a famous study by Dollar and Kraay (2002) also concluded that the 
poor benefited one-for-one from economic growth (which is in turn is affected by 
globalization), a conclusion that was reiterated by Kraay (2006) who found that in the 
long run, growth is good for the poor, and hence does not lead to increased inequality. A 
final argument in favour of globalization is provided by Auer (2006), who argues that 
even if the net costs and benefits of globalization are difficult to establish, the countries 
that are excluded from the process are, and remain, the poorest, and hence experience too 
little, rather than too much, globalization. 
 
Table 1.1 Trends in global income inequality, 1950-2001 

1950 1960 1970 1980 1985 1990 1995 2000 2001

Global Inequality 
GDP Ratio1 36.2 33.9 32.7 32.2 30.2 34.2 39.2 47 47.2
Gini Coefficient2 0.549 0.545 0.539 0.525 0.517 0.536

0.509 0.538 0.545 0.543
 

Average income as percentage of the North 

South as a whole 19.3 18.6 16.2 15.9 15.3 14.5 14.6 - 14.9

Africa 15.8 13.6 11.7 10.3 8.9 7.7 6.8 - 6.6

Latin America 44.4 40.0 34.3 36.1 30.7 26.9 27.5 - 25.8

Asia (incl. China) 11.2 10.9 9.5 9.9 10.8 11.3 13.5 - 14.5

China 7.8 8.6 6.7 7.1 9.2 9.9 13.4 - 15.9

World Bank WDI figures of global income ratios 

Richest/poorest 20% 45.7 33.9 29.5

Richest/poorest 10% 78.9 64.2 57.4

Richest/poorest 1% 216.2 275.7 414.6
1 Ratio of the average GDP per capita of the 10 highest to 10 lowest ranking countries 
2 Coefficient of inequality where 0 represents perfect equality and 1 perfect inequality. Data are 
unweighted by population, for 107-149 countries. Series break due to split up of USSR, Yugoslavia, and 
Czechoslovakia. 

Sources: Compiled from Sutcliffe (2004), citing Maddison (2003) and World Bank (2003) 

 
How can academics that study the same phenomenon – global inequality – come to such 
widely differing conclusions? A major part of the disagreements on whether 
globalization leads to increased inequality is caused by the many different ways in which 
inequality and poverty can be measured, and which countries are considered. Stiglitz 
(2006) describes that as a general trend, globalization in the last two decades of the 20th 
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century has been paired with a small decrease in the percentage of poor, but an increase 
in the absolute number of poor people. Excluding China, the percentage of poor also has 
increased (from 36 to 40 percent between 1981 and 2001 using the 2 US$ per day 
poverty line as criterion, or from 13 to 16 percent in that period for the 1 US$ per day 
standard). Aisbett (2005), who compared some of the most authoritative poverty 
statistics, showed a difference in head-count of poor people in 1998 of 350 million (6.7 
percent of the world population) to 2.8 billion (56 percent), and average changes between 
1987 to 1998 ranging between +23 to -31 percent, depending on the poverty line chosen, 
the currency conversion method used, and whether household or national account data 
were taken. Sutcliffe (2004) finds similar discrepancies in measures of global income 
inequality, as illustrated in table 1.1. This table shows inequality measured by several 
indicators, some showing increasing, and others decreasing inequality. Taking a very 
longitudinal perspective, Bourguignon and Morrisson (2002) find that world income 
inequality worsened dramatically over the past two centuries, but remained relatively 
stable from the 1950 to the last date of their measurements, 1992. 
In short, it is difficult to tell at present whether global poverty and inequality has 
increased or decreased over the past decades. In addition, globalization itself has been 
measured in various ways in the studies reviewed above. For example, although 
globalization in this context has been primarily understood – relatively narrowly – as 
trade, it has been measured by both the growth of the trade-to-GDP ratio (World Bank, 
2002), and absolute levels of trade-openness (Wade, 2004; Jenkins, 2004 and Kiely, 
2005). Finally, even among studies using the exact same variable definitions, results may 
differ due to sample selection (Aisbett, 2005). This means that definite conclusions on 
the causal relationship between economic globalization and inequality are yet hard to 
come by. 

Employment and environment 

Other issues of discontent with respect to globalization include its potential harmful 
impact on employment and the environment. Particularly for developed countries, many 
fear a decoupling of growth from job creation, partly due to increased competition from 
low-wage countries (Klein, 2000; Forrester, 2000; Korten, 1995). A key concern for 
many workers is to either lose their job or be forced to take a lower-quality one (Auer, 
2006) as a consequence of outsourcing and off-shoring by MNEs. These concerns have 
even induced observers to predict a ‘20-80 society’, where only 20 percent of the 
population is necessary for production of all goods, and where the ‘superfluous’ 80 
percent needs to be remained subdued by a combination of food and entertainment 
(Martin and Schumann, 1996). These fears for the employment consequences of 
globalization are not entirely unwarranted, as studies by Kletzer (2005) and Barnet and 
Cavenagh (1994) show, although net effects are easier to establish by sector than at a 
national level (Gomory and Baumol, 2004), and some studies highlight that over time, 
offshoring may also increase domestic employment (Bruno and Falzoni, 2003). 
For developing countries, the social costs are primarily seen in the area of low wages and 
inferior labour conditions for employees of MNEs and their subcontractors, particular in 
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export processing zones (EPZs) (Klein, 2000). However, as Moran (2002) noted, FDI 
into such low-wage, low-skill activities such as the fabrication of garments, footwear and 
toys represents only a small part (less than 4 percent) of total FDI to developing 
countries. The overall majority of FDI is in more advanced industrial sectors such as 
electronics, auto parts, and pharmaceuticals, where jobs are better. In addition, Moran 
(2002) suggested that the alternative for many employees in low-wage, low-skill 
activities is worse, and argued that no other employers would create that many entry-
level jobs for disadvantaged groups of the population, including women and minorities. 
MNEs are also known to pay higher wages than local firms (Caves, 1996), and to the 
extent that FDI leads to economic growth, wages also rise as a consequence of FDI, as 
for example the Chinese case showed (Yao, 1999). 
With respect to the debate on the environment, those discontented with globalization – as 
summarized by Stiglitz (2006), Intriligator (2004) and Amoore (2005) – highlight two 
points. First, the increased production, consumption and transportation of goods due to 
globalization places a high burden on the natural environment via both the increased use 
of natural resources (e.g. oil, minerals, water), and increased pollution of soils, air, and 
water (e.g., greenhouse gas emissions). Proponents of globalization point out that the 
technological innovations associated with globalization increases the efficiency with 
which such resources are used, and that as incomes rise the demand for environmentally 
friendly goods increases too (the environmental Kuznets curve; cf. Grossman and 
Krueger, 1995). But the conclusion is generally that growth in production has outpaced 
that of materials and energy efficiency in the past 200 years (UNEP, 2005). Secondly, 
MNEs are accused of searching for ‘pollution havens’, those locations (often in 
developing countries) where environmental standards and the enforcement of those 
standards are lax, and where firms may locate their most polluting activities to escape the 
more critical public eye in developed countries. This would result in a ‘race to the 
bottom’ in environmental standards, in a global competition among countries for 
investments. Although there is limited evidence beyond case studies (Lucas et al., 1992; 
Smarzynska and Wei, 2001; Wheeler, 2001), or certain sectors (Xing and Kolstad (2002) 
that such behaviour indeed occurs, there has been some evidence that competitiveness 
concerns have dampened governments’ enthusiasm to raise environmental standards (see 
Mabey and McNally, 1999; Nordstrom and Vaughan, 1999). Overall however, for both 
the social and environmental dimension of sustainable development, the consequences of 
globalization are far from clear.  

Dimensions: a focus on FDI and MNEs 

The review of the previous section illustrated the main issues of debate on the effects of 
globalization. While many participants in the debate often have a political instead of an 
academic agenda, the claims of neither the proponents nor opponents are without 
empirical base. Indeed, a substantial part (though certainly not all, see chapter 2) of the 
controversy around globalization could be attributed to differences of opinion on what 
globalization actually is (or should be), and what the relevant dimensions and measures 
of economic, societal and environmental impact would entail. These different approaches 
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to conceptualizing globalization result in different research findings (Sumner, 2004). The 
fact that many observers generalize their findings on the effect of a partial dimension of 
globalization to the entire concept further obscures the debate (Jenkins, 2004). As 
Bhagwati (2004a: 7) summarizes: ‘…the popular discourse on globalization has tended to 
blur the lines between the different dimensions [of globalization] and speaks of 
globalization and its merits and demerits as if it were a homogeneous, undifferentiated 
phenomenon’.  
Instead, globalization is clearly a multidimensional concept. Bhagwati (2004a) identifies 
trade, FDI, short-term capital flows, migration, and technology as the five main 
dimensions of globalization. Similarly, Intriligator (2004) identifies the economic, 
political, security, environmental, health, social and cultural dimensions of globalization. 
Stiglitz (2006) mentions – in addition to the economic dimensions of globalization - the 
international flow of ideas and knowledge, the sharing of cultures, global civil society, 
and the global environmental movement. Sumner (2004) distinguishes between policies 
towards globalization (e.g. reduction in tariff barriers) and the actual degree of 
globalization (e.g. the amount of trade to GDP). Also authors who aimed to measure 
‘globalization’ as a concept, have tended to use composite indices consisting of a wide 
range of economic, political and social variables (Dreher, 2006a; Martens and Zywietz, 
2006). However, many of those who insist on clarifying these dimensions are also guilty 
of blurring them themselves: much of the evidence Bhagwati (2004a) presents relates to 
the effects of trade, which he then generalizes to the entire phenomenon of globalization. 
Stiglitz (2004a, 2004b) critically analyzes the negative aspects of capital market 
liberalization, but summarizes his findings as general effects of globalization. 
This dissertation seeks to avoid such confusion, and hopes to clarify rather than obscure 
the globalization debate by focusing on one dimension of (economic) globalization: FDI, 
or the activities of multinational enterprises. There are several arguments to favour the 
study of this dimension of globalization above all others. Firstly, as highlighted above, 
FDI is considered to be the defining characteristics of present-day globalization in 
comparison to previous phases (Dunning, 2001a, Jones, 2005, Dicken, 1998). Whereas 
around 1900, globalization mainly occurred through trade and the international 
movement of portfolio capital, today’s world is characterized by deeper integration that 
takes place at the level of production. Although trade continues to be important, Foreign 
Direct Investment (FDI) now forms a profoundly important linking pin between national 
economies.  
Secondly, FDI and MNE international activity in general is also one of the most 
important dimensions of economic globalization. From the 1980s onwards trade and FDI 
have increased each year, both growing faster than total worldwide production. But FDI 
growth rates were considerably higher than the growth rates of international trade (see 
figure 1.1). In 2005, more than a third of all production is traded across national borders, 
and total foreign direct investment (FDI) stock as a percentage of gross domestic product 
(GDP) has risen to nearly 25 percent (UNCTAD, 2006). At the moment, more firms, and 
in more industries and countries than ever before are expanding abroad through direct 



 
 

21 

investment. MNEs play a decisive role as creators and disseminators of wealth in the 
present phase of globalization (Dunning, 2001a; Stiglitz, 2006). 
Thirdly, in developing countries, on which most concerns on the negative effects of 
globalization are concentrated, FDI has become a prime source of external funding and 
capital investment, a point which by itself justifies a thorough evaluation of its impact. 
 
Figure 1.1 Index of global GDP, exports and FDI inflows (constant US$, 1980=100) 
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Official development assistance (ODA) has remained stable, while FDI flows to 
developing countries have substantially increased in the 1980s and 1990s (OECD, 2006). 
The final argument in favour of a study of the effects FDI and MNEs is that considerable 
uncertainty remains as to the impact of FDI on development for both host and home 
countries. Most research on globalization focuses on trade, not on investment (Dunning, 
2004). And even if studies focus on investment, they primarily consider macro-economic 
flows and not the individual strategies of (groups of) MNEs. Since only a relatively small 
set of MNEs (approximately 500) is responsible for the overall majority (80 percent) of 
global FDI (Rugman, 2000), the (micro-level) analysis of MNEs’ characteristics and 
internationalization strategies may be an interesting and potentially fruitful direction of 
research in trying to increase our understanding of the impact of FDI on sustainable 
development. This aspect will be further reviewed in Chapter 2. 

1.3 DEVELOPMENT: CONCEPTS AND THEORIES 

Development: an evolving concept 

One of the difficulties in examining the relationship between FDI and development is the 
very definition of ‘development’. Since the 1950s, the definition of development as used 
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in both academic and policy debates has become increasingly inclusive. Up until the 
1950s, development equalled economic (or GDP) growth, which was to occur through 
industrialization. An explicit distinction between economic growth and economic 
development was only made in the 1960s and 1970s by Furtado (1954), one of the 
leading Latin American economists of those days. Stressing the importance of both 
structural factors and technological advantage, he argued that economic development 
implied that economic growth should be self-sustainable, without dependency on more 
developed countries for industrialized and high-tech products.  
In the early 1980s, the UN Development Programme’s Human Development Reports 
stimulated the incorporation of a social dimension into the economic goals. Based on the 
work of in particular Amartya Sen (1973), Human Development was defined as the 
process of enlarging people’s choices, by expanding human functionings and capabilities. 
This refers to the capability to lead a healthy and productive life, to communicate and 
participate in the community, and to move around freely. Echoes of this definition can 
also be found with Stiglitz (1998:3) when he explained that ‘development enriches the 
lives of individuals by widening their horizons, [by] increasing life spans [and] 
improving the vitality of life.’ The Human Development Reports advanced the Human 
Development Index (HDI), which has become an authoritative means of comparing 
welfare between countries. Not only economic growth was considered important, but also 
the distribution of this growth, as well as education, labour standards and human health. 
The most recent extension of the definition has been the inclusion of broader 
sustainability concerns. Nowadays, the definition of ‘sustainable development’ – a term 
coined by the World Commission on Environment and Development (WCED, also 
known as the ‘Brundtland Commission’) in 1987 – includes economic growth, social 
justice and environmental protection, in order to ‘meet the needs of the present without 
compromising the ability of the future generations to meet their own needs’ (WCED, 
1987:43). This definition is used in this dissertation. 
Partly because of its increased inclusiveness, considerable disagreement continues to 
exist over the definition of development. Kanbur (2001) distinguishes three main areas of 
disagreement. First, the level of aggregation at which development is measured may 
differ from macro to micro. Overall national economic growth (macro) may not 
necessarily mean that the situation of each (sub-group of) individual(s) (micro and meso) 
has improved as well. Secondly, the time-horizon used may range from short-term (1-2 
years), via medium (5 years), to (very) long term (more than 10 years). According to 
Kanbur (2001), those concerned with the medium term (mostly the ‘traditional’ 
economists) tend to disregard that due to adjustment problems, in the short term ‘people 
may already be dead’. Similarly, medium-term policies may not be (environmentally) 
sustainable over the long term. The third difference relates to market structure and power. 
Some contend that markets are always competitive and the best way to allocate 
resources. Others argue that markets are not by definition competitive, and that large 
oligopolies, or the increasing bargaining power of capital versus labour stemming from 
internationalization of firms as such, makes that markets are not always the best way to 
allocate resources, and that state intervention is necessary. 
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The economic, social and environmental dimensions of sustainable development each 
cover a wide range of variables. The economic dimensions of development – which 
continue to be the most frequently addressed in the development debate – includes for 
example not only (productivity) growth, but also trade or domestic capital formation. The 
social dimension includes income inequality and poverty, but also education, health, and 
labour and human rights. Environmental dimensions could be measured by deforestation, 
depletion of (non-renewable) natural resources, biodiversity, emissions and pollution 
levels. The likely impact of FDI on these dimensions differs widely in size and direction 
(positive or negative). It is the balance of these individual issues that ultimately 
determines the impact of FDI on development. 
Despite these disputes, there does seem to be an emerging consensus regarding the 
common elements of development. Stiglitz (1998) identified education, infrastructure, 
health, knowledge, and capacity building, and noted that a development strategy should 
be consistent with the natural environment within which it is embedded. Politically, this 
consensus is reflected in the UN Millennium Development Goals – a set of eight concrete 
though ambitious development goals that governments worldwide have committed to 
achieve by the year 2015 (see box 1.2). 
 
Box 1.2 The UN Millennium Development Goals 

1.  Eradicate poverty and hunger    
2.  Achieve universal primary education  
3.  Promote gender equality, empower women  
4.  Reduce child mortality 
5.  Improve maternal health 
6.  Combat HIV/AIDS, malaria, and other diseases 
7.  Ensure environmental sustainability 
8.  Develop a global partnership for development  

An overview of development ‘paradigms’  

While the definition of development has extended over the past decades, theorizing on 
how to become more developed has continued to focus on economic growth. 
Development economics has traditionally been the field in which most theoretical 
contributions on how to achieve economic growth (and development more generally) can 
be found. The debate on the nature and causes of inequality between the ‘rich’ North-
western Hemisphere and the ‘poor’ rest of the world has led to an abundance of theories. 
Although there are many differences among them, several different main groups of 
theories on economic development have traditionally been distinguished. These include 
the Western European Modernizers, the Latin-American Dependency school (including 
the World-System theorists), and the Neo-classical school. After an impasse in the 1980s, 
development economics has recently been broadened by influences from other academic 
disciplines, which resulted in approaches including New (or Endogenous) Growth theory.  
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Table 1.2 Overview of theories 

 Key contributions  Role for FDI  Main points of criticism 

W
es

t E
ur

op
ea

n 
M

od
er

ni
ty

 

• Importance of systematic 
reallocation of factors of 
production from low 
productivity (agriculture) to 
high productivity (industry) 
sectors. 

• Importance of capital 
investment, also in public 
goods as infrastructure 

• FDI was warmly welcomed as 
a means to complement local 
savings to reach high levels of 
investment. 

• No attention for human capital 
in raising productivity 

• Development assumingly 
occurred in isolation of 
external economic and 
political influences  

• Very a-historical, 
development was a standard 
process where each nation 
needed to go through  
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• Focus on the global economic 
system and the international 
dimension of development 

• Explicit mentioning of    the 
role of FDI in development 

 
 

• In the 1940s, FDI was  seen as 
possibility to add  to local 
savings, together  with import 
substitution 

• In the 1960s and 1970s, FDI 
and MNEs were conceived as 
extracting capital from the 
developing countries, and too 
capital-intensive. FDI was 
discouraged. 

• States do not have control 
over their own fate 

• Structure of the world is by 
definition harmful 

• State centric, and serious 
cases of government failure 
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• The role of government 
failure  

• Importance of the allocation 
of resources as source of 
growth 

• Importance of trade as means 
to reach growth 

 

• FDI as a firm-level decision is 
difficult to explain within the 
boundaries of the theory. Yet, 
as a factor of production 
(‘capital’) it was hypothesized 
to be attracted to places where 
it was scarce: developing 
countries. 

• Hypotheses are incompatible 
with (developing country) 
reality  

• No model of dynamic growth 
(only static) 

• Technology is exogenous, 
sources of it are ignored  
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• Knowledge and  technology 
drive growth.  

• Markets tend to monopolistic 
competition.  

• History, institutions and place 
matter 

• Increasing returns means that 
FDI exacerbate existing 
differences. Yet, in knowledge 
intensive industries, FDI can 
contribute through spillovers, 
especially of tacit knowledge 

• The openness of economies 
makes it difficult to assess 
whether knowledge spillovers 
actually occur  

• The assumption of constant 
returns on capital is very 
restrictive and not realistic 

 
The ‘core’ question of each of these theories does not address the role of FDI 
specifically, and most contributions in development economics have dealt with the issue 
of foreign investment only implicitly or in passing. Yet important insights have been 
generated by these approaches on the mechanisms through which FDI contributes to 
development. As elaborated below and summarized in table 1.2, Western European 
Modernizers started the debate in the 1950s by highlighting FDI’s contributions to total 
savings and investments. The Dependencistas and Neoclassical theorists mainly debated 
on the nature of the competitive and linkage effects of FDI, while New Growth theory 
stressed the potential technology transfer effects of FDI. This coarse classification does 
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not do full justice to all the intricate dimensions and processes of development that 
contributors to development economics have identified. That is also not the purpose of 
this review (But see for example Hunt (1989), Leys (1996), Todaro (1997), Cowen and 
Shenton (1996), Baeck (1998), Kindleberger and Herrick (1977), or Meier and Stiglitz 
(2001) for more detailed overviews of the literature). However, a somewhat better 
understanding of the theoretical ‘quest for growth’ (Easterly, 2002) should both facilitate 
and embed a discussion on the contribution of FDI to (sustainable) development. 

Modernizers 

A first group of development theories came up at the end of the 1940 and in the 1950s 
and involved mainly Western European scholars. These early Western theorists were 
concerned with the question of how to raise savings in developing countries. Inspired by 
the American Marshall Plan for Europe that suggested that large capital injections 
promoted development, they saw savings and investments as necessary condition for a 
‘big push’ that would move developing countries out of the low-income-level 
equilibrium trap (Leibenstein, 1957) and to the stage of ‘take-off into self-sustained 
growth’ (Rostow, 1956). The emphasis on capital as stimulus for growth has been most 
straightforwardly formulated in the Harrod-Domar equation (cf. Harrod, 1939; Domar, 
1947). This equation states that the rate of economic growth is determined by the level of 
savings and the capital-output ratio. Hence, in order to enhance economic growth, 
countries should both increase the level of savings and reallocate the factors of 
production from sectors with a low capital-output ratio (mostly primary products sectors) 
to sectors with high capital-output ratios (modern, mostly industrial sectors).  
One of the main means to complement low domestic savings was to stimulate FDI. 
Though mainly treated as a flow of capital (and not for example as source of new 
technology), FDI was welcomed unanimously by the Western European theorists. This 
investment could either be equally spread across sectors of the economy (balanced 
growth, as supported by Rosenstein-Rodan (1943) and Nurkse (1953)), or be aimed at 
‘growth poles’, that offered the possibility of forming an international comparative 
advantage (unbalanced growth, see Hirschman (1959)). By adding to the host country’s 
savings and investments, FDI may enlarge the production base at a higher rate than 
would have been possible if a host country had to rely on domestic sources of savings 
alone. FDI may thus build up sectors or industries in which local firms have not invested, 
enlarge the scale of existing plants or industries, or prevent existing firms from closing.  
This approach of Modernization met with several points of critique, as summarized by 
Knoke (1990). Firstly, the sources of change and modernization were considered to lie 
within the nation, implying that development occurred in isolation of external economic 
and political influences. Secondly, the theories were largely a-historical, assuming a 
standard process where each nation should go through, independent of chancing 
circumstances and (international) context. Finally, the role of human capital, knowledge 
and technology (in addition to) in raising productivity was not addressed. 
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Dependencistas 

A different cluster of theories originated in Latin America. In the Southern Hemisphere, 
the relatively positive attitude towards FDI that existed in the 1940s (Prebisch, 1949) 
radically changed in the 1960s, due to the growing disenchantment with the increased 
foreign control of Latin American industries. The so-called Dependency theorists (and 
World Systems approaches, see e.g. Wallerstein, 1976) pinpointed the structure of the 
international system as the main obstacle for the development of ‘peripheral countries’. 
Foreign multinationals were thought particularly harmful as they consolidated and even 
strengthened the dependent position of developing countries (Furtado, 1954; Cardoso and 
Faletto, 1971; Frank, 1967; Sunkel, 1973).  
Particularly the competitive effects of foreign MNEs and their (lack of) ties with local 
suppliers and buyers were considered to be detrimental (Biersteker, 1978). MNEs were 
thought to displace rather than reinforce production by local firms, either by directly 
crowding out comparable indigenous firms or by impeding the start-up of local firms. 
Also in labour markets (in particular those for skilled labour) and capital markets (credit), 
foreign firms were perceived to crowd out local firms. As MNEs were also strongly 
vertically integrated, the possibilities for linkage creation, e.g. in the form of buying from 
local suppliers, were very limited. The combination of these elements meant that capital 
outflows, in the form of profit repatriation and imports of intermediate products needed 
for MNE production, offset the capital inflows associated with MNE activity (Beer, 
1999), possibly also due to the manipulation of transfer prices (Biersteker, 1978). MNEs 
were conceived of as gigantic ‘suction pumps’, extracting capital from the Third World 
to the First (Jenkins, 1987; Jansson et al., 1995). The Dependency theorists also stressed 
other negative effects of multinational activity such as the lack of technology transfers 
and the inappropriateness of the technologies used – their capital-intensive nature 
contributed to massive unemployment, see Grieco (1986) – and its effect on income 
inequality (creating ‘elite’ labour).  

Neo-classical economics 

When in the 1970s and 1980s a group of semi-industrialized countries in Asia achieved 
high growth rates after their insertion in the global economy, the attractiveness of the 
Dependency school stalled. The ‘East-Asian Miracle’ was allegedly much better 
explained by a third group of theories, the Neo-classical school. These Neo-classical 
theorists believed the (international) market to be most effective in allocating resources 
and maximizing aggregate economic welfare (cf. Bauer, 1984; Little, 1982; Bhagwati, 
1977; Krueger, 1985). Especially the liberalization of international trade was advised, as 
goods could then be produced in (and exported from) the country where they could be 
made most efficiently, to the benefit of all parties concerned. Despite several later 
modifications or nuances to the model (strategic trade theory, the role of imperfect 
information), the neo-classical model remained based on the assumption of perfect 
competition that would put capital to its most efficient use.  
The Neo-classical model focused mainly on trade, and not FDI. Indeed, the initial 
classical models were based on the assumption of immobility of factors (including 
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capital). And when FDI was included (Mundell, 1957), severe problems remained in 
explaining its occurrence: capital was predicted to flow to places where it was scarce and 
hence had a high return – highly inconsistent with observed patterns of FDI.  
The mid 1980s witnessed an impasse in development theory (Schuurman, 1993). 
Although empirical research continued, it lacked an overall paradigm such as 
‘dependency’. The rationale for this crisis in development theory laid first and foremost 
in the lack of results of development policies based on previous theories. Especially 
socialism was dismissed as viable alternative for capitalism, when growth in the 
Communist countries had stunted and the Berlin Wall collapsed in 1989. Only Neo-
classicism was not affected, and it has – with a few modifications – remained the 
dominant stream in development thinking. 

Endogenous growth 

Several approaches have aimed at filling the ‘gap’ in development theory. One of the 
most influential contributions to development theory is the so-called ‘New’ or 
‘Endogenous’ Growth Theory, based on the work of Romer (1986) and Lucas (1988). 
New Growth Theory is a further elaboration of, rather than an alternative for, the 
neoclassical model. According to the New Growth theorists, ‘neoclassical theory is not 
wrong, but [..] incomplete’ (Cortright, 2001:1). Instead of viewing technology and 
knowledge as exogenously given (as in Neo-classical theory), New Growth theory 
considers technological progress as a product of economic activity. Technological 
progress is based on knowledge, which in contrast to physical factors of production, is 
characterized by increasing (instead of decreasing) returns on scale, as it is a non-rival 
good. Additional use of the knowledge has negligible marginal costs. According to New 
Growth theorists, the interaction between increasing returns on knowledge with the 
decreasing returns on physical capital results in a constant return on total capital. This 
constant return on capital drives dynamic growth.  
The focus on technology as driver for growth in New Growth theory has already often 
been used to explain the importance of the skill and technology effects of FDI for 
domestic firms (see Ramírez, 2000; Baldwin et al. 1999; Borensztein et al., 1998). These 
effects occur when new managerial or organisational skills, new products and new 
production processes are transferred – intentionally or unintentionally – to local firms. 
Since MNEs are concentrated in industries that exhibit a high ratio of R&D relative to 
sales and a large share of technical and professional workers (Markusen, 1995), they 
would be excellent sources of knowledge. New Growth theory provides a framework in 
which FDI can permanently increase the rate of growth in the host economy through 
technology transfer, diffusion and spillover effects (Nair-Reichert and Weinhold, 2001). 
Romer himself (1993) even highlighted the role that foreign firms could play in closing 
the ‘idea gap’ between developed and developing countries. He argues that nations are 
poor because its citizens do not have access to the ideas that are used in industrial nations 
to generate economic value, due to the reluctance of countries (e.g. due to their colonial 
heritage) to let foreign investors move in and interact with local firms. 
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1.4 TOWARDS A NEW DEVELOPMENT PARADIGM? 

As the review above showed, development theories did not explicitly address the role of 
FDI until approximately the mid 1990s, although various theories did implicitly highlight 
that FDI could be a factor in host country development via its contribution to the capital 
stock, the transfer of technology, competition, and the creation of local linkages and 
trade. However, the most recent contributions have moved beyond the mere economic 
approach that has dominated development studies for a long time, see e.g. Greig et al. 
(2007) or Acemoglu (2004). The volume edited by Meier and Stiglitz (2001) on the 
frontiers of development economics is particularly illustrative: in the foreword, Stern 
(2001: viii) notes that “the understanding of well-being, and thus poverty, has gone 
beyond income.” The introduction by Meier (2001:3) provides an illustration of the 
changes in various dimensions of development theory since the mid-20th century, and 
describes a change of development goals towards sustainable development, theoretical 
changes towards New Growth theory, an increased focus on social (as opposed to 
physical) capital, an emphasis on getting the institutions right as a key role for 
governments in the development process, and the complementarity of states and markets. 
Meier (2001) suggested that the main task for future researchers in the field of 
development economic was to study these themes in much more detail. These new 
approaches to achieving development are also evident in the 8th UN Millennium 
Development Goal, that calls for a global partnership for development, in which public, 
private and non-governmental actors each play an active role 
This new and broader approach to the means and ends of development have been 
suggested to form a ‘New Development Paradigm’ (Dunning, 2006) – as compared to an 
‘Old Development Paradigm’ that constitutes primarily neo-classical economic thought. 
The New Development Paradigm (NDP) is a reflection of the new theoretical views and 
empirical evidence with respect to what ‘development’ ought to encompass, and how it 
should be achieved, and has been critically influenced by the works of Nobel-laureates 
Stiglitz (1998), North (1994, 2005) and Sen (1999) (cf. Dunning, 2006). The paradigm 
gained prominence in the mid-1990s, when a combination of trends and events – 
including the fall of the Berlin Wall, the advent of globalization, the greater awareness 
(due to the spread of ICT and internet) in the Western world of the development 
problems elsewhere, and the sometimes disappointing results of development policies 
based on neo-classical thinking – induced academics and policy makers to reassess their 
views on the nature of development and the development process.  
The NDP includes three innovations compared to previous approaches to development 
(Dunning, 2006; Dunning and Fortanier, 2007). First, the NDP proposes to address a 
much wider range of development aims, including social and environmental development 
next to economic growth. It hence reflects the shift towards a more inclusive definition of 
development that has already been described above. Secondly, the NDP acknowledges 
that firms – domestic and foreign – play an active role in the development process (as do 
other actors such as governments, NGOs or local communities). This means that firms 
(MNEs) are no longer seen as passive profit-maximizers, but that the corporate response 
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to the ‘anti-globalization’ movement is taken seriously as a dimension worthy of 
analysis. For example, the UN Millennium Project (2005) identifies not only that the 
private sector (and MNEs) can contribute to achieving the MDGs by increasing 
productivity, creating jobs, paying taxes and ensuring the supply of necessary goods for 
reasonable prices, but also designates a number of relatively new roles for the private 
sector such as engaging in public private partnerships and responsible citizenship. The 
Global Reporting Initiative (GRI) comes to similar conclusions (GRI, 2004). The third 
element that is strongly emphasized in the NDP is the critical role of institutions in 
achieving development objectives. Since institutions are virtually all-pervasive in 
influencing development and in shaping the development effects of globalization – 
including FDI by MNEs – this point is elaborated in more detail below. 

MNEs and sustainable development: the role of institutions 

Institutions have been defined by North (1989, 1991) as the humanly devised constraints 
that structure political, economic and social interaction. They consist of formal rules, the 
enforcement characteristics of those rules, and the informal norms of behaviour. The key 
goal of institutions is to create order and reduce uncertainty in exchange that is created by 
increased specialization and division of labour. By reducing transaction costs, institutions 
play a vital role in promoting economic growth, which also means, as North (1989:1323) 
adds, that governments are more than ‘a gigantic form of theft and income redistribution’ 
as commonly perceived by neoclassical economists. Already in the 1950s, Wolf (1955) 
analyzed that the problem of underdeveloped countries was not so much the shortage of 
knowledge or capital, but a shortage of the right kinds of institutions. Also empirically, 
many studies confirmed the importance of a range of different institutions for economic 
growth and development (see for example Rodrik et al. (2004); Scully (1988), Jalilian et 
al. (2007), Sokoloff and Engelman (2000), and Doeringer and Streeten (1990)).  
Three main ways in which institutions shape the impact of FDI can be distinguished. 
First of all, as soon as MNEs invest in a foreign market and interact with local firms 
(including suppliers, buyers and competitors) and local staff, institutions are important as 
determinants of the extent to which a) transactions between these parties occur, and b) 
whether the local partners are able to translate the benefits into new business activities. 
The higher the institutional and governance quality and the better developed a host 
country’s property right protection, rule of law, and financial systems, the more likely 
local firms are to benefit from foreign firms (Rodrik, 1999; Alfaro et al., 2004; Harrison 
and McMillan, 2003).  
Secondly, institutions are important determinants of the location and nature of activities 
of MNEs, as they affect the relative transaction and coordination costs of production (and 
hence competitiveness) of MNEs while also representing the major immobile factors in a 
globalized market (Mudambi and Navarra, 2002). They hereby influence to what extent 
countries are exposed to FDI (and globalization more generally) in the first place. These 
institutions include both those in the home country of the MNE, in the host country (of 
inward investment), and international institutions (Kostova and Zaheer, 1999). Host 
country institutions strongly influence the extent of inward foreign direct investment. The 
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nature of home country institutions, such as the characteristics of the domestic market 
and business system, influences a large range of strategic and organizational 
characteristics of MNEs (North 1991; Wan and Hoskisson, 2003; DiMaggio and Powell, 
1983). Despite trends towards globalization, the domestic institutional context remains 
important for the large majority of MNEs (see e.g. Harzing and Sorge, 2003), considering 
both the history of the firm that developed in that country and the large role that home 
countries still play as locations of production, R&D, and as main markets for even the 
most international firms. Strong country-of-origin effects have therefore also been 
identified for CSR relevant areas like codes of conduct and environmental reporting 
strategies (Kolk and Van Tulder, 2004), reputation effects (King and Lenox, 2000), the 
self-representation of international companies on CSR issues (Maignan and Ralston, 
2002), environmental management practices in general and the approach towards specific 
issues like global warming (Kolk and Levy, 2004). Thus, domestic institutions still 
strongly influence the direction, type and nature of FDI, and hence also likely its 
consequences – although the latter point has not yet received extensive research attention. 
International institutions further facilitate the extension and coordination of foreign 
activities by MNEs. The institutions that affect the location and nature of MNE activity 
do not only include the ‘traditional’ business institutions such as competition regulation 
and patent law, but also to the norms and values regarding ethical and responsible 
behaviour by firms, which may partly be reflected in formal regulation in the area of 
social principles or environmental standards, but also informal institutions in the form of 
stakeholder pressure. 
Thirdly, MNEs themselves can be seen as important institutions, as a means through 
which transaction costs can be reduced by internalizing them within the firm and via 
hierarchical coordination (Coase, 1937; Williamson, 1975; Hennart, 1977; Buckley and 
Casson, 1976). The way in which firms choose to coordinate resources across borders in 
unique ways in order to obtain competitive advantages (Penrose, 1959; Wernerfelt, 1984; 
Barney, 1991) influences their investment decisions and the way in which they interact 
with firms in the locations where they invest, and hence their consequences for 
development. This acknowledgement of the unique features of individual companies 
reflects the remark by Mudambi and Navarra (2002) that while the home, host and 
international institutional context influence the behaviour of organizations, they do not 
perfectly determine it.  

1.5 MULTINATIONALS, INSTITUTIONS AND SUSTAINABLE DEVELOPMENT: 

OUTLINE OF THE THESIS  

The NDP with its focus on the multifaceted concept of sustainable development and its 
attention for not only the passive but also the active roles of MNEs in development, 
outlines a wide range of potential research questions with respect to the consequences of 
FDI for sustainable development. In particular the role of institutions is considered vital, 
as a determinant and facilitator of both FDI and of sustainable development, and as a 
moderator in the relationship among these two concepts. The NDP helps to focus and 
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narrow down some of the most basic questions that are asked on globalization: how does 
it come about, what are its costs and benefits, how can the net benefits be enhanced? The 
following three research questions were hence defined: 

1. To what extent and in what way do home, host, and international institutions, 
and firm-specific factors, influence FDI and the internationalization of MNEs? 

2. To what extent is the effect of FDI for sustainable development dependent upon 
the characteristics of that MNE, in particular its domestic institutional context? 

3. What do MNEs actively do themselves to enhance their sustainability impact, 
and how are these activities influenced by firm characteristics and the 
institutional contexts in which they operate? 

These are key questions in the globalization debate: how does globalization come about, 
how does it affect the countries that are exposed to it, what do the main actors in the 
globalization process do to make their impact better, yet still fairly broadly phrased. This 
dissertation aims to contribute to answering these questions via a selection of focused 
empirical papers that each addresses one particular dimension of these problems. After a 
review of existing evidence on the impact of FDI on sustainable development and a more 
specific identification of the gaps in the literature where further research is needed in 
chapter 2, the subsequent chapters each provide a distinct empirical contribution based on 
a wide set of data sources and statistical analyses (see figure 1.2). 
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Following a short introductory chapter to the empirical papers in which the order and 
content of the individual papers is further explained (chapter 3), the first research 
question is addressed in chapters 4 and 5. These two chapters deal with the 
internationalization strategies of MNEs at both the micro (chapter 4) and macro (chapter 
5) levels, and pay particular attention to how the institutional context – both domestically 
and internationally – shapes these strategies. The second question is addressed by 
chapters 6 and 7, that analyze the consequences of MNE activity for host (and home) 
countries with respect to economic growth (chapter 6) and employment (chapter 7). In 
particular the impact differences across MNEs from various home countries are analyzed 
in depth. The final research question – on the active contribution of MNEs – is addressed 
in last set of two chapters (8 and 9), that deal with how firms communicate on their 
active contributions with respect to their economic (chapter 8) as well as environmental 
impact (chapter 9). Chapter 10 aims to bring all the findings of all papers together, 
highlighting the links among the papers that yield additional insights and pose questions 
for further research. Also the policy implications and limitations of this dissertation are 
discussed. 
 
 
 


