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Preface to the Second Edition

In preparing this second edition, some nine years after the first, I have been struck by how it is the names, the figures, the cases of abuse of power that have changed rather than the underlying analysis. Transnational corporations (TNCs) have become even more powerful – many of the figures in these pages bear testimony to the rise and rise of the corporate world – but are being monitored more closely. Some major companies did not exist in 1999. Some TNCs have been more dominant, others have declined. The overall behaviour of TNCs is little changed, but there is increased awareness of their activities.

And there are new factors in the analysis. In 1999 climate change was a relative newcomer to the scene. Today it is clear that climate change is having a huge impact on the poor. Less well known is that TNCs are major emitters of greenhouse gases. Agrofuels were relatively new in 1999. These again have considerable implications for the poor.

Most of the material in this edition is new. It includes some of the latest examples of the corporate impact on the poor. The original examples are retained where still relevant. The structure of the book is that chapters covering the service sectors are now together – tourism, health and a new chapter on water supply. Chapter 12 (‘Tackling the Power: Regulation, Bypass, Action’) is substantially widened, and there is a new concluding chapter.

‘Why are we so rich and yet so poor?’ asks a neurologist at an African hospital.1 This is the great irony. Many so-called ‘poor’ countries are rich in resources. Why are their riches not enjoyed by their people? Part of the answer is that TNCs have exploited those riches; they have abused their power. It is time for the exploitation to stop. My hope is that this book will stimulate attention, research and action to end the damaging impact of TNCs on the world’s most vulnerable people.

John Madeley



Preface

Many books have been written about TNCs. But their impact on the poor has barely been examined. This is a serious omission. TNCs are now enormously powerful, more powerful than governments in many respects, not least because they are usually efficient at what they do – and what they do is make money for their shareholders. The cost in human terms of commercial success needs to be assessed. The impact of government policies on the poor is frequently analysed. In contrast, TNCs have escaped lightly.

When ‘efficiency’ is not accountable to people, it can become exploitation. When the impact of these unelected, and largely unaccountable, undemocratic corporations on materially resource-poor communities is analysed, a picture emerges of damaged livelihoods which brings no credit to the companies. TNCs have used their money, size and power to influence international negotiations and taken full advantage of the move towards privatization to influence the policies of governments. The most serious charge, however, is that the large corporations especially have used their power to effectively cause hardship for millions of the poor in developing countries. The story of how they do it is told in this book; it is a human story that needs to be revealed.

Most books on TNCs have been written by economists and teachers/lecturers in business management. This one is written by a former TNC employee turned economic journalist, whose interest in the corporations extends over half a century. On leaving school I worked for a TNC for ten years, including three years selling the company’s products. This enabled me to ‘see the inside’ and provided a basic understanding of the rationale and thinking of the large firm with a global reach. More recently, as a journalist and writer for the last 30 years, I have travelled and worked in around 50 developing countries, to write about matters which affect the poor. TNCs are one of them.

Much of the research into TNCs has focused on their economic impact in terms of efficiency, profit maximization, capital flows and so on; it has overlooked the economic, social and cultural effects on the world’s poor. The journal Transnational Corporations examines TNC activities from almost every angle, but, like most literature on the corporations, rarely mentions the people affected by them.

The academic community, in management and business schools, is largely failing to give students a perspective of how TNCs affect the poor. I make no apology for rushing in where academics fear to tread. In a book on the corporations written in 1973, Louis Turner says: ‘In researching the book, I found it chastening to discover how often journalists raised crucial issues years before academic authorities had begun their analysis.’1

Academics urgently need to begin their analysis of TNCs and the poor. Too many years have already gone by. As the academic literature is sparse about the effects of TNCs on people, let alone on the poor, I have supplemented my own direct research in developing countries by drawing on newspapers and specialist journals which have given the matter more attention and also have the advantage of being more up to date. I have also drawn on the findings of non-governmental organizations (NGOs) which have done pioneering work in highlighting corporate activity. As I have researched this book, what has become clear is that the effects of TNCs on the poor are huge, but often hidden and rarely reported. I found that
 the effects of TNCs on the poor are more severe than I had expected. A great deal more needs to be done to stop abuses of corporate power.

The main activities in which TNCs are engaged in developing countries are covered in these pages. These are chiefly food and agriculture, forestry, fishing, water supply, health, mining, manufacturing, energy, and tourism – and public relations. Some of the largest corporations are active in more than one of these sectors. As the corporate spread widens, so public concern over TNC activities is growing. It is now hard to detect the absence of TNCs from any sizeable area of economic activity that could possibly yield a profit.

David Korten describes TNCs as ‘instruments of a market tyranny that is extending its reach across the planet like a cancer, colonizing ever more of the planet’s living spaces, destroying livelihoods, displacing people, rendering democratic institutions impotent, and feeding on life in an insatiable quest for money’.2 The worst aspect of this tyranny is that it hits hardest at the most vulnerable people, the poor.

‘Market tyranny’ effectively delivers developing countries into corporate hands. The birth of the World Trade Organization in 1994 strengthened the TNCs considerably: it means that governments are less able to regulate and control them. Words like ‘globalization’ and ‘liberalization’ bring joy to TNC directors. Although the corporations have become more powerful, the UN has abandoned its attempt to frame a code of conduct to regulate them. The TNCs may claim that self-regulation can control the industry, but this has not stopped abuses of power.

Ironically, economic recession in developing countries has often strengthened the TNCs, who use the opportunity to present themselves as a country’s saviour. Often out of economic desperation rather than conviction, governments may try to attract them. In some rural areas of Africa, government services such as healthcare, education and agricultural research no longer exist. There is a vacuum that either TNCs or NGOs could fill. But there are huge dangers in TNCs assuming such a role.

Countries are now competing to give foreign investors a ‘favourable climate’. But this usually means that TNCs can do what they like. The corporations protest otherwise, but with little conviction. ‘TNCs are implausible as social consciences, defenders of the poor, human value setters’, says Reginald Green, because ‘their capacity and legitimacy for independent action in these areas is nil and such action contradicts their logic’.3

A theme running through this book is the impact that TNCs have on a country’s physical environment. A company that damages the physical environment of an area undermines its natural resources to the detriment of local people. When TNC activity damages a physical environment, it reduces the ability of the people who live there to make a living. And it usually hits the poorest the most, for they have fewer options – they depend on natural resources rather than on purchased goods. They cannot very easily move and make a living elsewhere, although in desperation this may happen.

Effects

This book contains many examples of the effects of large TNCs on the poor. Small transnational firms, employing less than 500 people, are not covered; these account for less than 10 per cent of foreign direct investment. The examples are not necessarily the worst; they do not pretend to be comprehensive, but are rather an indication of what is going on. Some of the cases I have seen at first hand.

While the book concentrates on the impact of TNCs on the poor in developing countries, this is not to say that these large corporations have no impact on the poor in Western countries. The corporate rip-off has become big business the world over. Control over human and natural resources is being inexorably ceded to TNCs at the expense of local communities. Although they are affected by the corporations, local people have little power to influence their decisions.

The Introduction gives an overview of the role of TNCs; it examines how they have grown both in size and power, especially in developing countries. In addition to direct investment, TNCs now have more non-ownership arrangements and non-equity links, such as sub-contracting. In this way, the corporations make profits without risking their money. The risk is transferred to developing countries, to the poor.

TNCs are very different from local Third World companies. Their size and internationalism give them a power over governments that national firms do not have. The sizeable amounts of money they have enable them to engage in activities that effectively harm the poor. More jobs is a carrot that TNCs often hold out for governments, yet the jobs created can be both fickle and few.

Chapter 1 looks at why developing countries ‘want’ TNCs. Economic weakness is a major reason. In a world of structural adjustment pro-grammes, globalization, liberalization and privatization, governments of developing countries seem to have little choice but to attract the corporations. But these modern-day ‘izations’ are having a profound effect on the poor, playing straight into the hands of TNCs who could scarcely have imagined a more profitable scenario. Battered by economic recession, it is not always apparent to governments that the right of their country to develop its own economy and technologies is under threat.

Both debt relief and development aid may be made conditional on countries liberalizing their economies, which means making them open to the corporations. There is enormous pressure on developing countries to jump on board the globalization bandwagon.

The devil is in the detail, and most of this book examines, by sector, the details of TNC activities. Chapter 2 looks at the world’s largest economic sector of all, agriculture. TNCs are most visible and often most controversial when engaged in agriculture: they sell seeds, fertilizers and pesticides to farmers, patent new crop varieties, own plantations, and are involved in genetic modification, processing, marketing and exporting. They dominate world markets in internationally traded agricultural commodities, with a small number of companies accounting for a large percentage of the trade. The chapter also looks at the rise of agrofuels, again dominated by TNCs. The expanding acreage under these fuels threatens land which is at present farmed by smallholders.

Chapter 3 examines some of the major products in which TNCs are involved – in particular tobacco, baby foods, bananas, soft drinks, fruit, vegetables and flowers. The production, trade and use of these commodities often damage the lives of the poor. With people in the North gradually giving up smoking, the TNCs that dominate the tobacco industry view the South as the market that will keep them in business. More than one million children are dying each year who might have lived if they had been breastfed in infancy. This does not deter the promotion of breastmilk substitutes to mothers by some of the world’s most prominent TNCs.

One of the most flagrant abuses of TNC power, and arguably the one with the most serious effects on millions of the poor, is highlighted in Chapter 4 on health. Medicine for the poor is big business for the rich. In many developing countries, 20–30 per cent of the health budget is spent on drugs, most of them made by pharmaceutical TNCs. This chapter shows how the companies promote their products and how countries can be hindered from pursuing a national drugs policy, thus denying the poor access to low-cost, locally made drugs.

There is no more important service than water supply and TNCs are seeking to profit from it. But charging for water, as Chapter 5 explains, means that people with no money are denied access. There are alternatives to the privatization of this life-giving resource.

Tourism earns foreign currency for the developing world, and many countries see it as one of their few growth sectors. It seems an attractive way of diversifying the economy, escaping from dependence on traditional exports. But most of the foreign exchange that developing countries earn from international tourism goes to TNCs rather than to the people of those countries. Poorer people, especially, are often the victims rather than the beneficiaries of the tourist industry. As Chapter 6 shows, tourism also has a huge and often damaging impact on local environments.

Tropical rainforests are often of critical importance for the poor, and TNCs are involved in the destruction of this precious resource. When they damage forests, they harm more than trees – they harm the livelihoods of the people who live there. Chapter 7 looks at the rampant logging which is now going on. This chapter also looks at the role of TNCs in the overfishing which has caused stagnating world fish catches. Using ‘modern technology’, trawlers from Western countries, mostly
 owned by the corporations, are sweeping up fish from Third World waters in an unsustainable manner, threatening the catches and livelihoods of local fishers. Again, it is poorer communities who bear the brunt, not least because fewer fish are available for them.

Mining is an environmentally destructive activity, but hugely profitable for TNCs. As Chapter 8 shows, much of their activity is playing havoc with the economies and cultures of the poor. Across Asia, the Pacific, Africa and Latin America, mining is being undertaken with little regard for the people who live in the immediate area. Mining often takes over land where people once lived and farmed; it produces huge waste dumps, which are often health hazards, contaminating water sources sometimes far beyond the immediate area.

Clothes, toys and shoes are among the main manufactured goods that TNCs and their sub-contractors produce in developing countries. Many of these goods are top-quality brand names that fetch high prices in the shops, but the people who produce them see little benefit. As Chapter 9 shows, low wages, long hours and poor working conditions are common in the factories in developing countries that have been sub-contracted to make toys, garments and footwear for TNCs.

Every year between the mid-1980s and the mid-1990s around four million people were displaced from their homes by large hydro-electric dam schemes. Large corporations are a vital link in the big dam chain; their experience of such schemes gives them an expertise that national companies usually lack. Chapter 10 considers some of these schemes. This chapter looks at the energy TNCs, including the activities of some of the world’s largest corporations.

TNCs are the great persuaders. The money they spend on public relations can almost be seen as a measure of their abuse of power. They spend, because there is so much to explain away. Instead of acting more responsibly, they choose to spend large sums to put a good ‘spin’ on what they are doing. Chapter 11 examines how they operate. What is both startling and disturbing is the way that the United Nations and some of its agencies have been effectively nobbled by the TNCs; their influence on UN bodies is huge.

Regulation, bypass and action are ways of tackling TNC power, and are discussed in Chapter 12. TNCs may be powerful, but they cannot force people to play their game. The corporations depend for their survival on the people who use their technologies and buy their products. They depend on the markets they promote. Global laws are needed for global companies, but citizen action is not waiting for regulation. People are bypassing TNCs when they can; citizens, farmers and shareholders are taking action.

The Conclusion starts with some of the questions I have been asked since the publication of the first edition of this book. In reply, I note that new social organizations and communities are emerging; alternatives are developing that could turn the TNC-dominated world upside down. TNCs are powerful, but citizens are realizing their own power.
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Introduction: the Corporate Spread

Government by organized money is just as dangerous as government by organized mobs. (Franklin D. Roosevelt)

The problem of power is how to get men of power to live for the public rather than off the public. (Robert F. Kennedy)

To the TNCs the poor are normally invisible. (Reginald H.Green)

Transnational corporations are one of the most important bodies in the global economy, occupying a more powerful position than ever before. Sixty years ago, only a handful existed. Now they number tens of thousands, and have a profound political, economic, social and cultural impact on countries, peoples and environments. Defined by the United Nations as ‘[enterprises] with activities in two or more countries with an ability to influence others’, TNCs produce a vast range of goods and services for international trade and often for the domestic markets where they operate. Sometimes called multinational corporations, they operate ‘across national boundaries in a context of nation states’.1 Their power is huge, their impact on the poor colossal but often hidden.

Still mostly based in Western countries, many TNCs have become a significant adjunct of Western economies. When they operate in developing countries, their sheer size can give them disproportionate effect and power. Governments of developing countries nevertheless generally try to attract them, while non-governmental organizations (NGOs), especially those in the South which see corporations at work and the effects they have, are often fiercely critical. A huge gap in attitudes to TNCs has opened up between governments and most development and environmental NGOs.

TNCs have to make profits for the shareholders who own them: this is their overriding loyalty, their duty as corporate entities. And TNCs are booming. Globalization, the world as a single market, has helped them to accelerate at a dramatic pace. According to UNCTAD’s 2007 World Investment Report there are now 78,000 TNCs (compared to 7,000 in the early 1970s), with 780,000 foreign affiliates.

Foreign direct investment

Foreign direct investment (FDI) soared by a massive 38 per cent in 2006, to reach US$1.306 billion. FDI is dominated by transnational corporations. ‘The rise in global flow was partly driven by increasing corporate profits and resulting higher stock prices.’2 TNCs based in developed countries accounted for 84 per cent of FDI, with almost half originating from European Union countries, notably France, Spain and the UK.

The largest TNCs have annual sales which exceed the output of most developing countries. About 400 corporations account for more than half the total TNC sales. In their persistent battle to increase profits, TNCs have increasingly turned to the developing world, which holds many attractions for them. Wages and operating costs are usually much lower than in developed countries, organized labour unions may not exist, environmental controls are often lax, there is scope for transfer pricing and governments may offer a ‘tax-free holiday’. Under this arrangement, a firm pays no tax for the first five or even ten years of its operation. There are also geographical reasons: developing countries have land for agriculture, land with minerals and land for tourists to explore.

‘Employment in foreign affiliates of TNCs has increased nearly threefold since 1990. . . . Governments continue to adopt measures to facilitate FDI. In 2006 147 policy changes making host-country environments more favourable to FDI were observed.’3 FDI inflows into Africa in 2006 were twice their 2004 level; into West Asia, they rose by 44 per cent over 2005, into South, East and South-East Asia by 19 per cent, and into Latin America by 11 per cent.

The corporations concentrate most of their FDI in developing countries with relatively authoritarian governments as these are judged to be reliable ‘client’ states. TNCs are more likely to invest in countries where the government appears stable. Instability is bad for business. Nervousness among developing country governments about the activities of TNCs caused a brisk period of expropriation of their assets in the late 1960s and early 1970s. Governments believed that by nationalizing TNCs they could expropriate for themselves the profits that were going to the companies. But the expropriation period was short-lived. The corporations are skilled at operating an economic activity at a profit – they would not stay in business otherwise. Governments quickly realized that they could not run the often quite complex, usually Western-style type of TNC operation with the same degree of profitability. The hoped-for gains from expropriation failed to materialize, and nationalization of TNCs
 was dropped as the answer to the problem.

The top 20 TNCs, ranked by market value

	 	Market value US$m (30 March 2007)	Turnover US$m 	Net income US$m
	1 ExxonMobil	429,566.7	365,467.0 	39,500.0
	2 General Electric	363,611.3	160,657.0	20,829.0
	3 Microsoft	272,911.7	44,282.0	12,599.0
	4 Citigroup	252,857.3	21,538.0	 
	5 AT&T	246,206.3	63,055.0	7,356.0
	6 Gazprom	245,911.4	53,197.2	11,962.7
	7 Toyota	230,831.6	178,530.8	11,645.1
	8 Bank of America	228,177.3	21,133.0	 
	9 Indl & Coml Bk of China	224,787.6	4,851.9	 
	10 Royal Dutch Shell	214,018.4	318,845.0	25,442.0
	11 BP	208,843.5	265,906.0	22,000.0
	12 HSBC	202,146.3	15,789.0	 
	13 Procter & Gamble	199,293.8	68,222.0	8,684.0
	14 Wal-Mart	193,642.8	344,992.0	11,284.0
	15 Altria (Philip Morris)	184,277.3	70,324.0	12,022.0
	16 China Mobile HK	181,798.6	38,158.8	8,530.2
	17 Pfizer	179,015.4	48,371.0	19,337.0
	18 American International	174,878.3	14,048.0	 
	19 Johnson & Johnson	174,397.2	53,324.0	11,053.0
	20 Berkshire Hathaway	168,279.8	108,990.0	11,015.0

Source: Financial Times, 29 June 2007.

Around two-thirds of international trade is between the transnational corporations. ‘The marketing, processing or production of several commodities – including bauxite, copper, iron ore, nickel, lead, zinc, tin, tobacco, bananas and tea – is dominated in each case by a small number of transnational corporations.’4

It is common for a small number of TNCs to account for over 80 per cent of the trade in specific agricultural products (see Chapter 2). ‘Outside the primary sector, upwards of two-thirds of the world’s exports of goods and services are accounted for by TNCs; and 30–40 per cent of these take place within these same institutions.’5 One estimate suggests that the biggest 500 TNCs ‘control about 70 per cent of world trade, 80 per cent of foreign investment and about 30 per cent of world GDP’.6
About one-third of world trade is conducted by TNCs within their own organizations – a subsidiary in one country selling to and/or buying from a subsidiary in another, or dealing with head office.

The corporate case rests on the theory of comparative advantage: that everyone gains when countries specialize and that TNCs help in that specialization. According to John H. Dunning: ‘One of the tasks of the international market place is to allocate resources and capabilities in such a way that each country engages in the kind of economic activities to which it is comparatively best suited.’7 But the theory of comparative advantage, the very engine of the TNC motor, has lost credibility. Countries have specialized economically but millions have not gained. Nonetheless, the ability of TNCs to produce goods and services that can earn foreign exchange and create extra jobs puts them in a position of considerable power over economies, trade and people. But this power is open to abuse; it effectively gives TNCs a high degree of governance over a developing country, even one with a democratically elected government.

Greater privatization and liberalization help to facilitate the world as a single market. Globalization is corporate-led; it is companies not countries that trade. Globalization received a huge boost in the early 1980s with the advent of World Bank/IMF structural adjustment programmes. Under SAPs most developing countries liberalized their economies by removing tariff barriers, non-tariff barriers, price controls, subsidies and other restraints on the free play of economic market forces. Privatization of an economy usually makes a country more attractive for the TNCs and has increased the number of developing countries in which the corporations will consider investing.

The World Trade Organization (WTO) – which came into being in 1995 – has increased the influence of TNCs in a number of ways. WTO agreements mean that governments cannot use the controls they once exercised – over trade-related aspects of investment measures (TRIMS), for example.

Why TNCs are different

Investment by TNCs in developing countries is fundamentally different from investment by local companies. TNCs ‘directly control the deployment of resources in two or more countries, and the distribution of the resulting output’, says Dunning.8 They can use international experience, knowledge and muscle in a way that is not usually open to domestic firms. They are more likely to be able to exert market power. According to Sheila Page:

they are more likely to have experience in trading in markets outside the host country . . . more likely to be aware of and experienced in exploiting the advantages of moving between exporting and investing abroad, and therefore more likely to respond to new opportunities.9 

Transnational corporations can therefore play a far more powerful role than purely local companies in developing countries. The size of the larger corporations, especially, gives them enormous power over the governments of most developing countries, especially smaller countries. With size comes the promise of what they can offer. They can provide the capital – to invest, for example, in activities such as prospecting for mineral deposits – that national companies may not have. They may have superior management and organizational skills. These, combined with international marketing outlets and experience, make them a force that national enterprises are unlikely to match. When they negotiate with governments of developing countries, TNCs are in a position to get a deal which local companies could not usually expect.

Transnational corporations are also different because they tend to make decisions in their head office country and not in the countries where they operate. Decisions affecting the people of developing countries are made in TNC offices in cities such as Washington, London and Tokyo. In the countries where they operate, TNCs are usually under no obligation to consult local people about their plans.

Even the affiliate company of a TNC in a developing country may have little say over its own operation. ‘Most decisions, the outcome of which affects the behaviour of foreign affiliates, are taken by their parent companies on the basis of information and expectations known only to them.’10 And they operate in a round-the-world 24-hour market ‘that pays no homage to national economic planning’.11 ‘Decision taking rests outside the country which is affected by the decision’, Dunning points out, and ‘the more global the investing force is in its activities, outlook and strategy, the more the pattern of output and growth of its affiliates will be determined by forces outside their control’.12

TNCs intensify the effects of big business on the poor. Purely local firms are unlikely to have the same impact. The inherent conflict between profits and people’s rights is sharper in the case of TNCs. Dunning also points out that ‘foreign investment transmits a way of life from the investing countries to the host country’.13

The poor

In
 contrast to the TNCs, the poor have little or no say in the way their countries are run. Around 1.2 billion people in Africa, Asia and Latin America are materially poor, with incomes of less than a dollar a day. Survival is a daily struggle.

Many of the poor are either landless or have tiny plots, often with poor soil. If they work in the informal economy, they are often underemployed. Women and girls make up 70 per cent of their number. These 1.5 billion resource-poor people are hungry for much of the time, many are poorly educated and in poor health, their housing and shelter are meagre, they have few resources at their command. They may go hungry even when food in the area where they live is relatively plentiful. Their poverty means they do not have the land to grow the food they need, nor the money to buy food. The life expectancy of the poor is short and shortening in some countries. Many are jobless and voiceless; many have seen their livelihoods damaged by the increased severity of environmental conditions.

Climate change is already having a major impact on millions of the poor, serving to reinforce poverty. It has brought more extreme weather, more floods, windstorms and rising yet variable temperatures. Severe droughts, floods and hurricanes are happening with increased frequency. Rainfall patterns and monsoon systems are changing and there is a disturbing increase in disease, with more dying from climate-related diseases such as malaria (see also below and Chapter 4).

With climate change, more land is becoming arid and degraded, threatening crops, livestock and food supplies. Deserts are spreading, forcing people to leave their homes because they can no longer survive there. The number of environmental refugees is growing at an alarming rate – mostly they are people who live on the fringes of deserts and who have seen the desert take over their land. They have abandoned their homes, often for the shanty towns of nearby cities, with little hope of returning. As the earth warms and ice caps melt, so sea levels are rising. If current trends continue, Bangladesh, for example, and other low-lying countries will be swamped.

The starkest contrast between the poor and the TNCs is that the poor have little power. And while the corporations have gained from the changes in the global economy, the poor have lost, often from those same changes. However, while they are frequently demoralized and disorganized, there are examples of the poor uniting in efforts to stand up to the power of the TNCs and to realize their own power. The poor aspire to a better way of life and this natural aspiration often brings them into contact with TNCs. With clever advertising the corporations present an image of the better life the poor can have if they only use their products. Throughout the developing world the poor have been persuaded to spend some of their scarce resources on luxury goods such as, for example, cigarettes and canned baby foods, and food and drink of low nutritional value.

TNCs have successfully persuaded people in developing countries to adopt products such as Coca-Cola, Seven-Up, Pepsi, Kentucky Fried Chicken, beefburgers, cigarettes and so on as part of their way of life. Such goods cost a sizeable proportion of the poor’s earnings, with the result that traditional and usually more nutritious foods cannot be afforded, and health suffers. By consuming inappropriate products, the poor have less money to buy basic necessities (see Chapter 3 on tobacco).

Also, by spreading the ‘West is best’ message, TNCs can reduce the demand for locally produced goods and therefore damage local industries. The poor buy the products of TNCs and work for the corporations on terms that the corporations decide; they live in areas where TNCs operate and are affected by changes in the environment brought about by the corporate presence.

Size

Size alone makes for an unequal relationship between TNCs and the poor, both governments and peoples. Government negotiations with a TNC that is thinking of investing are loaded in favour of the corporation. Their size and power, the jobs they offer to create and the taxes they pay put TNCs in a powerful position to influence government policy. This raises questions about the democratic process itself. For example, what right does a TNC that is unaccountable to people in developing countries have to influence the way that a country is run? Does their power enable them to effectively subvert democracy? Are we getting close to the point when voters will question the value of voting in elections when our elected leaders are subservient to the corporations?

Changes at the global level give governments even less control over the TNCs. Structural adjustment programmes and the emergence of the World Trade Organization have weakened the sovereignty of government. ‘There has been an erosion of the decision-making powers of government’, in the view of Kenneth Dadzie, former UNCTAD Secretary-General, and ‘national governments cannot play the role they did in the past’.14 Neither may the TNCs be too particular about standards. Marketing executive Lewis Pringle told a Nestlé-sponsored conference this in November 1995: ‘In many (if not all) emerging markets, it is simply impossible to make significant money without overt violation of normal Western ethical principles.’15

Transnational corporations have the money to make a big sales pitch to developing countries, financing millions of salesmen and saleswomen to go around selling drugs to doctors and pharmacies, and chemicals to farmers, for instance. With more funds usually available to them than government has at its disposal, the corporations can cover the ground more thoroughly than government services. This sales effort is reflected in the relatively high prices of TNC products. Therefore, ultimately, it is the consumers who pay the salesperson’s wages.

When West-based TNCs invest in the economies of other countries, they do so because they believe that a profitable operation is possible. TNCs are usually ruthlessly efficient. Small-scale companies in developing countries, however, discover that such ruthless efficiency can drive them out of business.

Gain or loss?

The money that TNCs invest in developing countries seems welcome, but the question is whether it results in a net gain for a country’s economy. The money invested by a corporation is often not its own – it may have been borrowed from banks in developing countries, reducing the amount of money that the banks have available to lend to smaller businesses in their country.

Neither can TNCs be relied on to stay in a country. They tend to be less interested in long-term sustainable operations in any one country. They are more concerned about their own profits than with the welfare of a host country. This sometimes results in the closing down of an entire operation, an action which can have a devastating impact. Again, what distinguishes a TNC from a domestic firm is that the corporation can more easily shift its operation to another country. The priorities of a TNC are unlikely to coincide with those of local people. ‘They are not those of the majority of the population, even though they may coincide with those of a wealthy minority’, say Dinham and Hines of TNCs in Kenya’s food and agricultural sector.16

TNCs have been powerful enough to lead industrialization in some countries. But there is evidence that such TNC-led industrialization has been achieved at a severe cost to agriculture and rural development. Governments have often tended to keep farm-gate prices low, both to save money for industrialization and to enable workers in new export-orientated factories to have cheap food so that they will not demand high wages. Again, people had to be attracted to work in industry. In Taiwan, for example, ‘the government has intentionally held down peasants’ incomes so as to transfer these people into industry’, admitted Taiwan’s President Lee Teng-Hui.17

It is of particular significance that the presence of TNCs in poorer countries has widened internal inequalities. Almost all the studies that have been done on the effects of FDI have concluded that it has led to an uneven income distribution in developing countries, especially in East and South-East Asian countries.18

TNCs produce goods and services for those who have purchasing power; they cannot meet the basic needs of people who do not have the money to express their needs in the market place. The corporation applies its knowledge to goods and services that are comparative luxuries in the countries where it operates. Its products and knowledge by their nature ‘create biases against the poor; very few [of the poor] are its direct customers, employees or sources of supply’.19

Physical environment

The impact of TNCs on a country’s physical environment
 is huge. Agri-corporations are more likely to be involved in the production of crops for export than domestic companies. The cultivation of export crops can mean the removal of the poor from their land; it often involves monocropping, which damages soil more than mixed cropping. The production of cotton and tobacco has severe environmental costs (see Chapter 3). TNCs import into developing countries goods which are banned in their home countries, such as some chemical products. They export hazardous waste to developing countries on a considerable scale, thus making disasters more likely to happen.

Flying and shipping goods around the world in vast and ever-growing quantities make TNCs among the largest emitters of carbon into the atmosphere. They are therefore implicated in climate change, which is reinforcing the poverty of the poor (see above and Chapter 4). 

The WorldWatch Institute’s 2008 report suggests there is growing evidence ‘that the global economy is now destroying its own ecological base and offering little to billions of impoverished people’.20

Employment

The contracting out of jobs from Western to developing countries has become common, but TNCs have long sought cheap labour as a means of increasing profits. Low wages are one of the reasons why TNCs are attracted to developing countries. Host governments hope that they can create jobs and that more jobs will result indirectly from linkages to the rest of the economy. But jobs in TNCs are vulnerable, and linkages to other sectors of economies resulting from FDI have often been weak.

According to an UNCTAD World Investment Report:

Greater mobility of capital and technology under TNCs may bring about dramatic shifts in production and employment at the local, national and regional levels, generating considerable albeit temporary strains on workers in certain industries and/or labour markets.21

For workers who lose their jobs when a TNC moves to another country, the ‘strain’ may, however, be more than temporary. The workforce employed by TNCs ‘generally enjoys superior wages, conditions of work and welfare services relative to conditions prevailing in domestic firms’.22 Comparisons can be misleading, however, as TNCs tend to be concentrated in high-skill, capital-intensive industries. But the majority of jobs in such enterprises are low-skilled, low-paid production and assembly jobs. They tend to be highly specialized, with a greater division of labour. ‘Advanced’ technology is used, on mass production lines. A worker will perform a small, specialized task in a large operation. This may be good for profits, but such tasks are likely to be monotonous and effectively turn workers into little more than the arm of a machine. Neither do they equip workers with skills they can use elsewhere – in domestic firms for example.

Low wages were one of the chief reasons why TNCs actively sought business in Burma in 2007, despite the appalling record of the country’s military junta. Attracted by employment conditions that are highly favourable to employers, up to 150 TNCs trade with Burma – particularly in the oil, travel, timber, gems and clothing sectors – making a total investment of £1.2 billion every year. The US energy giant Chevron, the French oil group Total and China’s National Petroleum Corporation are among companies giving income to Burma. The UK-based Burma Campaign alleged that TNCs effectively paid for the bullets used by the military junta to crack down on dissent. It urged foreign companies to pull out of the country.23

Employment by TNCs has also become more uncertain because of the WTO agreement on trade-related investment measures. The TRIMS agreement means that countries have to overturn laws that require foreign enterprises to purchase inputs from local sources. One of these inputs is labour. TNCs are therefore no longer under any obligation to use local labour or materials – they can shop around for the cheapest possible source. Because of the agreement, governments of developing countries cannot be sure that a TNC will employ its citizens.

TNCs often, although not always, pay higher wages than local firms. But for people who work for TNCs there is a serious downside. Their negotiating rights are likely to be more restricted. TNCs, unlike trade unions, ‘can operate on a global basis so that each union in one piece of a TNC ends up negotiating with the whole TNC’, as Reginald Green points out. ‘TNCs are larger and better organized than other employers, and therefore more able to bear the costs of industrial action.’24 For workers, the feeling of being a small cog in a large wheel is not unique to large corporations, but ‘is shown in its extreme form by the large TNCs’, says Dunning.25

According to an International Labour Organization (ILO) report, the role of TNCs in job creation is ‘at best marginal’. It points out that if TNC employment is growing at all, it is ‘due to acquisitions and mergers rather than to new employment opportunities’.26 A new TNC-owned factory may create jobs but at the cost of existing jobs in locally owned factories, displacing workers in competing domestic industries.

Dual economies

Attracting TNCs is costly. It demands that governments allocate resources for the purpose. This means there is less for other sectors of the economy, such as agriculture, education and healthcare. Export processing zones (EPZs) have been set up with the aim of creating jobs and increasing export earnings (see Chapter 9), but they have often led to ‘dualism’. ‘Dual’ economies come into being: modern-style economies that are receiving abundant funds exist alongside traditional, subsistence economies that have fewer funds as a result of the modern ones.

The benefits of the modern sector might, in theory, trickle down to the traditional sector or even pull it up out of poverty. But generally this has not happened. Rather, what happens is that dualism breeds inequality within countries, with two economies existing side by side, the stronger one feeding off the weaker, bringing no benefit to the vast majority of people.

As discussed above, a modern economy does not necessarily make links with the rest of the economy. Mexico, for example, has had an EPZ-type programme called maquila (‘in-bond’ assembly) since 1965. The promotion of employment in Mexico’s border regions is one of the programme’s chief objectives. Over a million Mexicans work in more than 3,000 maquiladoras. Overwhelmingly they produce parts and products for the United States. Mexican labour is inexpensive and, because of the North American Free Trade Agreement, taxes and customs fees are almost nonexistent, which benefits TNC profits.

Maquiladoras are owned by US, Japanese and European companies and some could be considered ‘sweatshops’, in which young women work for as little as 50 cents an hour for up to ten hours a day, six days a week.27 Few linkages with the rest of the country’s economy have been created; less than 2 per cent of the materials used in the plants came from Mexican sources. ‘The maquila industry … is not integrated into the rest of the regional economy or the national economy.’28

As a result of this lack of integration, a robust domestic supply sector has not developed in Mexico. The maquila programme has not helped sustainable development. Although the country possesses the capacity to produce an array of intermediate products competitively, this capacity is not being realized. The enclave is hindering Mexico’s ability to develop a balanced economy.

Competition from China has ‘weakened the allure of maquiladoras in recent years’ and some reports suggest that more than 500 plants have closed since the beginning of the decade, ‘causing a loss of several hundred thousand jobs’.29

Child labour

While TNCs generally claim not to use child labour, cases are still coming to light where the practice goes on. According to the ILO’s latest estimates (2006), over 200 million children are involved in child labour, doing work that is damaging to their mental, physical and emotional development. Children work because their survival and that of their families depend on it. Child labour persists even where it has been declared illegal, and is frequently surrounded by a wall of silence, indifference and apathy.

Nearly three-quarters of working children are engaged in the worst forms of child labour, including trafficking, armed conflict, slavery, sexual exploitation and hazardous work. There is progress. Child labour fell by 11 per cent globally between 2002 and 2006, says the
 ILO, and the number of children in hazardous work decreased by 26 per cent.30

Over 70 per cent of all child labourers work in agriculture. From tending cattle or harvesting crops to handling machinery or holding flags to guide planes spraying pesticides, over 132 million girls and boys, aged 5 to 14, help produce food and drink, fibres and primary agricultural materials. On farms and plantations of all types and sizes, a large number of these children carry out hazardous child labour, which is work that can threaten their lives, limbs, health and general well-being. In terms of loss of life, accidents and work-related ill health, agriculture is one of the three most dangerous industries in which to work. About a million children, many of them girls, also work in mines, and some in factories making high-value toys, footwear and garments for TNCs (see also Chapters 3 and 9).

Transfer pricing

By having subsidiary companies, TNCs are able to make use of transfer pricing, which operates to the detriment of developing countries. Transfer pricing is the price charged by one associate of a corporation for goods, services or know-how to another associate of the same corporation in another country.

‘Transfer pricing is a strategy frequently used by TNCs to book huge profits through illegal means.’31 Under transfer pricing, the parent TNC sells materials to a subsidiary in another country at an artificially high price. Such materials are then used in a manufacturing process or service industry. Having to pay these high prices reduces the profits of the subsidiary company; it thus pays less tax in the country where it operates, which is therefore cheated out of tax revenues. For a developing country especially, this may represent a large loss of revenue that it can ill afford.

Not only do TNCs reap higher profits by manipulating transfer pricing: there is also a substantial loss of tax revenue to countries, particularly developing ones, that rely more on corporate income tax to finance their development programs. . . . Fictitious transfer pricing creates a substantial loss of foreign exchange.32

The difference between the declared profit of a TNC subsidiary and its real profit can be considerable. In Colombia, for example, the overcharging of drugs by foreign-owned drug companies meant that TNC subsidiaries reported a 6 per cent profit to the Colombian government, whereas the real profit was over ten times higher. While the extent of transfer pricing is unknown – TNCs are unlikely to give details in their balance sheets and observers have difficulty obtaining evidence – the practice appears to be widespread.

In addition to tax avoidance, a further reason why TNCs use transfer pricing is that profits are often difficult to take out of a developing country, which naturally hopes they will be reinvested there. However, with the liberalization of trade there has been some relaxation of previous restrictions on financial flows, which could lessen the incidence of transfer pricing. The growing international mobility of capital allows the corporations to play one country off against another, in search of the cheapest production costs.

Governments of developing countries have been slow to stop the abuse of transfer pricing. Brazil and India are among countries that are now clamping down on the practice. International coordination is called for. ‘The abuse of transfer pricing mechanisms could be drastically curbed if there is an enhanced international coordination among national tax authorities.’33

Services

An important growth sector for TNCs in developing countries is services such as tourism, finance and banking, and water supply. Developing countries are obliged to allow the giant TNC banks free access to their banking markets. This can be highly damaging to developing countries’ own banks, struggling to find their feet. In any country the banking sector can be a powerful instrument for controlling or influencing production and even the pace and character of economic development. Banks decide who has credit, how much and at what price. Micro-credit schemes for the poor – which have been a success in many developing countries – could suffer if TNC banks come to monopolize a developing country’s banking sector and insist on borrowers offering collateral to guarantee repayment. Citizens of developing countries may feel they have no way of redressing what they believe are injustices in the bank’s lending policy. In this way, foreign-owned banking services are likely to be less democratic, less accountable and less useful.

The liberalization of international trade in banking services has substantial dangers for developing countries, warns an UNCTAD report. A commitment to liberalize cross-border transactions in banking services would entail dismantling significant parts of national regimes of exchange control.34 In many developing countries these regimes are essential to micro-economic management. Liberalization could also reduce the effectiveness of monetary policy in developing countries, which often rely heavily on direct methods of controlling credit and interest rates.

 ‘A new political class has appeared on the world stage’, say HansPeter Martin and Harald Schumann:

It can no longer be shaken off by any government, any corporation, still less any ordinary taxpayer. Currency and security dealers acting on a world scale direct an ever-growing flow of footloose investment capital and can therefore decide on the weal and woe of entire nations, and do so largely free of state control.35

The dealers are difficult to name; while some work for large companies, others are relatively small-scale, but all are transnational in character. In 1997 the banking sector in Asia – notably in South Korea, Thailand and Indonesia – went through a severe crisis of confidence caused by large currency movements, as international speculators lost confidence in these Asian economies and moved their funds elsewhere. For the poor, the results of these currency movements were tragic. Millions of livelihoods have been devastated. An ILO report said that millions would lose their jobs in the worst-affected Asian countries as a result of retrenchments, especially in the construction, financial services and manufacturing sectors. Underemployment and a steep fall in the real earnings of those who hang onto their jobs were predicted as a result of the decline in labour demand and the inflation induced by large currency devaluations. Most dramatically, the report predicted that the impressive trends in poverty reduction achieved in these countries over the past 20 years would be reversed.36

The crisis led to increases in the prices of basic commodities, including some staple foods, which hit hardest the people with very limited incomes. Higher prices for farm inputs, and also sharply higher interest rates, forced some farmers into bankruptcy, with small farmers being especially vulnerable. When small farmers go under, it is farmers with larger landholdings and capital who gain by buying up more land, making the pattern of land ownership more concentrated.

A key lesson developing countries can learn from the US sub-prime home-mortgage sector problems in 2007 ‘is to be very cautious about allowing our financial institutions and system to be so liberalized and deregulated that they too are caught up in the web of international investment and speculation’, says Martin Khor of Third World Network.37

Excessive dependence on imported services can be detrimental to development efforts. When key service sector activities are not being run by local people, skills are not being developed. Furthermore, a heavy reliance on imported services means that value is added abroad rather than domestically. Services are more likely to make a contribution to development in poorer countries if they develop locally rather than being imported, via TNCs. Neither do service sector activities generally create many jobs. In many of these activities, the affiliates of TNCs are capital-intensive even compared to the corporate manufacturing sector.

Conclusion

Transnational corporations play an increasingly dominant role in developing countries. As governments have retreated in recent years, so the role of TNCs has become larger, with their economic and industrial power deepening and expanding. Northern governments have exploited the weak bargaining position of Southern countries to open up new opportunities for their TNCs.

Yet the corporations are powerful, secretive and largely unaccountable. By virtue of their size and power, TNCs appear to count a great deal more with government than do the views of the public, who do not have such access to policy makers. Acting with little or no government control, no effective responsibility to developing countries and peoples, and
 leaving few, if any, long-term benefits, TNCs can be highly detrimental to a poorer country’s political, economic and social health. But the worst aspect is that resource-poor peoples and communities suffer the most.



CHAPTER 1 

 Why Poor Countries ‘Want’ 
 the Corporations

Globalization is not a serious concept. We have invented it to disseminate our politics of economic entry into other countries. (John Kenneth Galbraith)

If there is little or no net gain for most developing countries from the presence of TNCs, the question is why do their governments continue to attract them? The basic reason is poverty. Governments of developing countries are in a dilemma. Apprehensive about TNCs they may be, but they recognize nonetheless that a wounded person needs help. TNCs offer help to countries that have economic wounds such as severe unemployment, chronic shortage of foreign exchange and sizeable foreign debts. The corporations appear to be the engineers of wealth, with the money and skills to earn additional foreign exchange and create jobs. They seem to be an almost magical answer. The deeper problems they can bring may not be considered alongside more pressing economic needs.

The ‘magic’ is an illusion, but developing country governments will be persuaded by Western governments and international financial institutions that they have no option but to open their markets, embrace globalization and attract the corporations.1 It is made difficult for them not to ‘want’ to attract TNCs. Control of TNCs in developing countries is deliberately made lax, or even nonexistent. And governments may even turn a blind eye to the exploitation of their citizens by the TNCs they have courted. The corporations are powerful, have considerable knowledge and experience of producing goods and services, and are often in a position to mislead ministers and officials who make policy. Governments may even end up defending the very corporations that are exploiting their country.

In practice, the corporations are strong enough to write their own rules for their presence. According to Vandana Shiva, ‘governments have been dismembered by TNCs’.2 It is the corporations that run the show, with governments under their thumb. The Western government/ corporate ‘spin’ has been skilful. The prescription of globalization, liberalization and privatization is ‘presented with an air of inevitable and overwhelming conviction. Not since the heyday of free trade in the 19th century has economic theory elicited such widespread certainty.’3 When such ‘widespread certainty’ abounds, and when such ‘spin’ sounds so convincing, developing countries want to be part of it.

Globalization

Economic globalization – the world as a single market, without barriers, as opposed to a world divided up into separate markets – has become one of the controversial issues of our time.

‘Globalization is not a policy choice, it is a fact’, US President Bill Clinton told the World Trade Organization ministerial meeting in May 1998, again putting a ‘spin’ on the concept which suggests that countries have no choice, all must have it. Liberalization and privatization took off in the 1980s with the advent of World Bank/IMF structural adjustment programmes, and have been further advanced by the World Trade Organization and the TNCs.

Free market economists believe that liberalization reforms, which are being adopted by more and more developing countries, are the key to improvements in a country’s economic prospects. TNCs support liberalization measures such as cutting import and export barriers to trade, and reducing the role of the state, as these measures give them a more powerful role in a country’s economy. But while TNCs both benefit from and promote liberalization and globalization, they also press for their interests to be protected. They have craftily engineered a form of globalization that is fuelled not just by liberalization but by protectionism when this is in the corporate interest.

Globalization has profound implications for developing countries, but it is the product of human decisions, not inevitable forces. Globalization locks developing countries into the global economy and makes it more difficult for them to pursue a genuinely independent economic course. It can affect the poor in fundamental ways such as raising the prices of basic foodstuffs and threatening to wipe out small scale family farms in favour of TNCs. But it may look to developing country governments as if there is no alternative. They may feel they have no option but to go along with it if they want aid or help with foreign debt relief, which is often made conditional on reforms that embrace the ‘free’ market.

The escalation of globalization in the 1990s and the 2000s has had a huge impact on the poor. Millions of people are now worse off than in 1980. Globalization has helped the traders, the TNCs, but not the economies of developing countries. Globalization is widening the gap between the rich (including TNCs) and the poor, leading to a more divided world. This has been admitted by the World Bank.4 An UNCTAD Trade and Development Report has pointed to mounting evidence ‘that rising inequalities are becoming more permanent features of the world economy’.5 Far from helping to integrate people, globalization and TNC activity are widening the divisions between them.

Over a decade later it has to be asked why, when the evidence was clear in the 1990s, institutions such as the World Bank – which has a mandate to combat poverty – are doing so little to combat a practice that is harming the poor.

It is clear that the poorest developing countries are not developing. According to the United Nations Development Programme’s Human Development Report 2003, ‘more than 50 nations grew poorer in the last decade’.6 ‘A new face of “apartheid” seems to be spreading across the globe’, says a UNICEF paper, ‘as millions of people live in wretched conditions side-by-side with those who enjoy unprecedented prosperity.’7

Developing countries were growing at about 3 per cent between 1960 and 1980, but they grew at only about 1.5 per cent during 1980 and 2000 – this means that they are falling behind the developed countries, whose growth also slowed down from 3.2 per cent but only to about 2.2 per cent. During the last 20 years, African economies have been shrinking (at a rate of about 0.8 per cent per year, reversing an earlier growth rate of 1.6 per cent), while Latin America has been basically stagnant (growing at 0.3 per cent as opposed to 2.8 per cent earlier).8

Awareness of the negative aspects of globalization is growing, particularly among people in poorer countries who have little or nothing to trade and who are victims not beneficiaries of the process. Concern over globalization has surfaced at World Trade Organization ministerial meetings. For example, ‘many of the developing country statements echoed the apprehension expressed by people’s organizations concerning the impact of liberalization and globalization’.9 Citizens and governments of developing countries are beginning to see economic globalization for what it is – a trap as brutal as it is subtle.

Privatization

The third element of the trio, alongside liberalization and globalization, is the privatization of state assets. This is again part of the structural adjustment process. Over the last 25 years, many developing countries have sold off most of their state-owned companies to large private companies such as TNCs.

While privatization may improve the efficiency of an enterprise that was formerly run by the state, it means that state assets are sold off, sometimes cheaply, to private, often foreign interests. Privatization effectively transfers some of the capital resources of a developing country to a TNC. For the corporations, privatization has therefore been good business, especially as they can often acquire state companies at knockdown prices. Under the Bahamas government privatization programme, for example, a local hotel that was sold to a hotel chain for US$8 million was considered by opposition politicians to be worth US$20 million.

Privatization has come in for strong criticism from people affected by it. In Sri Lanka, for example, disquiet among the labour force about the proposed privatization of public utilities led to strikes that severely affected industrial output. The process can be very damaging for services of considerable importance to the poor – especially healthcare, education and agricultural research. Services the state used to provide free of charge are in private hands – at
 a cost. In healthcare, many state budgets and services have been cut drastically. People on very low incomes, who are more prone to ill health, are particularly affected. In a number of countries, increased malnutrition and other diseases have appeared in the wake of healthcare privatization. In the 1990s in Zimbabwe, for example, diseases such as cholera and TB, which had virtually been eradicated in that country, began to reappear.

Education has also been affected; here too people have had to pay for services that previously were free. One example of the effects of this can be seen in the North Western Province of Zambia. Under a project funded by the UN’s International Fund for Agricultural Development, the province increased food output between 1985 and 1995 to become self-sufficient in maize. But the higher food output did not lower malnutrition rates. A project official said that ‘when people grow more food, they might sell it and use some of the money to send their children to school. They do not necessarily eat more.’10

Privatization diminishes the capacity of the public sector to do agricultural research. Drought-tolerant varieties of staple crops such as beans, for example, rarely interest TNCs, which prefer to develop high-value crops. But the poor cannot afford such crops. If everything is left to the private sector, the market will fail to deliver the food that is needed by hungry people. While governments have shown that in most cases they cannot run large-scale economic enterprises, many have jumped from one unsuitable vehicle (‘running it themselves’) into another (‘let foreigners run it’). This, however, could be even worse. TNCs can effectively turn developing countries into satellites of Western countries, seriously undermining national sovereignty and democracy. Widespread privatization is a virtual abdication of government. TNCs are left to get on with their activities, with little control by the people’s elected representatives who make up governments.

A way of furthering privatization in Africa has been put forward by the London-based Institute of Economic Affairs. ‘There is a radical free-market solution to Africa’s problems,’ it says. The ‘solution’ is a revival of the charter company idea. These were companies such as the Imperial British East Africa Company that operated in colonial days. The way to do it today, it believes, would be:

to auction leases to govern African countries, giving the successful applicant the right to levy taxes in return for the provision of specifically stated services … because the sums involved would be large, bidders would be likely to be multinational companies or a consortium of companies … the various bids would have to be voted on by the population.11

Such a proposal may seem bizarre, but the idea of the wholesale privatization of African countries would only be to develop what is now going on. Colonialism by companies, rather than countries, is already happening. TNCs would hardly be interested in the idea of taking over countries, however, because they now have power without ownership. Taking over a country would give them responsibilities.

External debt

External debt has been a major issue affecting developing countries since the beginning of the 1980s, when international interest rates soared, owing to the tighter monetary policies of major Western countries.

Developing countries, having borrowed money in the 1970s at around a 10 per cent rate of interest – often for unwise, large-scale projects – found themselves in the 1980s having to repay at around 20 per cent. At the same time, commodity prices fell sharply and Western countries were continuing to protect their markets heavily against manufactured goods from developing countries. With aid stagnating, developing countries were having to find more foreign exchange, while receiving less. Balance of payments problems resulted and the door was open for the World Bank and the IMF to come forward with structural adjustment programmes.

Developing countries were offered help, provided they liberalized and privatized their economies, slashed social services, cut subsidies, generally reduced bureaucracy, and made their economies more welcoming to foreign investment. While some reforms were needed, it was the poor who paid the price. And it was TNCs who gained as they came in on the coat-tails of the adjustment programmes.

Foreign debt has emerged as one of the biggest single factors keeping people in poverty. Over 50 countries, mostly African, are carrying severe debt burdens and having to switch money away from essential services, such as healthcare and education, in order to make debt repayments.

The total external debt of developing countries rose from ‘US$9 billion in 1955 to US$572 billion in 1980 and to over US$2,000 billion in 1996’.12 The money is owed to Western governments, governmental aid agencies, the IMF, the World Bank and other banks. By 2005, the poorest 149 countries had debts of US$2,700 billion.13 During 2005, developing countries paid the rich world US$513 billion to service (interest and repayment of capital when due) these debts – nearly US$1.5 billion a day. The poorest 53 countries paid nearly US$43 billion to the rich world – US$118 million a day.14

In 2005, development assistance from Western to developing countries totalled US$106.8 billion, according to the Organization for Economic Cooperation and Development.15 Against this the developing countries paid Western countries US$513 billion, almost five times as much. It raises the question: who is aiding whom?

When developing countries have to repay so much money, their options are restricted. Their need to earn more money for the repayments is a major reason why poor countries ‘want’ TNCs. The human cost of this debt burden is enormous, and so also would be the benefits of relief. The Human Development Report 1997 estimated that if severely indebted countries were relieved of their annual debt repayments they could use funds for investments ‘that in Africa alone would save the lives of about 21 million children by 2000 (seven million lives a year) and provide 90 million girls and women with access to basic education’.16

With debt relief, developing countries have more of their own funds to invest, and less need of TNC investment. In 1996 the IMF and the World Bank launched a Heavily-Indebted Poor Countries Debt Initiative. But this is a very limited scheme and debt relief has since proceeded at a snail’s pace. Some donors appear to be including in their aid spending the money they have cancelled for debts.

There is enormous pressure on developing countries to jump on board the globalization bandwagon, Their right to determine their own development policy was affirmed by G8 leaders when they met in Scotland in July 2005. In practice, however, developing countries are put under enormous pressure to ‘conform’.

The aid connection

Developing countries want aid to promote economic and social development and reduce poverty. But if they accept aid, they accept TNCs, for the corporations are major beneficiaries of aid spending. Donor governments ‘tie’ most of their bilateral aid to the purchase of goods from companies in the donor country. A developing country may receive aid for a dam project, for example, on condition that companies of the donor country receive the contract to build it (see Chapter 10). Power stations, agriculture and the tourism sector have all attracted aid, which in turn has helped the corporations.

Over half the aid from Japan, one of the world’s largest donors, goes through its financial aid agency, the Overseas Economic Cooperation Fund, to the electric power and gas, and transportation sectors – in practice, to large-scale projects. The Japanese government makes no secret of the fact that the aid helps its own companies to win contracts abroad.

The United Nations Development Programme (UNDP), a technical aid agency, has encouraged developing countries to open up their borders to mining and tourism TNCs, among others. In the Philippines the UNDP helped to finance government efforts to attract foreign mining investors, even though this could deprive many of the country’s poorest people of their lands and livelihoods. Following public protests, the government imposed conditions on the corporations (see also Chapter 8).

The World Bank, the world’s largest multilateral aid agency, part-funded from donor government aid budgets, is using aid money to promote the interests of the TNCs. Many of the big dam projects that have boosted TNC profits but displaced millions of people are funded in part by foreign aid from the Bank and other donors. The World Bank has also funded large-scale
 agricultural, mining and tourism projects. It has helped TNCs by providing loans to help finance the setting up of privatization agencies in a number of African countries. Through its structural adjustment policies, the Bank is at the forefront of efforts to persuade countries to deregulate and liberalize their economies – removing controls, including those on TNCs.

The World Bank pressed for deregulation and liberalization of the drugs industry in Bangladesh, so undermining one of the most important and successful national drugs initiatives ever undertaken by a developing country (see Chapter 4). It has promoted ‘non-traditional’ agricultural exports as part of trade liberalization and structural adjustment policies in Latin America. The winners from such deregulation are TNCs, the losers are the poor.

The World Bank’s ‘direct financial links to the transnational corporate sector … have received far too little attention’, warns David Korten. Although the Bank lends to governments, its projects ‘normally involve large procurement contracts with transnational construction firms, large consulting firms and procurement contractors’, he points out.17

‘Private sector investment is the most important source of growth in developing economies’, claims the World Bank.18 The Bank holds seminars, publishes material and holds exhibitions to do all it can to smooth the path for TNC investment in poor countries. According to Bernard Pasquier, of the Bank’s Private Sector Development (PSD) group, ‘we are creating a front gate so that we can help companies better. The idea is . . . to, shall we say, put a little oil in the machine to help it go more smoothly. Our objective is to help multinational and home-grown companies in the developing countries to build up a thriving private sector.’ 19

The World Bank’s Multilateral Investment Guarantee Agency (MIGA) states that its mission is ‘to promote foreign direct investment into developing countries’.20 In practice the agency offers major benefits to the private sector; in many cases it provides guarantees against political risks, such as nationalization, losses on currency transfers, wars and civil disturbances. The MIGA has guaranteed, for example, a new gold mine on Lihir Island, Papua New Guinea, to be part-operated by a TNC. Bankers found it virtually impossible to raise money for schemes like this in PNG. The World Bank stepped in, providing the funds that the market failed to provide – the very market it piously counsels developing countries to adopt.

Aid agencies are supposed to help the world’s poor. They are funded with aid money which is intended to combat poverty. Yet all too often the agencies’ policies are helping not the poor but the rich – the world’s big business corporations.

Conclusion

To the concepts of globalization, liberalization and privatization, should be added a fourth that these three together make possible or even inevitable: corporatization. And it is corporatization which poses the biggest threat to the poor. Developing countries do not necessarily ‘want’ the corporations. In an economic world order where Western countries control the purse strings, and where the purses of many developing countries are empty, the West and the international agencies they control have effectively cornered poor countries into submission – ever so diplomatically, of course. Using its economic power, the West has used poverty in the developing world to force through its own ideological, free-market agenda. There is nothing inevitable about globalization. It is a policy choice that has opened wide the gate for the TNCs to the detriment of the poor. It is a policy of the most dubious morality, a serious misuse of power.



CHAPTER 2 

 The Agri-Corporations: 
 from Production to Trade

Big agri-corporations create a curious capitalist mirror-image of former Soviet state farms. (Christopher Jones, UK farmer)

For people who want to buy corn, there really isn’t much choice but to come to us. (Bob Kohlmeyer, former manager, Cargill)

For poor farmers, GM technology is not an option. (Miguel Altieri)

Agriculture, the process of growing food, is more than an industry. Rather it is the activity, the primary activity, that gives people the most basic need of life. It is the activity where most of the world’s poor make their living. Farming, caring for small plots of land, makes the difference between life and death.

Food is likewise more than a commodity that is sold and bought; it is even more than the nutrients that people consume. Food is, or should be, a unique, bonding experience to be shared at every level: personal, family, community, national and international.

Yet over 800 million people are estimated to be chronically short of food. Almost half of humanity are hungry, living on the equivalent of less than two dollars a day. The food system is failing them. The international community has failed to develop a system that would match their need for food with the food that the world can grow. The hungry need to have bread, rice, maize, sorghum or cassava on their tables. Instead, they have transnational corporations.

TNCs have become increasingly dominant in the food and agricultural system. They are active in every part of the food chain, from seeds to consumers. In interlocking arrangements, they research, test and sell new seeds, take our patents on new crop varieties, and sell farmers fertilizers and pesticides to go with the seeds. They sell services, which might include advice on hybrid crop varieties and management practices. They process a vast variety of foods, and dominate trade in key agricultural inputs. And they seek to extend their control of the food chain through genetic engineering.

‘A wave of mergers and business alliances has concentrated market power in very few hands,’ says an ActionAid report, Power Hungry.1 The power and influence of the few have also increased because of the trade liberalization policies being pushed by the WTO, the IMF and the World Bank with the support of Western governments.

Yet the dominance of TNCs in agriculture serves only to aggravate poverty. Such is TNC power that agriculture and food policy is coming under the control of the corporations. They have too much power over food prices and farmers’ lives. Agribusiness TNCs have gobbled up smaller companies (see ‘Seeds’, below), and expanded to link up with companies in related sectors.

Many of the agri-corporations are wealthier than the countries in which they do business. Nestlé, for example, recorded profits greater than Ghana’s GDP in 2002. Unilever profits were a third larger than the national income of Mozambique; Wal-Mart profits are bigger than the economies of both countries combined.

With governments of developing countries spending little on agricultural development, the TNCs are taking on an ever larger role – plant breeding, for example, has become a major corporate activity. Claiming to have the technology that will increase crop yields, destroy pests and disease, and feed the world, the TNCs downplay traditional, organic agriculture, and local production systems, and claim they have a key role to play in the agricultural sectors of developing countries.

Smallholder farmers supply TNC retailers such as Tesco and Carrefour with increasing volumes of fruit, vegetables, meat and dairy products. But their exacting food safety and environmental standards can drive small farmers out of business.

Seeds

In the mid-1980s, 7,000 companies produced seeds. In the wake of seed and fertilizer developments in the 1960s – the so called ‘green revolution’ – the chemical TNCs began to buy up small family seed companies. In 1998, there were around 1,500 seed companies in the world, with 24 of them accounting for about half the commercial seed market. Ten years later, ten businesses now dominate half the market. Seeds have become huge business for agribusiness TNCs, with the seeds industry an arm of the biotech industry.2

The seeds created by the TNCs thrive with the help of the chemicals they also produce. TNC distribution channels for seeds are identical to those of crop chemicals, opening up the possibility of linking chemical and seed development and marketing. But, for farmers, buying a company’s seeds can lock them into buying its fertilizers and pesticides. The integration of technologies into one marketing package allows the company to sell more seed and chemicals. A double market is therefore created – for both these products. TNCs
 have taken out patents on seeds which oblige farmers to pay for their use – even though their patented products will have been developed from farmers’ seeds (see below).

There is a serious danger that the growth of TNC power and control could jeopardize the independence of farmers, force them from their land and threaten food supplies. The seed technologies promoted by the TNCs have led to the loss of thousands of traditional plant varieties. This loss of diversity makes it harder for breeders and farmers to have the range of genetic material they need to develop improved crops that yield more food and resist pests and disease. Around three-quarters of the genetic diversity found in plants has been lost over the last century, according to the UN Food and Agriculture Organization, a loss of major concern.3

Patents

From the dawn of agriculture some 10,000 years ago, farmers have produced and saved their seeds for sowing in the next season. This necessity has contributed to the development of genetic diversity and resulted in varieties that are well adapted to specific conditions. But the traditional practices of farmers are under threat, as companies take out patents on seeds that farmers have used for generations. The world of the poor farmer has become linked with TNCs.

Farmers have something that the corporations believe they can turn into a profit. Seeds that have been developed and improved by farmers over centuries are now being used by the corporations to make further product lines and profits.

Patents are the lifeblood of the agrochemical industry, the means through which agribusiness companies can exercise control. TNCs are especially powerful in countries where laws give them patents or other rights over new varieties they develop. The effects of this activity on millions of resource-poor farmers are profound. Whereas there is no question of farmers taking out patents on their improvements to seeds, the TNCs seek to patent new seed varieties that they claim to have ‘invented’, but which farmers have helped to develop.

‘The idea that farmers do not innovate or generate knowledge unless they can derive private profits is wrong,’ points out the Indian environmentalist Vandana Shiva. Patenting, believes Shiva, will mean farmers become dependent on TNCs for their seeds, and that the companies will decide what is grown by farmers. There is a danger, she warns, of ‘a very slippery slope ending in multinational totalitarianism in agriculture’ and leaving farmers with considerably less choice.4

Patents threaten the livelihoods of millions of resource-poor farmers: 

The creation of strong global rules granting and protecting intellectual property rights (IPRs) over plant varieties and new seed technologies (such as GM seeds) has enabled TNCs to raise the prices they charge for these products. Smallholders who produce for commercial markets are being caught in a ‘cost–price squeeze’: companies are able to charge higher prices for agricultural inputs, and at the same time pay lower prices for farmers’ goods.5

The agri-corporations have taken out over a thousand patents on rice, maize, wheat, soybean and sorghum, foods of vital importance to the poor. ‘The number of patents on the five crops that account for 70 per cent of the world’s food supply is rising steadily by the month. And six corporations now hold the lion’s share.’6 Patents give power to the patent holder, they can make smallholders dependent on TNCs for seeds, jeopardizing their independence and ensuring they have to pay the corporations high prices for patented varieties.

TNCs argue that they can only afford to invest large sums of money in researching and breeding new crops if they have protection to safeguard that investment. But patents for a corporation can mean the exclusion of the poor. Patents were designed for industrial processes – patents on plants are open to a number of objections. They are an attempt to patent a life form, a gene. Genes are not inventions. Patents can be seen as a corporate attempt to patent a life form.

The USA was the first country to grant patents on plant varieties. Before 1997, other countries ‘judged patent systems to be an unsuitable form of intellectual property rights for living things’.7 Some patents create confusion. RiceTec, a Texas-based company, has taken out a patent, for example, on an aromatic rice grown in the USA which they label ‘Basmati’. But about 250,000 farmers in India and Pakistan have traditionally grown basmati rice. Taking out a patent on it is like Australians taking out a patent on champagne. RiceTec is also marketing what it labels as ‘Jasmine’ rice. But jasmine rice comes from Thailand, where it is grown by over five million resource-poor farmers. US consumers could be confused into thinking they are products from developing countries. In reality they are buying patented domestic products.

In 1998 the European Parliament approved the Life Patents Directive which states that plant and animal varieties ‘shall not be patentable’, but the directive added that ‘inventions which concern plants or animals may be patented if the invention is not technically confined to a particular plant or animal variety’.8 The legislation allows for an invention to be patentable provided the application of that invention is not confined to a single plant or animal variety. So a plant with a particular gene changed can be patented but, if a new plant variety is bred, it cannot be patented. A Barcelona-based NGO, Genetic Resources Action International, says that the legislation means companies can patent plants and animals as long as they do not call their end product a variety.9 It could give industry patent control of the whole supply chain, from the basic genetic material, through the processes which make use of the genes and gene sequences, to the products which result. Important staple foods are therefore in danger of becoming the private property of a TNC. The legislation remained in force in 2008.

While it would be unthinkable for a car manufacturer to be granted a patent on the automobile, such patents are in danger of happening on crops. A patent on an entire crop, such as soya for example, would mean that if a farmer did not pay royalties on the crop, it would be illegal for her or him to plant it. It would also mean that an activity such as baking biscuits from soya seed would be illegal.

Broad patents on plants are therefore a threat to diversity, to farmers and to food output. Patents invariably establish private, exclusive, monopolistic control over plant genetic resources, resulting in farmer dislocation which, in turn, is a threat to food security. Such ‘rights’ can deprive farmers of their rights – the right to develop and exchange their own seed, and, ultimately, the right of survival, as mentioned above. Furthermore, the TNCs are often ceasing the sale of traditional varieties because no patent-like control can be obtained over varieties that predate patent laws. This could result in many traditional varieties falling out of use and becoming extinct.

Self-reliance in agriculture is becoming harder. Saving agriculture’s genetic diversity does not guarantee self-reliance or development, but losing this diversity reduces options and fosters dependency.

Genetic modification

Genetic modification (GM), also known as genetic engineering, appears to offer large increases in crop yields – as high as 500 per cent for crops like coconut and cassava are claimed. For agrochemical corporations, genetically modified seeds offer the opportunity to extend their control over the food chain.

GM seeds are highly controversial in many ways. With GM crop technology an alien gene is inserted into a plant to give it traits such as vitamin enrichment and drought tolerance. The gene may come from a different kind of plant, from an animal, a virus or a bacterium. In crop-breeding terms the introduction of such genes is unnatural and the effects are unknown.

The application of GM technology could also be a death knell for millions of small farmers and do nothing to feed the hungry. For while the technology may eventually lead to higher yields – although this has yet to be proved – the problems run deep. ‘We are tampering with the foundations of life. If you make a mistake with GM technology, you could ruin your genetic base’, warns Ethiopian scientist Tewolde Egziabhe. ‘If we ever find that GM technology would bring major benefits in years to come, then let’s look at it. It is vital to get the technology right . . . even if it takes two or three generations.’10

The specific problem for small farmers is that the seeds of GM crops could spread onto their land, contaminating their own crops and making
 them unviable. This would ruin millions of livelihoods and seriously reduce food output and security. These seeds would ‘push many subsistence and small-scale growers of diverse types of food off their land’.11

Coexistence of the two is not possible; safe distances between GM crops and non-GM crops are increasingly an illusion. Winds, likely to become fiercer with climate change, are capable of blowing GM seed over vast distances. Wheat farmers in North Dakota (USA), for example, who live almost 50 miles from the nearest GM canola (rapeseed), say that canola is a pest in their wheat fields. As the GM genes that contaminate are patented, that means that farmers growing non-GM crops find they have a unwanted crop on their land on which they may have to pay royalties. This happened to Percy Schmeiser, a Saskatchewan (Canada) farmer, whose canola fields were contaminated with Monsanto’s GM canola which had drifted onto his fields.

Monsanto took Schmeiser to court, suing him for £182,000 for using their GM canola without a licence. Monsanto’s position was that it did not matter whether Schmeiser knew or not that his canola fields contained the GM canola, the point was it was there. Schmeiser lost, but took the case to the Supreme Court of Canada who agreed with Schmeiser, ruling that he did not have to pay Monsanto. This case served as a ‘wake-up call about the dangers to farmers and biodiversity everywhere from the growing dominance and market aggression of companies engaged in the genetic engineering of crops. . . . Numerous farmers continue to contact Schmeiser with tales of threats and intimidation from Monsanto.’12

In 2008 the roles were reversed. Schmeiser took Monsanto to court, suing the company for £300 in his local small claims court. At stake, he said, ‘is millions of pounds of compensation for those who have seen their land contaminated with GM material, and the rights of organic farmers and others to produce GM-free crops’. Monsanto called the case ‘specific and local’.13 The case was heard in March 2008, with Schmeiser gaining the compensation he sought.14 In December 2007, Percy Schmeiser and his wife Louise were presented with a Right Livelihood Award for their courage in defending biodiversity and farmers’ rights.

The widespread adoption of GM crops would mean the spread of monoculture and cause further loss of plant genetic diversity. This could affect the work of those who protect plant genetic diversity – like, for example, the centres that make up the Consultative Group on International Agricultural Research.

According to Hans Herren, director-general of the International Centre of Insect Physiology and Ecology in Nairobi:

The narrow genetic base of genetically modified crops is against them. The adoption of GM crops would cause the further loss of diverse plant species which scientists need to breed new crop varieties . . . too narrow an approach to food security issues is dangerous. Africa needs a broad range of ecologically-suited crop varieties. The concept of genetically modified crops is not based on the welfare of farmers. GM crops will not feed the hungry, they will make them poorer.15

A further threat to farmers comes from herbicides. Many GM crops are made to resist herbicides. But herbicide applications could kill everything else, apart from the GM crop, including beneficial insects, such as ladybirds, and also important medicines and herbs. Should GM seeds spread, more herbicide would have to be applied and weeds in nearby fields would develop resistance to the poison. Such ‘superweeds’ would require higher doses of herbicide. Applications will not necessarily go down with GM crops. Trials of GM cotton in India showed there was little difference in the amount of pesticide that had to be sprayed on GM and conventional cotton.

The biggest problem for smallholder farmers is that GM technology is firmly under corporate control. The leading ten companies – including Monsanto of the USA and Novatis and Syngenta of Switzerland – have around half the GM seed market, and consolidation is increasing. For developing countries, such control could be highly damaging. The agrochemical corporations could demand that farmers buy their GM seeds each year. Unless the corporations are willing to let go of the patents they hold on the seeds, control of GM technology cannot pass to the farmer. But they show no signs of doing that. Only if they have control over the technology could small farmers develop GM in a way that would reduce the poverty that keeps them hungry.

Africans have made clear their doubts about GM technology. At a meeting of the FAO’s Commission on Genetic Resources, 24 delegates of African governments issued a strongly worded statement saying that GM technologies ‘will destroy the diversity, local knowledge and sustainable agricultural systems that our farmers have developed for millennia, and thus undermine our capacity to feed ourselves’.16

Because of corporate control over the food chain, GM technology is more likely to worsen rather than improve the chances of hungry people getting hold of enough food. It threatens to destroy livelihoods and is a diversion from the task of developing systems that would halve the incidence of world hunger by 2015. The solution lies not with GM crops, but with a different approach that enables farmers to have manageable solutions to their agronomic problems.

Terminator

An additional genetic modification issue opened up when a US firm, Delta & Pine Land, the world’s largest cotton seed company, and the US Department of Agriculture (USDA) received a patent on a technique that means seeds can only be planted once. The technology genetically disables a seed’s capacity to germinate if it is planted again – it terminates a plant’s reproductive processes so that harvested seed will be sterile if farmers attempt to replant. This could bring about the most profound revolution ever to hit agriculture because it threatens the farmers’ practice of saving seed from one season to use in the next. Farmers would lose from this terminator technology, or suicide seed as it has come to be known; the seed TNCs would gain from increased sales.

Terminator also has wider implications. ‘Crop geneticists who have studied the patent are telling us that it’s likely that pollen from crops carrying the terminator trait will infect the fields of farmers who either reject or can’t afford the technology,’ says Camila Montecinos of a Chile-based organization, Centro de Educacion y Tecnologia (CET), which works with farming communities.17

Monsanto soon applied for patents on terminator seeds in over 70 countries. But following a worldwide outcry against the technology, the United Nations Convention on Biological Diversity recommended, in 2000, a moratorium on the field-testing and commercial sale of terminator seeds. The moratorium was reaffirmed in 2006. India and Brazil have passed national laws to prohibit the technology.

Researchers are, however, ‘continuing to develop and win patents on Terminator because seed sterility is simply too lucrative for industry to abandon’, in the view of Lucy Sharratt of the Canadian Biotechnology Action Network.18 The threat to farmers posed by terminator seeds is therefore still present.

Biopiracy

‘Biopiracy’ is the acquisition of biodiversity, such as plant and animals, and their parts, or of traditional knowledge related to that biodiversity, ‘without the prior informed consent of those whose biodiversity or traditional knowledge has been taken’.19

TNCs are actively making profits from biopiracy while local communities receive little or nothing. Biopiracy can take the form of companies (sometimes via academic research departments, whom they sponsor) taking plant species from developing countries without permission or compensation. The University of Wisconsin received two US patents for a protein derived from the berry of a plant that growers in Gabon called Pentadiplandra brazzeana. The berries were collected by a University of Wisconsin researcher, working in Gabon. The researcher found that a sweet protein could be derived from the berries. The University of Wisconsin call the protein ‘brazzein’, and estimate that it is 2,000 times sweeter than sugar; it now has exclusive rights to brazzein which it intends to license to corporations who are players in the $100 billion-a-year-plus worldwide market for sweeteners. Thus Gabon’s contribution to the development of the new sweetener goes uncompensated.

Under its former name Rural Advancement Foundation International (RAFI), the Canada-based Action Group on Erosion, Technology and Concentration (ETC) compiled a list in the late 1990s of instances where genetic resources and/or local
 knowledge in the South have made, or are making, a contribution to agriculture, food processing, or pharmaceutical development in the North. The list contained more than 100 examples of developing country contributions to food and medicines in Western countries. They included Bayer’s synthetic aspirin, the world’s most widely used drug, which is derived from a traditional Arab medicinal plant.

Wheat material from the Mexico-based International Maize and Wheat Improvement Centre is estimated to contribute US$3.1 billion annually to the total farmgate value of the US wheat crop – around 34 per cent. Pau D’Arc, a medicinal plant from Latin America used to combat malaria and cancers, has a market value in the North of US$200 million a year.20

A RAFI report prepared for the United Nations Development Programme found that contributions of plant genetic resources and knowledge from farmers in the South are worth US$4.5 billion a year to the North. But the South received nothing for those contributions; it was effectively cheated out of that sum, alleged RAFI. This is just in agriculture; it is the value added to agricultural prices in the North.21

‘What is being pirated is not one invention of one individual or corporation, but the collective creativity and inventiveness of millions of people over millennia, a creativity . . . that is necessary for meeting the needs of our people in the future’, says Vandana Shiva.22

The problem of biopiracy goes on. A report in 2006 found ‘a litany of cases of suspicious biodiversity acquisition. It’s not about suspicious acquisition. It’s about cases of biopiracy, or, to use the more old-fashioned term, “theft”. It’s a free-for-all out there.’ 23

Most countries in Africa have been affected. In the Kalahari desert in southern Africa, for example, a plant called Hoodia was developed and patented by the South African Council for Scientific and Industrial Research as an appetite suppressant. This capitalized on the traditional knowledge of the San people. Exclusive rights were sold to a British company. Only after worldwide outcry did a percentage of the royalties – ‘a miniscule percentage – come to the San’.24

Tighter national legislation is needed to prevent the unauthorized collection of germplasm, especially by TNCs. Many countries have already imposed such bans, including Ethiopia, Iran, Iraq and China.

Agrofuels (biofuels)

In late 2007 it appeared that the growing of crops for use as fuel – food for cars – was set for a dramatic increase. ‘Biodiesel and ethanol may make up 7 per cent of world demand for liquid fuels in 2030, with consumption rising fourfold to 36 million metric tonnes a year from today’s level of about 8 million tonnes’, reported the FAO in November 2007.25

For the world’s poor this could be disastrous, and by April 2008 a huge rethink was under way. Rising world food prices were at least partly caused by tighter food supplies due to land under agrofuels (see below). But the crops still pose a threat. TNCs envisage that crops for fuel – which can include maize and wheat as well as sugar and palm oil – could be grown on land which at present grows food for people. Crops for fuel could also be planted in forest areas and contribute to a degraded environment, including a worsening of global warming. Biofuel programmes could result ‘in a concentration of ownership that could drive the world’s poorest farmers off their land and into deeper poverty’, says a UN report.26

In what amounts to an agrofuel gold rush, TNCs have moved into the activity in a big way. The wave of investment in agrofuels (also called biofuels) is restructuring agribusiness itself. New, powerful players are converging on the sector. Cosmetics corporations are selling biodiesel. Earning millions from higher oil prices, the giant oil companies are buying up plantations. Wall Street speculators are swinging deals with feudal sugar barons. All of this money circulating around the globe is reorganizing and intensifying transnational structures, linking the most brutal land-owning class of the South with the most powerful corporations of the North.27

Agriculture commodity companies like Cargill and Archer Daniels Midland are investing heavily, along with companies that specialize in the sugar trade, palm oil, and, to a lesser extent, forestry. Oil companies such as British Petroleum, Mitsui, Petrobrás of Brazil and PetroChina are making substantial investments. Sir Richard Branson, owner of the Virgin Group and now Virgin Fuels, ‘has a growing portfolio of agrofuel investments’.28

Risks to investors are being cushioned by governments and international lending agencies such as the World Bank and the regional development banks. The money they provide through direct subsidies, tax breaks, publicly built transportation routes, carbon-trading schemes and soft loans are making agrofuels economically viable. Governments of OECD countries are providing incentives and subsidies estimated at US$15 billion a year.29

It is of particular concern that TNCs are pouring money into Africa for agrofuel crop production, ‘fuelling a land rush reminiscent of Europe’s initial colonial expansion’.

Petrobrás, for example, has made deals for ethanol imports with a range of African countries, from Senegal to Nigeria, Mozambique to Angola. The government of Tanzania has negotiated with 11 foreign companies for investment in agrofuels crop production in the country. 

There are a number of NGO-led, small-scale biofuel projects in Africa, some of which go back a long way, that produce oil for both local use and soap making. The current agrofuels boom has little to do with such small-scale agriculture.

Agrofuels will power the cars of the wealthy at the expense of the lives of the poor. It makes no sense for rural families to replace their sustainable and food-secure agricultural systems and forests with foreign-owned industrial plantations. ‘The privatization of the land that is the source of Africa’s wealth will undermine any chance that African countries have of determining their own future.’30

Criticism of the growth in agrofuels has come from the United Nations Special Rapporteur on the right to food, Jean Ziegler. In his interim report to the UN General Assembly in October 2007, Ziegler recommended a five-year moratorium on biofuel production. He stressed that rushing to turn food crops into fuel for cars, without first examining the impact on global hunger, would be a recipe for disaster. He identified among the potential impacts: increasing food prices, increasing competition over land and forests, forced evictions, impacts on employment and conditions of work, and increasing prices and scarcity of water.31

There are signs that people affected by agrofuels are fighting back. In South Africa, civil society has rejected the government’s proposal to use tribal and communally owned land in the Eastern Cape for agrofuels. In Uganda, civil unrest forced the government to withdraw a permit it had granted to a company to exploit the Mabira forest to plant sugar cane for agrofuels.32 Resistance can be expected to grow.

The UK-based Royal Society reported on the turn to biofuels in early 2008, warning that it risked failing to deliver significant reductions in greenhouse gas emissions from transport, and could be environmentally damaging in other ways.33

In April and May 2008, rising world food prices put biofuels and the extension of land use for this purpose under the public spotlight as a contributory factor. The need for a substantial reassessment became clear. But TNCs are likely to continue to pursue biofuels in order to protect their investments. Without public acceptance, however, biofuels have a limited future. They need to be limited to waste land that is unsuitable for food crops.

Agrofuels are a TNC activity too far, one that shows them ‘red in tooth and claw’ in the rush to further their profits whatever the serious consequences for the poor. Environmental damage is already being caused, not least through the escalation of palm oil production (see Chapter 3).

Pesticides

Since 1997 the agrochemicals sector has witnessed numerous corporate mergers, leading to even greater dominance of the biggest companies. Global pesticides sales in 2006 were US$30.4 billion, with the big six TNCs (Syngenta, Bayer, Monsanto, BASF, Dow, DuPont) accounting for 85 per cent of sales.34

Pesticides are poisons which are difficult to use safely
 in developing countries. Labels on cans may not be understood, soap and water may not be available to wash the chemical off the skin after an accidental spillage, and protective clothing may be too expensive to buy or too warm to wear. Pesticides also cause damage to the environment by running off into rivers and reservoirs, contaminating drinking water and fish stocks. They are applied mainly by poor people, often causing health problems and even death.

Insecticides to ward off pests, fungicides to tackle diseases, and herbicides to combat weeds make up a profitable trio of products for the industry. As subsidies to farmers in Western nations are lowered, so sales of pesticides in the West are less buoyant. Pesticide manufacturers have increasingly looked to developing countries as an outlet for their products.

Huge advertising campaigns by the chemical corporations have turned developing countries into a booming growth market for pesticides and also a dumping ground. While many pesticides are exported by Western-based TNCs, others are produced in developing countries by TNC subsidiaries. In developing countries, most pesticides are applied to crops that are grown for export.

The most dangerous pesticides, including DDT, aldrin and paraquat, are either banned or severely restricted in Western countries. But some are still exported to developing countries by the agri-corporations. ‘c’ is one description of such exports.35 While Shell ceased production of the widely banned pesticide dieldrin, there are large obsolete stocks in Africa (see below).

In developing countries, lack of information about restricted pesticides, together with the absence of regulation, can combine with illiteracy and repressive working conditions to turn them into deadly substances that poison people, land and water courses.

Bananas

To combat threats from insects, fungal disease and weeds, the banana companies apply a great deal of pesticide. Five companies – Dole, Del Monte, Chiquita, Fyffes and Noboa – grow most of the world’s bananas on large plantations.

‘Most plantation owners will spend more money on agrochemicals than on their workforce.’36 The chemicals used on the plantations include at least four that are classified by the World Health Organization as extremely hazardous. Chemicals are aerially sprayed and applied by hand. A high proportion of pesticides sprayed on crops from planes does not land on the crop. It falls on the soil and into waterways – affecting workers on the plantations, and in their homes inside and near to plantations. According to law in some countries, workers should not be in the fields when spraying takes place, but this law is violated. In other countries, there is not even any regulation.

Water pollution also occurs. ‘The intensive production of bananas places huge demands on the water-courses and poses threats to those downstream using the polluted water for drinking, meal preparation and washing.’37

The impacts of pesticides on health is a major cause for concern. These include: depression, respiratory problems, damage to the eyes, cancers, sterility and skin infections. Women can either miscarry or give birth to children with birth defects. Workers are rarely offered adequate protective gear, equipment or training. Those employed in both the plantations and the packing houses undertake backbreaking and repetitive work in hot and humid conditions. There are unlikely to be medical staff on the plantation and doctors are often employed by the companies and therefore unwilling to identify exposure to chemicals or industrial injuries.38

Tens of thousands of banana workers in Latin America have sought redress in the courts. Dole, Del Monte and Chiquita, and the chemical companies Dow, Shell and Occidental, have faced lawsuits over the harmful effects of the highly toxic chemical Nemagon (DBCP) which include birth defects, damage to the liver and kidneys, and alleged sterility in male workers. In November 2007 Nicaraguan farmworkers won $3.2 million in compensatory damages from Dole. The workers alleged they had been rendered sterile by the pesticide DBCP which was used on Dole plantations.39

More lawsuits were pending in which thousands of workers from Costa Rica, Honduras, Guatemala and Panama allege that they were injured by the use of DBCP on plantations.

Rice

Pesticide use is increasingly questioned. The chemical TNCs have persuaded farmers the world over to buy them, but their effects have led to serious misgivings. In Asia, where the chemical industry has made deep inroads into the rice sector, large quantities of chemicals have destroyed the natural enemies of pests, eaten into farm profits and lowered returns to farmers. Asian rice growers are beginning to question whether they really need these products.

There is considerable evidence, plus growing awareness among Asian rice growers, that yields can be maintained and even increased by using less pesticide. Like most other crops, rice attracts insects that cause damage. To control the pests, farmers have been persuaded to reach for the chemical can. ‘For over 40 years, farmers in Asia have relied on chemical pesticides as though they’re medicines’, says Dr Kong Luen Heong of the International Rice Research Institute (IRRI).40 According to Dr Paul Teng of IRRI, farmers are exposed to propaganda from companies about pesticides, and think of insecticide as insect-killing medicine. It takes an effort to wean them away from that thinking. The companies are usually better organized and have more money than government services to get their message across.41

Handing out free T-shirts and company caps, the chemical companies have sought to encourage a brand loyalty among farmers who did not question the need for pesticide. Heavy radio advertising and large roadside billboards have played on emotions, chiefly fear of loss, to reinforce the message the companies want farmers to believe. ‘A lot of the company advertising is very scary’, according to Heong. But a dramatic change has started to occur. Despite the heavy advertising, farmers are showing a willingness to get off the pesticide treadmill, not least because it can give them higher earnings.

A nine-country FAO Inter-Country programme for integrated pest management (IPM) in Asia encouraged rice farmers in 8,000 villages to cut insecticide use drastically. In total, a 75 per cent reduction was achieved in these villages and yields have increased by an average of 10 per cent.42

The rise in awareness about natural ways of pest control is providing small-scale farmers with higher returns at the expense of TNC sales. Rumbled by farmers, chemical companies are also facing action by a number of Asian governments that is likely to reduce their sales.

Non-traditional crops

A recent threat to health is coming from the large amounts of pesticides that are being applied to non-traditional export crops, such as fruit, vegetables and flowers. Persistent exposure to highly toxic chemicals is now causing serious health problems in a number of Latin American countries, especially for women engaged in flower production, who suffer high miscarriage rates, recurrent headaches and dizzy spells. Economic problems arise, too. Producers can lose the entire value of a crop, and also face stiff penalties, if pesticide residues in foodstuffs violate an importing country’s standards.

Workers who suffer heath problems from the effects of applying pesticides can be expected to follow the example of banana workers and seek redress in the courts. Agri-TNCs may be large and powerful but, again, the poor are showing a willingness to fight back.

Trade

Two-thirds of world trade is between transnational corporations. TNCs dominate world markets in internationally traded agricultural commodities, with a small number of companies accounting for a large percentage of the trade. Two TNCs, DuPont and Monsanto, together dominate the world seed markets for maize (65 per cent), and soya (44 per cent). Six TNCs – BASF, Bayer, Dow, DuPont, Monsanto and Syngenta – control 75–80 per cent of the global pesticides market (down from 12 corporations in 1994). Monsanto controlled 91 per cent of the global genetically modified seed market in 2001, having taken over 60 per cent of the Brazilian non-GM maize seed market in the space of two years (1997–9).

Five companies control 90 per cent of the international grain trade; six companies account for 75 per cent of the global pesticide market. Cargill and two other companies dominate Côte d’Ivoire’s cocoa processing industry, where 95 per cent of processing capacity is controlled by TNCs. Five companies –
 Chiquita, Del Monte, Dole, Fyffes and Noboa – control over 80 per cent of the global banana market, with Chiquita and Dole Foods accounting for almost 50 per cent. Three companies control 85 per cent of the world’s tea market, with Unilever the biggest tea supplier. Nestlé has established a virtual monopoly of the UHT milk market in Pakistan, and controls around 80 per cent of Peru’s milk production. The 30 largest food retailing corporations account for around one-third of all world grocery sales. Of all food sales in Thailand, 36 per cent are now channelled through TNC retailers: Tesco had 48 outlets and sales of around US$1.2 billion there in 2003.43

Trade in agricultural products and foodstuffs grew from US$65 billion in 1972 to US$468 billion in 1997, and to US$634 billion in 2004.44

These increases – part of the globalization process – have transformed little-known firms into major TNCs with significant political clout. But this has serious implications for the poor. Because of the need to earn more hard currency to repay foreign debt, developing countries have been encouraged by the World Bank and other donors to pay their farmers more to grow and to trade agricultural commodities, such as coffee, cocoa and tea. But this has resulted in ‘oversupply’ of many commodities, causing historically low prices, often below the costs of production, leading to hardship and worsening poverty for growers.

The power of the TNCs means that resource-poor farmers are likely to receive few benefits from international trade. Western government leaders talk about huge gains that will come from trade liberalization. Britain’s Prime Minister said in November 1995, for example, that ‘developing countries could gain $47 billion in increased agricultural exports’.45 But in terms of trade working for the poor, figures like this are an illusion. Few developing counties have stocks of food they are waiting to sell to the West if only the West would let them. Their own people need food; there are few genuine surpluses.

The chief beneficiaries from this $47 billion would not be the poor. ‘When huge gains are attributable to trade reforms, we need to look at the fine print: almost all those gains accrue to the richest countries and the middle income countries, not the poorest countries and especially not the poorest countries in Africa.’46 And the gains would go largely to traders, not countries or farmers. ‘For low-income agricultural producers, the benefits of liberalization . . . are likely to be very limited.’47

TNCs usually press for liberalization – freer trade – to be the chief trade reform: only when it suits them, however. The 1994 GATT Uruguay Round agreement ushered in an era which is favourable to their business. One of the agreements that came from the round, and the birth of the World Trade Organization in 1995, was the TradeRelated Intellectual Property Rights agreement. While the WTO is an organization that promotes free trade, TRIPs is a protectionist agreement. TNC pressure was responsible. The TRIPs agreement was the brainchild of an industry coalition made up of 13 major US corporations including Bristol Myers Squibb, Dupont, Monsanto and General Motors. They wanted the agreement because it protects their patents. While arguing for free trade, TNCs want their own interests to be protected.48

World production and trade in grains exceed those for any other crop. Cargill, a private US company based in Minneapolis, is the world’s largest international grain trader, accounting for over half the trade. Cargill is followed by Mitsui/Cook of Japan, Louis Dreyfus of France (controlled by the French family of that name), the Swiss firm André/Garnac (also named after its family owners), and Brazil’s Bunge and Born (another family firm). A small number of families and a Japanese conglomerate therefore account for most of the international grain trade. These companies are estimated to hold about 60 per cent of all the world’s grain stocks.

Cargill describes itself as ‘an international provider of food, agricultural and risk management products and services with 158,000 employees in 66 countries’. Cargill originates, processes and distributes grain, oilseeds and other commodities to makers of food and animal nutrition products. It also provides crop and livestock producers with farm services and products.49 ‘Cargill aims to be the global leader in nourishing people,’ said Paul Conway, Senior Vice-President of Cargill, in July 2007.50

As a private company, Cargill is not obliged to tell the public about its operations. A Cargill subsidiary once claimed that both the firm and its employees would be open to criminal prosecution if it supplied information to the US government about some of its activities. ‘It takes no great effort to imagine the response to an underdeveloped country which had the temerity to raise such awkward questions.’51 According to Kevin Watkins, author of a study on the GATT, Cargill ‘assumed responsibility for preparing the United States negotiating papers’ for agriculture in the Uruguay Round.52 This is denied by the company, which says only that it made its views known to the US administration and European governments.

Cargill’s activities directly affect the poor in developing countries. ‘Cargill’s corporate goal is to double every five to seven years, but the achievement of this goal requires the occupation of more and more territory, and the expulsion of whole societies from their settlements and their commons.’53

Land

TNCs require land that is at present in the hands of food crop small-holders. With the food industry being globalized, the transfer of land from food crops to export crops is growing fast; an extra million hectares a year is going under plantation crops. Plantations are almost always geared to the export market. Such rapid conversion of land from smallholder agriculture to estates producing for export threatens the existence of resource-poor farming communities and indigenous peoples. It is bad for rural economies and peoples, and is likely to increase the migration of people to urban areas. TNCs involved in agricultural trade are nonetheless likely to continue the globalization process.

The issue of whether good land should be used for growing crops for export, rather than food for local people, has long been debated. While food is the most basic need, it is lack of money and purchasing power which is responsible for a great deal of hunger. While sale of export crops brings in money, their prices, as mentioned above, are often too low to give the producer a decent return. As millions of smallholders who grow crops for export are benefiting little from the export trade, the food/export crop balance needs shifting in favour of more emphasis on food for local consumption.

Faced with falling prices because of overproduction, the leading coffee-producing countries agreed in October 1994 to withdraw supplies from the export market. World coffee prices rose, at least partly as a result. They reached their highest level for 20 years in May 1997, after producers had again made clear their intention to withhold supplies to keep up the price.54

The widespread nationalization of foreign companies by developing countries in the 1970s included many of the large-scale plantations growing export crops. In the late 1980s a number of developing country governments invited foreign investors back, often on a joint-venture basis. In some countries, the traditional plantations of colonial times have been replaced by out-grower schemes, in which large numbers of farmers grow and sometimes process a crop on contract. The farming out of tobacco growing by TNCs is a classic example of this, but such arrangements have numerous pitfalls (see Chapter 3).

Conclusion

Millions of people die every year because they do not get enough food. They are the poor, without the money to buy, or the resources to grow enough food. This is arguably the biggest scandal of the early twenty first century. Food and agricultural systems are needed that enable the poor to have the food they need. The dominant role of TNCs is not helpful. The needs of all must come before the profits of a few.
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