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ABOUT THE BRINGING A GLOBAL PERSPECTIVE SERIES

This set of supplementary classroom materials is part of the Bringing a
Global Perspective Series. The purpose of this book, and other volumes
in the series, is to provide instructional materials and strategies
which teachers of high school social studies can use to enrich their
curriculun.

The COrigins of the Materials

During the fall and winter of 1981/82, fifteen Central Ohio high school
teachers met weekly at The Ohio State University's Mershon Center.
Under the direction of Dr. Robert Woyach, of the Mershon Center, and Dr.
James Harf, of the Consortium for International Studies Education, which
i1s headguartered at the Mershon Center, these teachers reviewed instruc-
tional materials originally developed for use in introductory college
classes. Some of these materials, or learning packages, dealt with such
issues as food, energy, terrorism, human rights, the environment and
population. Others focused on the internationsl community, such as the
law of the sea, international boundaries, and foreign investment.

From these college materials, the teachers identified and then adapted
readings and instructional activities which in their opinion could be
useful within their own high school courses. Thelir criteria were
purposefully broad so that the resulting materials would provide a
flexible and valuable resource for high school teachers in varied
classroom situations.

Bringing a Global Perspective to Basic Courses

The basic criterion for the teachers was that the materials be useful
for bringing a 'global perspective'" to such courses as American govern-
ment and history, economics, world geography and world history. Just
what "bringing a global perspective' involves can vary considerably. A
lesson in American history, for example, uses a central concept Iin
global perspectives education, ethnocentrism, to show students how we
can be ethnocentric with respect to people living in the past. Another
lesson shows students their global heritage both in terms of the ethnic
origins of their comunity and the global origins of many practices and
ideas we take for granted in every-day life.

In economics a lesson focuses on the division of labor, a concept
typically associated with the domestic economy. The concept is rein-
forced as students see how it applies to the international economy as
well. In addition the tlesson raises questions about security and
equity, Issues which are often more difficult to introduce within the
domestic context.
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In world geography and history, lessons introduce a '"global' perspective
by providing materials which stress Interactions among regions. Others
introduce new perceptual maps of the world, such as the Atlantlc Basin,
to break down mental barriers to percelving the world in new ways. They
Introduce and reinforce such concepts as national boundaries. They show
students environmmental and social systems that make up our world.

Instructional Variety

The maiterlals alsc enrich basic courses by providing resources for
Introducing greater instructional variety. Some of the lessons include
student readings and materials for use by the instructor in designing
classroom lectures. But most lessons also include a variety of other
Instructional techniques. These include simulations, small group work,
declislion-making exercises, charting and map-making activities, analysls
of statistical data as well as map reading. Students work in large
groups, small groups and Individually. They do research, prepare
position papers and present the results of their discussions and re-
search In class.

Practical and Flexible Formats

The 1lessons are also designed to be self-contained. Supplementary
materials needed to conduct the lessons are appended In easily reproduc-
ible form. Clear statements of purpose and objectives provide an
orlentation toward the goals of the lesson and suggest an agenda for
testing. A section on Background Information for Teachers provides
ideas as to where the lesson might fit within the course as well as
substantive Information of use In presenting the lesson in class. A
tested step-by-step format glives the instructor a clear and conclse
Image of how the lesson might be conducted. By breaking the lesson down
Into discrete steps, it also provides greater flexibillty for experl-
ment Ing and adapting the lesson to one's own style and situation.

Other Books in This Series

The Bringing a Global PerspectiveSeries Includes the following volumes:

Bringing a Global Perspective to American Govermment
Bringing a Global Perspective to American History
Bringing a Global Perspective to Economics

Bringing a Global Perspective to World Geography
Bringing a Global Perspective to World History

The lessons In these volumes have been edited and reviewed by curriculum
consultants and teachers in the field. The purpose of this edition Is
to disseminate these materials and to obtain further reactions from
teachers who have used them.

fv
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BRINGING A GLOBAL PERSPECTIVE TO ECONOMICS:
KEY IDEAS FOR TEACHERS

Trying to teach secondary students about economics without
reference to the world eéononw Is akin to teaching students about
American government without reference to the judiclary. While the
American ecoromy seems se]F-contalned In many respects, Iin fact
everything from the analysis of economic scarcity and the way prices are
set to the economic choices of banks, manufacturers, consumers, labor
organizations and governmment are all constrained and Influenced by the
world market.

For American business, and the American economy, the world market
has loomed even larger In recent years. In 1980 American firms exported
nearly $174 billion worth of manufactured goods and nearly $217 billion
worth of goods overall. By some estimates, one job In nine In American
manufacturing firms depended on exports. One Jjob in six depended on
international trade (imports and exports). The economy as a whole has
become dependent on the world market for an increasingly long list of
basic Industrial raw materials, Including bauxite (93%), chromium (90%),
potash (66%), tin (81%), cobalt (90%), nickel (77%), manganese (98%) and
zinc (62%).

Since World War II American corporations have become globalized In
terms of Investment strategies as well. 1In 1980 some 3,000 American
corporations had foreign Investments worth over $200 billion abroad.
Total world-wide sales of these corporations reached $2 trillion.
Investments by foreign corporations have also grown. Not only do such

commonly known Internationals as Mestle's and Shell ply their trade

ix



wilthin the U.S., forelgn Investors now have substantlal shares In such
"al1-Amerlcan" corporations as BasklIn-Robblns and Standard Ol1 of Ohlo.

The world economy has Increasingly touched the dally 1llves of
consumers and workers as well. A cursory survey of supermarket shelves
or the local department store provides ample evidence of the economic
Importance of Iimports. Recurring news reports also show that
Integratlon Into the gicbal economy Is both creating new opportunitlies
and causing new dlsiccations In the form of plant closings and the
adopt lon of new technologies.

Bringing a. Global Perspective to FEeonomics takes a selectlve
approach to the task of Integrating global economics Into the standard
economics currliculum. The lessons provide detalled materlals on the
global food and energy systems, on Internatlonal cartels, and on the
nature and process of forelgn Investment. The materlals can help
teachers to develop students' understanding of these key economlc
systems and actlvitles while relnforclng baslc economlc concepts.

1. Analyzing Key Global Systems: Whlle supermarkets and
department stores provide superfliclal evidence of
students' 1lnkage to the global economy, Amerlcans today
need to understand more clearly both thelr stake In
global economlc systems and how those systems affect the
llves of people worldwlde. A lesson on "Amerlcan Agrl-
culture and the Global Food System! helps students to
understand the role of the Amerlcan farmer In the global
food system. It shows students how the global food
system emerged historlcally and how It has come to rely
on North American graln surpluses. Flnally, It shows
students where In the world Amerlican graln goes and thus
helps them to analyze for themselves the relatlonshlp

. between the graln trade and world hunger. A follow-up
lesson entlitled "Economlc Actors" Introduces students
systematically to dlfferent types of economic actors In
the global food system and, through a case study of
Nlgerla, shows how they affect domestlic economles.
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' . Similarly, a lesson on "The Age of 0il and the Growth of
the Global Petroleun Industry" introduces students to the
global oil system. It also glives students Insights Into
how and why business firms look to the world market.
Another lesson entitled "Investing Abroad" Involves
students In a simulation of negotiations between business
firms and host governments. The exercise provides
insight Into the political and economic considerations
which affect investment policies anywhere.

2. Applying Basic Concepts to the World Economy: Given the
critical role of the global ecucnomy to Americans today,
it Is important that students, as economic actors and as
citizens, be able to apply basic economic concepts to the
International economy and global economic issues. A
lesson on "Food and the Global Division of Labor' applies
the division of labor concept to the global economy. It
shows students how economic efficlencies are [ncreased
through perfectly free trade. It also shows how that
same division of labor can increase food Insecurity and
even lnequity in the absence of political arrangements to
protect trading partners. Another lesson shows students
"The Economic Impact of OPEC Declsions." It helps
students understand the success of OPEC, and Its more
recent problems, In terms of supply and demand elas-
ticities. A second lesson, '"Dependence in the Global

‘ Economy,'" extends the analysis of cartels. It Indicates
why Third World governments support commodity cartels and
why OPEC's success is unlikely to be copied by cartels in
coffee, aluninum and other basic commoditlies.

These lessons provide teachers with concrete activities and images
for helping students to understand the global economy. They simul-
taneously reinforce basic concepts In the course and help students to

understand some key Issues and forces that lay at the base of Important

economic trends and eveznts in the world today.
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ECONOMICS|| | AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM

DURATION: Approximately two class periods.

PURPOSE: To Indicate the role of American agriculture In world
trade and the Importance of graln exports to American
farmers,

OBJECTIVES: Students will:

(1) Identify common agricultural products consumed by
people in the United States and by people abroad,
Including those which enter world trade.

(2) Suggest economic and non-economic reasons for
differing consumption habits around the world.

(3> Identify areas of the world which have food
(grain) deficits and areas which have food
(grain) surpluses and suggest reasons for these
deficits and surpluses.

(4) Suggest economic and political reasons for the
pattern of American trade in feedgrains, wheat and
soybeans.

BACKGROUND INFORMATION FOR TEACHERS:

Any serious attempt to understand the economics of American agricul-
ture today must Include some attention to the global food system.
American agriculture depends on the world market. While actual
percentages vary from year to year, approximately thirty percent (30%)
of all the feedgrains grown In the United States (principally corn,
sorghum, oats, barley) finds Its way Iinto the world market.
Two-thirds of the American wheat crop is routinely exported, as lIs
around half of the soybean crop.

However, the world Is not quite so dependent on American agriculture.
While American grain exports play critical roles from place to place
and from time to time, the bulk of the food consumed in the world is
grown locally. American graln exports account for only around 7% of
world grain production, even less of world food product ion.

The Importance of Grain to the Food System

Actually many agricultural items which are grown around the world,
especially those which enter world trade, have little or no nutrition-
al value (e.g., tea, coffee, sugar, cocoa or chocolate, tobacco). The
importance of these crops primarily lies in the fact that they take
labor and land but yleld little or no real food. They are also
frequently grown In countries and by people who have precarious food
supplies.
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AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM

Among the food products grown and traded Iinternationally, grains are
the most important. Cereals, including wheat, corn and rice make up
the most basic staple in human diets around the world. They are also
most Important to world trade, because most other items either tend to
be more perishable (e.g., vegetables and fruits) or more expensive
relative to the nutrition provided (e.g., meat, nuts and dairy
products), or both. So most of the food traded Internationally is in
the form of graln, despite the Central American bananas and Mexican
tomatoes routinely consumed by Americans.

The Emergence of the Global Food System

Actually the International food system Is of relatively recent vin-
tage. As discussed in the attached reading "The History of the Global
Food System," it was not untll the Industrial Revolution that the
technological basis for even national food systems was developed. It
was only with subsequent advances in transportation that a world food
system was feasible.

Even then, the global food system with which Americans have become
accustomed has only emerged since World War II. Before that time the
food system was far more balanced. Western Europe was the only net
food Importer in the world. Asla became @ consistent food Import Ing
region only during the war and its aftermath. With rapldly Increasing
populations, it has continued to be a food importer ever since.

Other reglons, including Africa, Latin America and Eastern Europe,
have only recently become net food Importers. In part this has been
due to rising populations. But it also reflects two other factors:
(1) changes In consumption patterns, with increased demand for meat
and thus feedgrains in Eastern Europe, and (2) development efforts in
Africa and Latin America which have neglected Investment In
agriculture. Increasing investment In export agriculture (e.g., tea,
cocoa, sugar, rubber, etc.), which takes away acreage from domestic
food production, has also played a part in Some counti les.

Student Learning

This lesson exposes students to empirical data which graphically show
the shape of the world food system. Students see who exports food and
who imports food. They develop hypotheses about why the different
regions may grow more or less food than their people need. In so
doing, they utilize basic economic concepts.

Students also view the world food system from the perspective of the
American Farmer. They see not only where American grain Is sold but
the pattern of grain trade across three key items: feedgrains used to
produce meat, soybeans used to supplement human diets directly, and
what, the poor man's grain. Given data onh prices, students observe
how wealth affects who can best afford America's surplus capacity.

> 13




AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM

MATERIALS: The reading "The History of the World Food System," and
the tables "The Changing Pattern of World Graln Trade,"
and "American Grain Exports--~1978."

VOCABULARY: Graln, feedgralins, soybeans, nutritional value, food
deficit, food surplus, subsistence agriculture, per
capita Income, commercial trade, food aid.

INSTRUCTIONAL STRATEGIES:
DAY 1: OPENING THE LESSON

Step 1: Introduce the lesson by having students, In groups of 2 or
3, auickly list ten (10) common agricultural products that
Americans consume during a normal day. Stop when the first
group has lidentified ten items.

Step 2: Then have the groups quickly list five (5) agricultural
products which people In other countries consume more
regularly than Americans. Agaln stop when the flrst group
has identifled five items.

Step 3: Poll the groups and write a representative 1ist on the board
. under the headings "Americans Consume" and "People Abroad
! Consume."

Step 4: Discuss the lists with the class. Ask:

1. Which of the products have little or no nutritional
value? In studyling world hunger why might it be
important to look at the production and consumpt lon
of such products?

2. Are there products In the lists which students know or
think are traded internationally? Which ones? Do
these products appear on both 1ists? We tend to think
American farmers feed the world. Do Americans import
food products? :

3. How might you explain the differences between the two
lists? Why do people In other countries have different
diets than Americans? Is It purely culture and tastes?
What role does economics play? Does economics help
explain differences in diets among Americans?

DEVELOPING THE LESSON

Step 5: Describe to the class the history of the world food system.
. Emphasize that most, though not all, of the foodstuffs

3. 1‘1




AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM

Step 6:

DAY 2:

Step 7:

Step 8:

Step 9:

traded internationally are grains and that only a small
proportion of the food consumed by people around the worild
comes from other countries.

You may want to reproduce coples of the reading "The History
of the World Food System" for the class.

Project the data on '"The Changing Pattern of World Grain
Trade.'" Have students:

1. Identify the region witn the greatest grain deficit.
2. Identify the region with the greatest grain surplus.
3. Suggest reasons why Asia has the greatest deficits.

4. Suggest reasons why European deficits have decreased
since 1920.

5. Suggest reasons why African and Latin American deficits
are relatively Tow, and relatively recent.

CONCLUDING THE LESSON

Briefly remind students of the pattern and history of world
grain trade. Note again In particular the dominant role of
North America in the world grain trade, the importance of
exports to American agriculture and the limited role of
trade in the overall global food picture.

Hand out coplies of the table "American Grain Exports--1978."
Then project a transparency or hand cut copies of the
"Discussion Questions."

Have students, working In groups of 2 or 3, answer these
questions on the basis of information In the table.

Discuss the questions with the class.




THE HISTORY OF THE WORLD FOOD SYSTEM

Food has always been a central factor in societies throughout the
world. Only recently, however, has the world's food supply become
part of a single worlid-wide "system." New capability In transporta-
tion and farming techniques have helped to create a global dimension
to the producing and consuning of food.

From Subsistence Agriculture to a Global Market

For most of the two million years that humans have ex|sted,
securing food was everyone's full-time occupation. The tilling of the
soil intiroduced a major advance In mankind's food supply. It created
a division of labor that was enhanced by subsequent developments In
irrigation and the use of animals for Plowing. Still, these
discoverles did not create a "world food system." Most of the world's
food was consumed In the same place It was produced and by the same
people that produced it. Some trade did occur. Imperial Rome relied
on grain from North Africa. Exctic foods and spices travelled long
routes to distant markets. Still, until just a iittle over two
hundred years ago, most of the world's peoples supplied their own food
from the yields of thelr own land.

The Industrial Revolution led to the end of subsistence agricul-
ture. This "revolution" made possible the emergence of national food
systems, and later a world-wide food system. Industrialization was
actively triggered, in part, by the Increased efficiency of agricul-
ture and the resulting migration of now unneeded rural laborers into
urban trades and crafts.

Not until the development of the rallroad and the steam engine,
partway through the nineteenth century, however, did the worid's food
system become truly international. The industrial reglons of northern
Europe could not make use of cheap and abundant supplies of graln,
imported from Russia and from America. By the 1870's, grain from the
heartland of America was travelling thousands of miles by rail and
steamship across the Atlantic to feed the burgeoning populations of
Industrial Europe.

The division of labor between the farmer and the factory worker
that arose within nations became visible on a worild scale. Some
nations found they could export food into the worid market, earning
money to buy the goods they could not or did not produce at home.




Others, such as Great Britlan, became the producers of those Indus-
trial goods and also became Increasingly dependent upon food imports.
Since different states enjoyed different natural endowments, and some
had especially generous amount.s of fertile and well-watered agricul-
tural land, a deepening international division of labor was generally
welcomed as advantageous to all,

In the eighty years of this century, thanks to mechanization of
agricultuire, the development of new and higher-yielding seeds, and
increased knowledge about farming techniques, total world food produc-
tion has regularly outpaced population growth. This Is not to say
that the growing demand for food and the Increased vulnerability of
urban populations and food-importing countries have not created
problems and pressures. Japanese imperialism in Talwan and Korea was
caused by part by Japan's search for a secure food supply. The
colonial trading patterns of Europe also reflected such politically
managed international divisions of labor. As a result, Increases of
productivity and food production were not shared equally by the
peoples of the world even though Improved conditions of health and
food helped spur the rapid population growth of this centur

Major International Activities

The world food system consists of two kinds of exchanges across
countries--exchanges of food and exchanges of other items related to
food production.

Food moves among countries on two kinds of bases: trade and aid.
Commerical trade reflects the international division of labor that has
emerged over the last century and which allows the worlid's people to
take advantage of the differing production capabllities around the
worid. It also serves as a major resource upon which countries can
draw when their own production falls short, or when they have a bumper
harvest. Indla for example, which had been a chronic importer in the
1960's and early 1970's, found it advantageous to export wheat in
1978-79 when it had bumper crops.

Food ald Is the other form of international exchange of food.
Some countries are too poor to buy all the food they may need. At
other times natural disasters or wars create emergencie~ where people

face starvation. In these situations the ~ ' nati . trading system
has been supplemented as governments ar -2 organizations provide
food as gifts or as highly subsidized cessional sales. Until
after World War II food ald has alwav . special and temporary




activity as governments and voluntary organizations responded to
abnormal needs in other countries. Large American agricultural
surpluses, however, in the 1950's created political pressures for
disposing of these commodities. The result was the creation of an
international food aid system which was largely American in the 1950's
and 1960's, That system has become internationalized and
institutionalized as other countries have joined and as American
surpluses have disappeared and along with them the political pressure
from American farmers to dispose of surpluses. In the 1950's food aid
constituted as much as twenty percent of all international food
movements. In 1980 less than ten million tons of cereal out of over
one hundred eighty million tons traded (about 5%) was food aid.

From: Raymond F. Hopkins, "The Global Food System" in Global Issues:
Food, James E. Harf, B. Thomas and Raymond F. Hopkins, Eds.,
Columbus, Ohio, Consortium for International Studies Education,
1980.
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The Changing Pattern of World Graln Trade

Reglon 1934-38  1948-52 1960 1970 1972-73 1976

(Million Metric Tons)

North America 5 23 39 56 89 94
Latin America 9 1 0 L -3 -3
Western Europe =24 =22 =25 -30 ~-18 -17
E.Europe & USSR 5 - 0 0 -26 =27
Africa 1 0 -2 -5 -1 -10
Asla 2 -6 =17 -37 -38 -47
Austialla & N.Z. 3 3 6 12 7 8

Note: Positive numbers indicate net exports; negative numbers
indicate net Imports

Source: The Global Political Economy of Food, Raymond F. Hopkins
and Donald J. Pachula, eds. Madison, Wisconsin: The
University of Wisconsin Press 1978.
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American Grain Exports -- 1978

(in U.S. $1,000)

Value Exported

By Region Feedgrains Wheat
Canada 19,833 -
Latin America
(including Carribean) 400,546 819,198
Africa
(including North Africa) 143,294 506,188
Asla
(Including the Middle East) 1,657,277 1,479,267
Europe 2,951,784 831,936
Unknown? 311,720 239,814
Total Value 5,484,454 3,876,403
By Per Capita Income of Coun;y3 Feedgrains Wheat
Countries with Per Capita
Income over $2,000 $3,874,952  $1,270,969
Countries with Per Capita
Income Between $1,000
and $2,000 906,125 1,065,591
Countries with Per Capita
Income Below $1,000 391,657 1,340,029
Feedgrains Wheat
Total_Tonnage (metric) Shipped: 55,544,614 21,811,970
Average Price Per Metric Ton: $102 $178

1
Feedgrains are used as feed for animals, not direct human
consumpt lon, Wheat and soybeans categorles are exports of these
grains for direct human consumption.

Unknown destinatlon because the graln was transshipped through
Canada.

’ Table excludes figures for grain whose destination was unknown or
not specifically Indicated In orlginal data tables,

Soybeans
67,187

185,746
24,855
1,367,817

2,951,074

152,370

4,749,049

Soybeans

$3,888,280

556,871

151,528

Soybeans
19,685,675

$241
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American Graln Exports: Discussion Questions

What regions of the world buy the most grain overall from
American farmers and graln companies? Does this surprise you?
Why or why not?

What types of grain (feedgrain, wheat, soybeans) is most
important to American agriculture In terms of export earnings?
In terms of export tonnage?

What types of countries, richer or poorer, buy the most grain?
How are thelr grain purchases different from other countries?
How might you explain the difference?

Wheat could be called the "poor man's grain" in terms of world
food trade. How does the information In the table show this?
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| FOOD AND THE GLOBAL DIVISION OF LABOR:
ECONOMICS EFFICIENCY VERSUS SECURITY AND EQUITY

DURATION: Approximately three class periods.
PURPOSE: To demonstrate the economic efficlency obtalned

through the division of 1abor.

To indicate how the division of labor can also ralse
Issues of security and equity.

OBJECTIVES: Students will:

(1) Define economic efficiency and identify how the
division of labor increases efficiency.

(2) Relate the domestic division of labor to the
International division of labor that results
from trade.

(3) Identify reasons why a division of labor can
create propblems of insecurity and Inequity
internationally and nationally.

BACKGROUND INFORMATION FOR TEACHERS:

’ The "division of labor" is a basic concept in economics. It is also a
concept normally related only to the domestic economy. But because of
the vast growth of International trade and the development of free
trade areas as In Europe, a global economy, characterized by an
Imperfect but clearly discernable division of labor, has also begun to
emerge.

An International Division of Labor

An International division of labor has become Increasingly apparent in
the global food system. (See the lesson "American Agriculture and the
Global Food System.") Since World War II, trade in foodstuffs,
particularly grains, has become Increasingly Important. While the
amount of food traded Internationally is only a small percentage of
total food production, there has been an increased dependence on a few
regions (li.e., North America, Argentina, Australla) for grain
surpluses. Developing nations in particular have allowed their food
production to lag behind needs or have encouraged investment In export
production (e.g., tea, coffee, sugar, rubber, etc.) at the expense of
food production for local consumption. Thus a "global" division of
labor within agriculture and between agriculture and industry has
begun to emerge.

Efficiency

As with any division of labor, this system can be more efficlent in

economic terms because of specialization based on comparative
. advantage. Yet, the present system is hardly =fficient in any lIdeal

11.

22




FOOD AND THE GLOBAL DIVISION OF LABOR

sense. In a perfectly efficient global food system, only those
nations with a comparative advantage in agriculture would produce
food. Nations with a cold climate, poor soll, or inadequate rainfall
would invest thelir productive energies in other things -- manufactured
goods perhaps. These goods would then be traded for food. In a
perfect system fewer nations would presumably be producing more food
and at Jower unit costs than at present. Such a system would be much
more Interconnected through trade and thus much more interdependent.

This lesson uses a simulated division of labor between two countries
to illustrate the efficiencies obtalnable through trade. By using
this "international'" situation, students can see how basic economic
concepts, such as the division of labor and economic efficiency, apply
to the international economy. They can also be introduced to problems
which attend the division of labor In security and in equity. These
problems are Implicit [n any division of labor but are often more
chvious and easler to deal with in an international context.

Security

A perfectly secure global food system is one In which minimun food
needs are constantly met for everyone. A perfectly efficient food
system Is subject to various sources of insecurity. Over-reliance on
one region increases the Impact of bad weather and poor harvests.
Dependence on a single producer increases the risk that one's food
supply will be disrupted by war, by political or economic strife
within the country, or by diplomatic conflicts between governments.

A perfectly efficient food system would concentrate production far
more than a secure one. It would also produce less food than a secure
system. A secure food system would require accunulating a surplus of
focd for use In keeping prices stable when harvests are poor and for
use In rellef efforts necessitated by war, or natural disasters. A
perfectly efficient system would argue against surpluses which might
never be used.

Equit

nges¢ectiy efficient food system, because it would take the global
division of labor to a logical extreme, could also become highly
inequitable. Equity does not mean equality. It does mean equal
opportunity and a falr distribution of the rewards of labor. Equity,
In other words, is a political rather than an economic concept.

Leaders of Third World countries today argue that, as a vestige of
their colonial past, they have become the "hewers of wood" and the
"carriers of water" within the global economy. They argue, in other
words, that they have become trapped in low pald, unskilled roles
within the division of labor. They are trapped because, lacking an

12.
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FOOD AND THE GLOBAL DIVISION OF LABOR

industrial and scientific base, their economies have less opportunity
to develop the technological Innovations needed to succeed in the
industrial worlid. They lack the Industrial base to keep domestic
industries competitive. Their arguments take on added Importance when
one considers that the terms of trade for raw materials, including
food, have declined over the past thirty years Iin relation to
manufactured goods. The hewers of wood must work harder and produce
more simply to maintain their standards of living at present levels.
This seems Inequitable.

Security and Equity in the Domestic Economy

While security and equity issues are often more apparent within the
international economy, they apply to the domestic economy as well,
When farmers threaten to restrict production, or when coal miners and
truck drivers threaten to go on strike, it becomes apparent that the
division of 1labor with our economy makes us Interdependent. It
reduces the security of everyone within the system.

Questions of equity are also raised within the domestic economy. They
are implicit In arguments for redistribution of income from the richer
industrial states to the poorer agricultural states of the old South
through federal programs. They are explicit In arguments by Western
governors that thelr states must be compensated for depleting natural
resources to feed the Industrialized population centers elsewhere in
the country.

MAIERIALS: "Country Profiles: The Resources of Industria and
Agraria;" and "Foreign Policy Briefing Papers" for

Industria and Agraria to be used in the simulation.

VOCABULARY: Division of labor, economic efficlency, security,
equity, dependence and interdependence, comparative
advantage, trade, resources.

INSTRUCTIONAL STRATEGIES:
DAY 1:  OPENING THE LESSON

Step 1: After Introducing the division of labor concept, remind
students that a division of labor allows greater effliciency
In production. Remind them also of the role of comparat ve
advantage In determining who does what within an economy
characterized by a division of labor.

Step 2: Explain that the division of labor exists within the inter-
national economy as well. In fact by increasing the size of

13.
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FOOD AND THE GLOBAL DIVISION OF LABOR

Step 3:

Step 4:

Step 5:

Step 6:

DAY 2

Step 7:

the economy, you make more productive resources and greater
resource diversity available. So efficiencies can often be
even greater by dividing productive roles internationally
than nationally.

DEVELOPING THE LESSON

To I1lustrate the efficiencies avallable through a division
labor, Introduce the Agraria and Industria simulation.

Divide the class into an even number of groups. Half of
the groups will represent the country of Agraria; half the
country of Industria. Each group should have about 2 or 3
students. The total number of groups Is not important as
long as It Is an even number.

Project the "Country Profiles: Industria and Agraria' and
describe them. Make certain students understand the
terminology but do not overexplain their situation.

Have the groups discuss among themselves what would be the

most appropriate divistion of labor within their country

given the 1imits Imposed by the profile. Note that at this ‘
time, the countries may not consider trading with each

other. Allow only about flve minutes.

Poll the groups quickly to find out what they have decided.
Note that their options are extremely limited If they want
to provide for the basic food needs of al}l their people.

Tell the groups that they may now take into consideration
trade with the other country. Have the groups once again
discuss what would be the most "efficient'" division of labor
If Agriaria and Industria could trade —- ldeally if they
could be treated as If they were a single country. Allow
between 10 and 15 minutes.

Poll the class to find out their decisions from the previcus
day.

Discuss their reasoning and the concept of efficiency In
this context. You might ask:

1. What is the most "efficient'" division of labor between
Industria and Agraria?

14,
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FOOD AND THE GLOBAL DIVISION OF LABOR

Step 8:

Step 9:

Step 10:

DAY 3:

Step 11:

2. How does trade increase "efflciency?" Does
efficlency In this case mean a better 1ife
for the people of the two countries? In what
sense?

3. How might the Introduction of trade into these
countries hurt certain people at first? Are there
parallels to what is happening now in the United
States?

4. Do you see any problems which this "efficient?"
division of labor might create? What are they?

Then hand out an appropriate "Foreign Policy Briefing Paper"
to each group. Have the groups prepare for negotiations
with the other country by settling on a preferred division
of labor In light of the briefing paper's arguments. Allow
about 5 minutes.

Have each Agraria group begin negotiations with one of the
groups representing Industria.

Each side should present its arguments and its proposed
division of labor. In sumary, the group should state what
they are prepared to trade with the other country and what
they expect in return. (For example, Agrarla might
summarize by saying that they will agree to provide food
for 4,000 people but they expect clothing and medicine for
6,000 In return.)

Once the positions are known, allow the groups about five
minutes to argue the legitimacy of the other's concerns.

Have the groups break off negotiations. In thelr smaller
country groups, have them try to come up with a compromise
formula which will satisfy their own concerns to some ex-
tent but also be agreeable to the other side. Allow about
15 minutes. (There should be no such compromise avallable
given the constraints of the situation.)

CONCLUDING THE LESSON
Ask the class whether any of the groups think they have

found a compromise solution. If any have, have them
describe it and use it as the basls for a discussion.
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FOOD AND THE GLOBAL DIVISION OF LABOR

If none have, discuss the fundamental problem of balancing
economic efficiency with security and equity. Relate the
simulation situation to international concerns and to the
national economy. You might ask:

1.

How did the efficient division of labor between Agraria
and Industria lead to insecurity? Was Agraria as well

- as Industria insecure? How?

Agraria and Industria will become interdependent when
they begin to trade. Are people within the local and
the national economy also interdependent? What does
"Interdependent! mean?

Are people within the national and local economy also

Insecure because of this Interdependence? Suppose coal
miners and truck drivers went on strike next week. How
would this show our Interdependence and our insecurity?

How did Industria try to increase its food security?
Real countries have this option and one other. Can you
think of what It might be? (Diversity food sources.)
Can Industrial workers withi- a country increase thelr
food security In the same two way?

How did the efficient division of labor between Agraria
and Industria raise the issue of inequity according to
the Agrarians? What was potentially inequitable about
the division of labor? Would the division of labor
leave Industria with more opportunities than Agraria?
Do you think this is inevitable?

Inequity is a less clear-cut problem than security be-
cause It depend on your perception of what is "fair."
What is "unfai about the situations Agraria might
face in the future? Note that these situations are not
in Agraria's interest, but that does not mean they are
unfair. Do all people agree about what is fair or
equitable? Do our own ideas about what Is falr change
overtime?

Are there situations in the American economy which are
similar to the situation faced by Agrarians? (e.g.,
Blacks relegated to unskilled jobs, migrant farmers,
women's roles.) Are those situation inequitable? In
what sense?
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FOOD AND THE GLOBAL DIVISION OF LABOR

How did Agraria try to solve the problem of Inequity?
Was thelr solutlion equitable? How have people In the
American economy tried to solve their problems? Ce.qg.,

afflrmative actlion, quotas based on race: or sex) Is
that solution equitable?

28




COUNTRY PROFILES

THE RESOURCES OF INDUSTRIA AND AGRARIA

Industria: Industria is a mountainous and crowded island
nation, with a well trained Industrial work force.
Each worker-citizen of Industria Is capable, In
one year's work, of producing:

. elther enough food to meet the annual needs of
one person.

. or, enough clothing and medicine to meet the
annual needs of two people.

There are 8,000 worker-citizens In Industria.

Agraria: Agraria Is a spacious continental natlon, with
fertile soll, a temperate climate, and adequate
rainfall. Each worker-citizen of Agraria is
capable, in one year's work, of producing

. elther enough food -0 meet the annual needs of
two people.

. or, enough clothing and medicine to meet the
annual needs of one person.

There are 8,000 worker-citizens In Agraria.

8. <J




Foreilgn Policy Brlefing Paper: Industria

(FOR YOUR EYES ONLY !!)

It has come to our attention that the perfectly efficient division of
labor you want to develop with Agraria may not be all that secure for

us.

Consider the following situations.

Situation 1: Bad Weather In Agraria: Agraria is struck by a

summer-long dry spell. Its food harvest falls 25 percent below
usual levels. What will the government and the citizens of
Agraria do? WIill they export as much as usual to Industria?
Only half as much? Perhaps they will tighten their own belts,
and export as much as usual, but at twice the usual price!

Situation 2: Revolution In Agraria: Halfway through a good

sutmer harvest, the citlzens of Agraria discover that thelr
government has been using some of the money earned from food
exports to Import luxury Items, such as 1imousines for high
government officials, rather than clothing and medicine for all.
Those cltizens stage a revolution. The revolution Is reslsted
by the Army (which Is led by officers driving 1lmousines). The
harvest is badly disrupted, and food exports are halted

completely.

Recommendat ions: Increase food security by growing some at home

(perhaps devoting up to 2,000 worker-citizens).
Increase military power to deal with revolutions
and wars by expanding the army (1,000 worker-
citizens.) We could still produce a surplus

of medicine and clothing (enough for 2,000

people) to trade. We would need to get food for
6,000 people. These "terms of trade' are reason-
able. It takes more expertise and greater invest-
ments to produce medicine and clothing than food.

19. {3
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Foreign Pollicy Briefing Paper: Agraria

CFOR YOUR EYES ONLY!!)

It has come to our attention that the perfectly efficient division of
labor you are planning to develop with Industria may not end up being
very equitable for us. Consider the following:

Situation 1: Technological changes are occurring much faster

in the medical and clothing industries than in agriculture. 1If

we have no domestic industry, our economy will forfeit the spin-
off benefits of these new technologies. Our educational system
will lag behind that of Industria. Our peopie will not be able

to compete with people from Industria internationally. We will

become dependent on Industria for new scientific knowledge. We

will eventually become a vassal state of Industria.

Situation 2: Technological changes in clothing and medicine are
also making the workers of Industria more productive. At some
point each worker in Industria will be able to produce twice the
goods he or she can now. Similar advances are now occurring in
agriculture. Even If they were, where would our farm workers go?
We only need to grow so much food. And we would not have a
domestic clothing and medicine industry in which to employ them.
Eventually, Industria will be able to charge us more for their
medicine and clothing than they can now. We will have to sell
them more food simply to stay even. They will get richer
relative to us, while we get poorer relative to them.

Recommendation: Create a relationship which is more likely to stay
equitable. Develop domestic medicine and clothing
industries, devoting about 2,000 workers to them.
We will still need to Import medicine and clothing
for 6,000 people. We will be able to produce
food for 12,000 people. This leaves a food sur-
plus sufficient to feed 4,000 people. We can
trade this for the medicine and clothing we need.
The terms of trade seem falir and obtainable. The
people of Industria need food more than medicine
and clothing. Anyway, the technological changes
described above will help them catch up in time.

20
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J | ECONOMIC ACTORS: WHO'S WHO IN THE GLOBAL
' __ECONPWCS_ L FOOD SYSTEM

b . s

DURATION: Approximately three class periods.
PURPOSE: To show students the variety of organizations and

decision-makers, Including international actors, which
have an impact on an economic system.

To help students visualize the relationships among

different organizations and actors in the world food
system.

OBJECTIVES: Students will:

(1) Identify organizations and types of Individuals
who Influence an economic system.

(2) Categorize these actors In terms of a matrix of
economic actors.

(3) Identify actors within a case study of the
Nigerian food system and identify the ways In
which those actors do and could influence
Nigeria's emerging food problem.

‘ (4) Speculate on ways In which other types of
economic actors might contribute to solving
Nlgeria's emerging food problem.

BACKGROUND INFORMATION FOR_TEACHERS:

Individuals, producers and consumers of goods, are certainly the most
numerous actors in an economy. In human terms, they are also the most
important. But In political terms, they are often the least powerful,
The transfers of resources that make up our local, national and global
economles are controlled not by Individuals gua Individuals but by
large groups and organizations. Broadly speaking, these organizations
can be distinguished or classified on the basis of two sets of
criteria: thelr functions and their location.

Distinguishing Economic Actors by their Functions

Three types of organizations are most Important to our economy
functionally: (1) governments and govermment agencies, (2) business
firms or private profit-making organizations, and (3) private
not-for-profit organizations. The latter two types of organizations
are often referred to jointly as non-governmental actors.

Governments affect economic systems, Including the global food system,

through their abllity to enact and enforce laws and theilr power to
tax. National governments also enact laws regulating International

21.
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ECONOMIC ACTORS

trade and investment, which is particularly Important to the global
economy .

Intergovernmental organizations, such as the United Nations and the
Western Governor's Conference, exist largely to coordinate the
activities and policies of member governments.

Both governmental and intergovermmental organizations often provide
aid or support projects designed to develop or apply new knowledge
related to the food needs of their people or otier countries.

Business firms are obviously the back-bone of any capitalist economic
system. They carry on the basic production and distribution
activities which constitute the economy. In mixed or socialist
systems these activities may be carried on by government agencies as
well.

Not-for-profit organizations constitute the largest and often the
least well defined of the categories. Not-for-profit organizations
such as universities carry on research designed to make producers or
consumers more effective or efficient. Other not-for-profit
organizations such as foundations (e.g., the Rockefeller Foundation)
support this research or other projects designed to bring new
knowledge into practice. Most not-for-profit organizations, such as
farmers and consumers groups, promote the interests of their members.
They attempt to coordinate the activities or policies of their
members, Including business firms, and lobby to obtain favorable
government policies.

Distinguishing Actors by their lLocation

Actors within the global food system, and the global economy, can also
be classified In terms of their location, in a political sense. Most
actors within the global food system are located within nations
(sub-national). Their membership and their operations extend to only
a part of their own country. Other actors are national in the sense
that their operations and membership extend throughout a country, but
one or the other does not extend beyond the country. The national
government is one of the most obvious and powerful of national actors.
It is national, even though its operations typically do extend beyond
the country, because its membership (i.e., those for whom it speaks)
does not. Finally, actors within the global food system can be

international. Both the membership and the operations of these groups
extend beyond the borders of a single country.

All three functional types of organizations (i.e., governmental,
business and not-for-profit) can be found within each of these three
categories. Regardless of their political location, the types of
activities in which they are engaged will largely depend on their
functional nature.
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ECONOMIC ACTORS

Student Learning

This lesson provides a means by which instructors can make students
aware that business firms and governments are not the only actors In
an economic system. More Importantly, perhaps, through a case study
on Nigeria, the lesson shows how International actors, particularly
other governments and Intergovernmental organizations, can have an
impact on critical food policies and problems within a country.
Students have an opportunity to Identify and to classify food system
actors. They are also challenged to consider how other actors of
various types might participate in solving Nigeria's agricultural
problems.

MATERIALS: The charts '"Actors In the Global Food System," and
"Actors In the Nlgerian Food System,'" and two readings
"Types of Food System Actors," for use by the
Instructor, and "Food Problems In Nigeria."

VOCABULARY! Sub-riational, national, International, business firm,

- government, government agency, private not-for-profit
organlzation, economic system, food system, trade, aid,
Investment, loans, technology transfers.

INSTRUCTIONAL STRATEGIES:

DAY 1: OPENING THE LESSON

Step 1: After introducing the unit on the role of government in the
economy or the business firm, explaln to students that
other types of organizations also have an important effect

on the economy.

Ask students if they can name other "actors," that is
organizations or types of people who make decisions which
affect the economy in some way. List these on the board as
students suggest them. Ask students to describe how these
"actors' affect the economy.

DEVELOPING THE LESSON

Step 2: Project a transparency of the matrix "Actors in the Glcbal
Food System." Go over the matrix and explain the kinds of
actors within each of the cells, using information cortained
in the reading "Types of Food System Actors." Give examples
of activities In which each type of actor engages.

Step 3: Have the students identify where the organizations and
actors they suggested earlier fit into the matrix.
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Step 4: Discuss the matrix and the students' suggestions with the
class. Ask:

1. Were there types of organizations or actors which we
did not suggest? Which one's? Why do you think we
did not suggest them?

2. Were there organizations or actors which we suggested
that do not fit within the matrix?

3. Which actors within the matrix do you think are the
most important actors within the global economy?
the American economy? the local economy?

'Step 5! Hand out copies of the reading "Food Problems in Nigeria."
Have students begin reading the article in class, completing
it at home If necessary.

DAY 2

Step 6. Project a transparency of the graphic "Actors In the
Nigerian Food System." Use it to discuss the reading
on Nigeria with the class. You might ask:

1. Historically, the British Goverment was an Important
actor in the Nigerlan food system. Why? How did it
influence the system? How does it continue to in-
fluence the system? '

2. Which actors have the most Influence over the Nigerian
food system now? How do they affect Nigeria's ability
to feed itself?

3. How has the World Bank affected Nigeria? What types
of internationai activities does the World Bank
encourage? o

L, The articie does not mention any international business
actors, 1ike General Mills. But they are almost
certainly involved In the Nigerian food system. How
might General Mills be involved, and why do you think
so?

5. What might the British Government, the World Bank and
the U.S. Agency for International Development do to
help solve Nigeria's problem?

6. Can these outside actors solve Nigeria's problem? Do
they need the cooperation of actars within Nigeria?
Which ones? Why?

35
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Step 7:

maY 3

Step 8:

Step 9:

7. What might the government of Nigeria do to solve
the problem? How will the big farmers feel about
that? Does It matter how they react?

8. The artlcle suggests that basic political and
economlc changes might be needed if Nigeria is to solve
this problem. Why, and what changes does it appear
to suggest?

CONCLUDING THE LESSON

Divide the class Into groups of four or flve. Project

the orlglnal matrix of "Actors In the Global Food System'
agaln and have each group plck three dlfferent actors from
the matrix which might be able to help Nigerla solve Its
food problem In some way. They should plck one sub-
national, one natlonal and one International actor. They
should also plck one govermmental, one busliness and one
not-for-profit actor. (For -ample, a group might plck

a sub-natlonal government, . n:~lonal buslness, and an
Internatlonal not-for-profit ac: .r.)

Then have the groups bralnstorm ways in which each of these
three actors mlght help Nigerla solv: |ts problem. In
dolng so, they should pay attentior to the types of inter-
natlonal actlvities which tle the global food system to-
gether. They should also note whether the cooperat lon of
other actors would be needed for the activity to be
effectlve and what that cooperatlion would Involve.

If the groups have not completed thelr discusslon, have
them do so.

Have each student select one of the three actors dlscussed
In hls or her group and prepare a ohe-page positlon paper
detalllng how that actor might help Nlgerla solve Its food
problem.
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ACTORS IN THE GLOBAL FOOD SYSTEM

Sub-National (local,
state, province,
region)

-9z

Governmental

Non-Governmental

Business

‘Not=for=Profit

OCity of New York

@Hubel Provice, China

@hestern Governor's
Conference (U,5.4.)

OIndividual Farmers
OAgricultural

Laboratories, Inc.

®Landmark, Inc.
(cooperat ive)

O Individual Consumers

OKansas State University

@Rue St. Martin Food
Cooperative

@Hunger Task Force

National

OU.S, Government

(Dept, of Agriculture)
(Dept. of Comerce)
®Soviet Government

(Bov't trading company)

®Federated Department
Stores

ONational Farnmers
Organization

®Consumers' Unjon

OBread for the Wor1d

International

®UN Food and Agriculture
Organization (FAQ)

@Vor1d Bank

®International Wheat
Council

®World Frod Council

OGeneral Mills
Olestles
OContinental Grain

h )

®international Federaton
of Agricultural
Producers

®international Organization

of Consumers Unions
OCARE




Types of Food System Actors

Actors in any economic or political system can be divided into three
categories: (1) sub-national actors, (2) national actors, and (3)
international actors. They can be further distinguished in terms of
whether they are (1) governmental, or (2) non-governmental. The
latter can further be divided into (a) business firms, and (b)
not-for-profit organizations. While other categories can and are
used, these provide a simple basis for understanding how a political
economy is organized.

Sub-national Organizations

Sub-national actors include those organizations whose membership or
operations are contained entirely within a portion of a country or
nat ion. These Include purely local organizations such as clity
governments, banks, county commissions, local food co-ops, even
colleges. They include state-wide and regional organizations as well,
such as a state government, state-wide or regional farm organizations,
state-wide farm cooperatives, the Western Governors Conference, and
regional food store chains.

Sub-national actors are obviously the most numerous actors within the
food system. These are the functional bases of an economy. Banks,
farms, farmer cooperatives, insurance companies, food distributors,
food retallers, consumers and consumer co-ops make the food system
within a country work. Colleges and universities provide research and
services which enable producers and consumers to be more efficient.
Local and state governments make laws which affect the profitabllity
of food production and trade within their territories.

National Organizations

National actors include all groups whose membership or operations are
contained within the boundaries of a specific country but which extend
to virtually all parts of that country. Politically, national
organizations are among the most powerful food actors. The most
obvious national actor Is the national government. Of course,
national governments are seldom '"unified" actors. For example, In
Japan the Ministry of Agriculture and Forestry may prefer to restrict
food imports, to protect farmers. The Ministry of International Trade
and Investment may want to admit food imports to balance Japan's trade
surplus with the United States. Similarly, within the United States
the Department of Agriculture may be promoting grain exports to Russia
while the National Security Council may be trying to halt those same
exports.

The category of national actors also includes non-governmental groups.
Within the United States the best known food system actors of this
type are the general farm organizations (e.g., the American Farm
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Bureau Federat'on, the National Farmers Union, the National Farmers
Organization, and the National Grange) and producer associations
(e.g., the National Association of Wheat Growers, the National Corn
Growers Association, or the National Milk Producers Federation).
Consumer groups (e.g., Consumers Union) have also emerged as
increasingly important in recent years. In the United States It is
sometimes sald that the food and farm policies of the government
merely reflect the combined desires of these national non-governmental

groups.

International Organizations

International actors are those organizations or groups whose
membership and operations extend beyond a single country. They
include intergovernmental organizations of a regional nature, such as
the European Economic Community which coordinates the food and food
trade policies of its member governments. It also includes global
organizations such as the International Wheat Council which provides a
forun for rational governments to negotiate coordinated food price and

food aid policiles.

The World Food Council (WFC) is representative of these
intergovernmental actors. The WFC was established by the General
Assembly of the United Nations following the 1974 World Food
Conference In Rome. Its purpose is to mobilize support from national
governments for three global food projects !dentified by the Rome
conference. These were: (1) to increase food production in those
countries where food is most needed, (2) to improve effectiveness in
the world's food distribution system, and (3) to Improve world food
security. In its work, the WFC has been split on more than one
occasion by the differing Interests of its 36 member governments. The
representatives of developing countries have wanted the WFC to
concentrate on promoting more and more flexible food aild from rich
countries and on changing protectionist policies in the rich countries
which exclude agricultural products from the poor. The
representatives from the rich industrial countries prefer instead to
concentrate upon changing policies within the poor countries.

Even if its members could reach perfect agreement, the WFC 1like other
intergovernmental organizations could not command national governments
to fullow its recommendations. Its functions are to advocate and to
coordinate, not to govern.

The World Bank and the FAO
Two of the most Important food system actors of this type (i.e.,

international and intergovernmental) are the International Bank for
Reconstruction and Development (IBRD), known as the World Bank, and
the United Nations Food and Agriculture Organization (FAO).
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The World Bank recelves flnanclal support from natlonal governments
which It then uses to flnance development projects In less developed
countries. The World Bank Is now the largest slngle source of
external funding for foed and agrlicultural development In the world.
By Itself It provides more than 40 percent of the total external funds
avallable. At any one time, the Bank may flnd Itself funding as many
as 275 separate projects, In as many as 75 dlfferent countrles. When
the Bank lends money, It does so on Its own Inltlatlve and accordlng
to Its own guldellnes. Thls relatlve Independence has caused some to
call the World Bank a '"supra-national" crganlzatlon (l.e., above the
natlon state). However, the Bank's sources of funding and Its
welghted voting mechanlsm, based on contributions, do concentrate
declslon-maklng power In the hands of the wealthy capltallst
countrlies. The Unlted States Is the largest single ~ontributor to the
World Bank.

The Food and Agriculture Organlzation (FAQ) performs a varlety of
global food ald and Informatlon gatherling tasks. It collects data
used by other actors (Including the World Fcod Councll) In reachlng
food pollcy declslons. The FAO also works with the World Bank,
asslsting the Bank In IdentIfylng food projects for posslble fundling.

Non-goverrnmental International Aetors
Besldes the Intergovernmental actors, the global food system Includes

a tremendous number of non-governmmental organlzatlons. These Include
buslness flrms, or orgarilzatlons whose purpose Is to make a proflt
through economic actlvity. It also Includes a wlde varlety of
not-for-proflt organlzatlons, many of which promote the Interests of
varlous buslness and other groups withlin governmental and
Intergovernmental organlzatlons. These noh-governmental Internatlonal
actors are sometimes called "transnational" actors.

Perhaps the most Important of the non-governmental groups are the many
private Internatlional buslness flms which Invest In food and
agricultural productlon (e.g., General Foods, Helnz, Kraftco) or which
sell food and agrlcultural products (ContInental Graln,
Ralston-Purlna, Deere and Company). Buslhess firms are generally
consldered to be internatlonal only If they have productive facllitles
In two or more countrles.

Other non-governmental Internatlonal actor: Include not-for-proflt
organlzations whose membershlps come from more than one country.
Private food ald organlzatlons such as CARE and Cathollc Rellef
Service fall within thls category. So do many organizatlons whlich
represent the Interests of professlonal groups, buslnesses or others
(e.g., the Irternatlional Federatlon of Agrlcultural Producers, and the
International Organlzation of Consumers Unions).
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The Activities of Food Actors
The activities In which food actors engage can obviously be quite

varled. Among the more Important are trade, caplital transfers, elth:er
as ald or In the form of Investments and loans, food ald, and

technology transfers. Trade and food ald are generally thought of as
the principal activities of the global food system. However, the
remalning food system activities can be even more Important especlally
to developlng countries.

Scarcity of caplital In developing countrles often results In the
utlillzation of underproductive technologles or the Inefficlent use of
land resources. Money may be needed to buy new equipment, new seeds,
or sufficlent fertillzers. Capital may be needed to develop adequate
transportation and storage facllitles so that less food goes to waste.
Thus caplital transfers through Investments, ald or loans can be quite

Important.

The transfer of existing technologles as well as the development of
new technologies can also be critically Important to Increasing food
production and avallabllity. Technological Innovations can Include
new cultivation and planting technliques, new storage practices, better
Irrigation techniques as well as Improved seeds and new equlipment.
International, along with natlional and sub-national actors from other
countries, are routlnely engagad In these activities.
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FOOD PRORLEMS IN NIGERIA

Nigeria Is the most populous nation In Africa, with about one third
the population of the United States. Nigeria is also one of the most
fortunate nations in Africa. It is an oll exporting country (the
fourth largest oll exporter in the world). For the past decade it has
been a leading beneficiary of the increase In oll prices.
Nonetheless, Nigeria is soon to face a very difficult food problem.

The Trouble Ahead
Demand for food in Nigeria has been growing very rapidly. This has

been due both to rising Incomes and to rapid population growth.
Nigeria's a'ready large population has been growing six times as fast
as the nation's food production. These larger food demands are
offsetting Increases in food production so much that by one estimate,
Nigeria will experience a 20 million ton "food deficit" by 1990. This
Is a quantity of food almost equal to what all of Nigeria produces
today. Between now and 1990, as the gap between food supplies and food
needs In Nigeria begins to widen, the price of grain (a large portion
of the Nigerian diet) will increase. The result will be serious
malnutrition among Nigeria's poor, particularly in the countryside
where the poorest Nigerians 1live.

Actors in the Nigerian Food System

The Nigerian food system has been and continues to be affected by the
decisions of a great many actors. Many of these actors are not
Nigerians. Nonetheless, whether Nigeria can solve Its food problem
before It becomes too severe will depend on these actors' policles.
Consider the following:

1. The Government of Great Britain: Great Britain colonized Nigeria
a century ago. In doing so Britain "distorted" the food economy of
the country. The British government encouraged Nigerians to produce
cash crops for export (such as peanuts, palm kernels, cotton, and
cocoa beans) rather than food crops for consunption at home. While a
colony, Nigeria developed the habit of producing what it could not
eat, while Importing (at growing expense) ever larger quantities of
food to meet the needs of its growing population. Even now the
British government encourages this system of "export agriculture." As
part of the British Conmorwealth (the former British Empire), Nigerian
exports to Britain have special access (e.g., lower tariffs and higher
quotas) to the British and European market.

Despite its oll exports, Nigeria is experiencing balance of payments
deficits ($& billion in 1978). while Nigeria continues to export
about $1 billion worth of agricultural products every year, it grows
increasingly dependent upon expensive imports of grain, about $300
million worth in 1977. Nigeria must import practically all of its
needed supplies of what. And demand for wheat Is soaring as bread
becomes an increasingly important part of the Nigerian diet.

31. 43



2. The World Bank. The World Bank made its first loan to Nigeria in
1971. It has now replaced the U.S. Agency for International
Development (AID) as Nigeria's largest single source of external
assistance for rural development. By 1977, the World Bank had lent
almost $400 million for agricultural projects in Nigeria. To date,
however, these projects have had a bias toward cash crop and large
scale farming operations. The Bank's first loan went to support
Nigerian cocoa production.

The World Bank 1Is sometimes accused of supporting only those
agricuitural projects which will preserve a favorable climate for
private bank and corporate investment. This means that they try not
to disturb the stability of the government, and the security  of
private property. Both of these may have to be disturbed if Nigeria's
food problem are ever to be solved, for national and sub-national
actors also have a large Influence on the country's food system.

3. The National Government of Nigeria: The Government of Nigeria has
announced Iits intention to promote food production within Nigeria.
President Shagari, for example, recently announced his plans to
achieve agricultural "self-sufficiency'" by 1985. Efforts have already
been made by the government to reduce food Imports, through trade
restrictions. These efforts have been premature, however. They
produced a rapid increase in food prices within Nigeria and so had to
be dropped. The government of Nigeria tried to restrict food imports
before boosting Nigeria's own food production.

Actually, the Nigerian Government has not been spending very much on
food production. Government expenditures on all kinds of agriculture
(including the production of crops which have no food value) account
for less than 10 percent of the total national budget. The
Government's National Accelerated Food Production Program (NAFPP) Is
still in the experimental stage. The Government's National Graln
Production Company is still in the planning stage.

4. Big Farmers in Nigeria: When the Government of Nigeria does act
to promote food production, it does more to benefit big farmers than
small ones. Grain, the food source most In need In Nigeria, Is
produced by large nunbers of small farmers. Small farmers are
responsible for more than 90 percent of Nigeria's total agricultural
output. Farms are extremely small In eastern Nigeria, where
population density 1Is highest. To please big farmers, however,
government programs have emphasized the Iintroduction of mechanized
farming techniques and large scale farming. Mearwhile, the vast
majority of farms In surrounding villages continue to use crude and
underproduct ive farming techniques.

2. 4




ACTORS IN THE NIGERIAN FOOD SYSTEM
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THE AGE OF OIL AND THE GROWTH OF THE GLOBAL
ECONOMICS PETROLEUM INDUSTRY

DURATION: Approximately four class periods.

PURPOSE: To show students the role of foreign countries

| and international trade in providing energy
resources.

To show students how U.S. oll companies have
become international as International sources
of oll have become more important.

OBJECTIVES: Students will:

(1) Identify two reasons why the use of oil
grew historlcally;

(2) identify the major oil producing countries
and the major oll companles; and

(3) suggest alternative energy sources for the
future.

BACKGROUND INFORMATION FOR TEACHERS:

In the last decade, one critical reality of economic and industrial
development has been brought home to Americans and people around the
world. Energy Is one of the fundamental bases of an economy,
particularly an industrial economy.

The Energy Transition

Of course, throughout history people have sought to develop new energy
sources that expand thelr ability to do physical tasks. The
domesticatlon of animals, the harnessing of wind and water power, and the
burning of fossil fuels have all accompanied radlcal changes In the
economies and the technologies of man. We are currently undergoing an
equivalently radical change, but with a difference. For the first time
In history, the change in our primary sources of energy Is being forced
upon us. In the past new and cheaper sources ¢ “nergy have pushed aside
less attractive or more expensive ones. We do not have a more attractive
and cheaper alternative source of energy today.

Student Learr.i~g

This lesson provides students with an opportunity to grapple with the
problems of oil dependence in a structured way. A reading outlining the
history of the oll age provides a substantive basis for discussing not
only the "oll crisis" but also energy futures. It also indicates the
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THE AGE OF OIL

importance of the international oll companies in the history and future
of energy.

An exercise involving research with oil company annual reports provides
an active, hands-on learning experience which relinforces information

about the global nature of the oll industry.
MATERIALS: Copies of the article "Energy, Economic Growth

and the Petroleum Industry" for each student,
copies of the annual reports of major oil
companies, art materials for bulletin board
displays, overhead projector and transparencies:
"Alphabetical Lists of Major 011 Producing
Countries'" and "The Ranking of Major 0Oi1
Producing Countries;'" an outline map of the
world.

ARRANGEMENTS: Write to several major oil companies for copies
of their latest annual reports. (See attached
list of oll company addresses). Allow at least
two weeks for the reports to come.

VOCABULARY : Petroleum, oll producing country, industrial
economy, oil glut, oil crisis, multinational

corporation.

INSTRUCTIONAL STRATEGIES:
DAY 1: OPENING THE LESSON

Step 1: Introduce this lesson by projecting the transparency
"Alphabetical List of Major 0il Producing Countries." Ask
students, on a blank sheet of paper, to indicate which
countries they think are the three largest and the three
smallest oll producers in the list.

When the students' lists are complete, project the second
transparency '"The Ranking of Major Ol Producing Countries."

Step 2: Use the ranking exercise as a means to begin a discussion about
the reasons for American dependence on imported oil, and the
Importance of energy and oil for an industrial economy. You
can ask:

1. How many of you thought the United States, despite the
fact that we have become dependent on oil from foreign
countries, is still the world's third largest oil
producer?
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THE AGE OF OIL

2, How do you explain the fact that the United States
can be the world's largest oll producer and still be
dependent on imported oi1?

3. How Is oil used in our economy? We use oil every day --
how?

L, Which kinds of countries would you expect to use the
most oi1? Which the least?

DEVELOPING THE LESSON

Step 3! Hand out coplies of the article "Energy, Economic Growth and
the Petroleum Industry." Assign the reading as homework.
Allow students to begin reading Iin class If time permits.

DAY 2

Step 4: Discuss the homework reading assignment with the class. You
might use the following questions as a guide to the discussion:

1. This has been called the age of oil. According to the
article, when did this age begin and Is it likely to
last much longer?

2. Why was oll such a good source of energy in the past?

3. According to the article, two big problems with oil are
periodic "oll gluts'" and "oll crises." What are oil
gluts? Why do they happen? What is the oil crisis?
Can you have an oll glut amidst an oll crisis? Vhy?
What problems might this create?

L, From what country do most of the large multinational
oll companies come? What are the companies? The
dominance of American and European companies has
caused problems globally. What problems does the
article suggest and why do you think these were problems?

5. What other countries have been among the most Important
oll producers according to the article? What has been
the role of the oll companies In those countries?

6. The United States originally restricted Imported oil.
Why? With what effects according to the article?
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DAY 3

Step 5:

Step 6:

Step 7:

DAY 4:

Step 8:

Divide the class Into groups of three or four students.
There should be one group for each of the oil company
annual reports you were able to obtain.

Introduce the following exercise by noting that the major oil
companies are an Important part of the history of oil, the
current energy problems, and our energy future. This exercise
provides an opportunity to learn more about these companies
and the global nature of the oil industry.

Give one oll company annual report to each group. No two
groups should work on the same company.

Have the groups look through the annual reports and find
answers to as many of the following questions as possible:

a. In what countries is the company active? When did it
get involved in each?

b. In what stages of the. industry (i.e., exploration,
production, transport, refining, marketing) is the
company Involved? Is this involvement changing and why?

C. Does the company appear to depend more on foreign or U.S.
sources of ofl1?

d. In what other Industries Is the company Involved?

e. Is the company investing in alternative energy sources?
If so, wiiich ones?

When the groups have answered as many of these questions as
they can given the information In the annual report, hand out
art materials and have the groups prepare a visual display of
their research.

The displays should include an outline map roughly Indicating

places in the world in which the company is active. The other
information should also be portrayed as simply and graphically
as possible.

CONCLUDING THE LESSON

When the displays are completed, have the groups set them up
around the room.
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THE AGE OF OIL

Step 9: Discuss the research with the class by asking:

1. How important are foreign sources of oil to the
companies you researched? Do you think foreign
sources of oil appear more or less important to the
companies than to American consumers generally?

2. In what stages of the industry are these companies
involved? Do you think this makes the large oil
company more or less powerful? Why? What changes
appear to be occurring in this pattern? Why?

3. It has been argued that oil companies need less
regulation so they can get more profits to find and
produce more oil. Do you agree or disagree? In
what other industries are these companies involved
and does this suggest anything about how higher profits
might be used?

4, Higher profits could also be used to develop other

energy sources. Are these companies investing in other
types of energy sources? Which ones?
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MAJOR U.S. OIL COMPANY ADDRESSES

The following are addresses to which you can write to obtain copies of
the annual reports of the major U.S. oil companies. These will be
provided free of charge by publicly owned companies.

The eight largest oil companies in the United States are: Exxon, Texaco,
Mobil, Gulf, Standard Oil of California, Standard Oil of Indiana, Shell
and Atlantic Richfield. Combined, these eight account for approximately
55% of all gasoline sold in the United States.

Amerada Hess Corp. Marathon Oil Company
1185 Ave. of the Americas 539 S. Main St.
New York, NY 10036 Findlay, OH 45840
(212) 997-8500 (419) 422-2121
Atlantic Richfield Co. Mobil Corp.
515 S. Flower St. 150 E. 42nd St.
Los Angeles, Ca. 90071 New York, NY 10017
(213) 486-3511 (212)883-4242
Cities Service Co. Phillips Petroleun Co.
110 W 7th St. Keeler Ave. between 4th/5th
Tulsa, OK 74102 Bartlesville, OK 74003
(918) 586-2211 (918) 661-4400
Conoco Inc. Shell 0il Co.
High Ridge Pk. One Shell Plaza
Stamford, CT 06904 Houston, TX 77001
(203) 329-2300 (713) 241-6161
Exxon Corp. Standard 0il of Callfornia
1251 Ave. of the Americas 225 Bush St.
New York, NY 10020 San Francisco, CA 94104
(212) 398-3000 (415) 894-7700
Getty Oil Company Standard 0il of Indiana
3810 Wilshire Blvd. 200 E. Randolph Dr.
Los Angeles, CA 90010 Chicago, IL 60601
(213) 381-7151 (312) 856-6111
Gulf Oil Corp. Standard 0il1 of Ohio
435 7th Ave. 101 Prospect Ave. Nw
Pittsburgh, PA 15230 Cleveland, OH 44115
(412) 263-5000 (216) 575-4141

4o.
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Sun Oil1 Co. of PA

1608 Walnut St.
Philadelphia, PA 19103
(215) 972-2000

Texaco, Inc.

2000 Westchester Ave.
White Plains, NY 10650
(914) 253-4000

Union 011 Co. of CA
461 S. Boy!ston

Los Angeles, CA 90017
(213) 486-7600
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ALPHABETICAL LIST OF MAJOR OIL PRODUCING COUNTRIES

China (People's Republic)

Iran

Iraq

Kuwalt

Libya

Nigeria

Saudl Arabia

Union of Soviet Socialists Republics
United States of America

Venezuela
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RANKING OF MAJOR OIL PRODUCING COUNTRIES (1979)

Country

USSR

Saudl Arabia

USA

Iraq®

Iran®

Kuwait®

Venezuela*

Nigeria¥®

China (Peoples' Republic)

Libya®

Thousands of Barrels of

011 Per Day on Average

11,470
9,525
8,515
3,400
3,030
2,510
2,360
2,305
2,120

2,075

*Members of the Organization of 011 Exporting Countries (OPEC)

Other Major Producers included:

1.
12.
13,
14,
15.
16.

United Arab Emilratesi
Indonesia

United Kingdom
Canada

Mexlico

Algeria

1,830
1,595
1,565
1,500
1,455

1,000
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ENERGY, ECONOMIC GROWTH AND THE PETROLEUM INDUSTRY

Early people depended mainly on thelr own muscles for the energy they
needed. Human energy was used to do work. It was also used to transport
people and thelr belongings from place to place. Over time, nonhuman
energy sources began to replace human labor. The use of animal power,
the wheel, salls for ships, and the steam engine were all important
breakthroughs in energy. So was petroleum.

The 011 Age

The use of petroleum as an energy source allowed workers to use machines.
This greatly increased their production. A worker today, using machines
powered by gasoline, can produce much more than a worker could doing the
same job 100 years ago. Gasolline-powered vehicles transport people and
goods great distances in far less time than did earlier forms of
transportatjon.

The use of petroleum, and the ojl age, are recen’. events. The world's
flrst oil well was drilled In 1859 in Titusville, Pennsylvania. Three
years later, John D. Rockefeller began Standard 011, which qulckly became
the leading oll1 company in the worild.

OI1 Is an attractive energy source for many reasons. With the
development of the Internal combustion engine, It became the eas]est and
safest fue! to use for transportation. O0I1 has also been relatively
cheap compared to its principal competition: coal. Coal mining Is labor
Iintensive. As a result the coal Industry has been Involved in repeated
labor disputes. Oil is capital and technology intensive. So 1labor
disputes have not stopped the flow of oil or increased its cost.

0il Gluts and 0il Crises
A consistent problem throughout oll's history has been overproduction or

gluts. The problem comes In part from the '"rule of capture." This

principle says that the owner of an oil well can punp oil out cf that
well no matter whose land Is being dralned. So If nelghbors draw oli
from the same underground deposit, they have an Incentive to pump as soon
and as fast as possible. And this Is what has happened, even when there
has not been enough demand for the oil.

In contrast to the problem of periodic oll surpluses is the problem of
oll depletion. World War I was a period of great government-oll industry
cooperation within the United States. The expansion of oll production
during that period helped to create the first petroleum age "oil crisis."
In 1919 the head of the U.S. Geological Survey predicted that American
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oil fields would be exhausted within ten years. Ten years later, in
1929, the U.S. had major oll surpluses. In that decade, the oil industry
had gotten the now famous oll depletion allowance. “he depletion
allowance provided tax rellef and raised oil company profits. These
profits were used for expanded exploration. New discoveries swelled U.S.
reserves.

Many people today question predictions that U.S. oil product ion peaked in
1970 and will never agaln attain that level. They argue that Increased
oil company profits wlll expand exploration and help create new
technologies which will expand our '"'recoverable' reserve of oil. As of
1980, however, the predictlion that U.S. oil production has already peaked
and started a slow decline has been fully supported.

The 0il Industry

The fact that oil production is capital and technology intensive has also
given rise to concentration In the industry. Such concentration has long
been a major political issue. Standard 0il, for example, controlled 87%
of the U.S. suppllies and 82% of U.S. refining capacity in 1900. In 1911
Standard Oi1 was broken into 34 companies by the U.S. government after
lengthy antl-trust proceedings.

In more recent years, the oil industry globally has been dominated by
seven major olil companles. Five of these (Texaco, Guilf, Mobil, Standard
0i1 of California, and the giant Exxon -- formerly Standard Oi1 of New
Jersey) are U.S. based. The remaining two, British Petroleun and Shell,
are European. Three of the five U.S. giants were orlginally part of
Rockefeller's Standard Oil1 empire: Exxon, Mobil and Standard Oil1 of
California.

The rise of OPEC control over production has somewhat reduced the role of
some of the saven major oil companies. It has given rise to a new
production giant as well: the National Iranian Oi1 Company (NIOC).

0il and Texas

Texas has hlistorically been the center of the U.S. and even the global
oil Industry. Because of the size of Texas production, the state has
always had an effect on the availability of oil, natlonally and globally.
In the 1920's, the Texas Rallroad Commission imposed an allocation system
to restrain production and avold oil gluts. OI1 surpluses had been a
problem for decades and had repeatedly led to violence in the oil fields.
The authority to restrain and allocate production was necessary

to keep supplies of oll stable, and to avolid major price-cutting by oil
companies until the early 1970's.
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Texas' oll clout has also made it the center of the petroleum Industry's
national political strength. The Petroleum Club In Houston has attracted
most post-World War Il presidential candidates during their search for
camwpaign funds. Words important to the oll men Iincluded "denletion
allowance" and "import quotas." Until 1976, when campaign financing laws
changed, the contributions which came from the Texas ollmen could be
critical to campalgns.

Production in Other Countries

Although the U.S. has dominated the global petroleum Industry, it has not
been without competition. Major oil strikes were made in Baku on the
Caspian Sea In the 1870's. This area was the first to challenge Standard
Oil1's dominance of European paraffin sales. World War [ greatly reduced
the area's competitiveness.

In the 1920's, Mexico became the world's second-largest producer after
the U.S., providing 25% of world oil. U.S. and British firms controliled
the Mexican industry. Local unrest resulted In the patrol of U.S. naval
vessels off the Gulf coast of Mexico. According to the U.S. Secretary of
State, this was to glve the Mexicans "a proper degree of wholesome fear."
The Industry was nationalized by Mexico in 1938, In response, the
international companies boycotted Mexican oil. This helped to keep the
Mexican cil industry out of International markets until the 1970's.

In the 1940's, Venezuela became a major producer, second to the U.S. by
1946. A new government In 1958 began to exercise more control over the
foreign companies, which again controlled the local Industry.
As the government's role Increased, Venezuela's International role
dropped. The companies were nationalized in the 1970's.

Iran was the first major producer in the Mideast. The Anglo-Persian 0Oj1
Company was formed in 1913, After World War I1, the U.S. oll industry
established its position in Iran. The U.S. Industry also dominated that
area during the explosion of Persian Gulf and Arablian Peninsula o]l
discoveries throughout the 1950's and 1960's. The International
(predominantly U.S.) industry purchased '"concessjons" giving them full
exploration, production, ard pricing control. At the beginning of the
1970's, this new center of global oil production contributed about $2
billion annually to the U.S. baiance of payments because of U.S. oll

company profits.

0il Gluts and 0il Dependence

The increase of oil production in the Persian Gulf created major global
surpluses. The cost of Persian Gulf oil was so low that U.S. domestic
producers began to lose control of the S. market. In 1947, the U.S.
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became a net oll Importer for the first time. By 1953, 10% of the oil
used in the U.S. was Imported. The U.S. oil industry was not happy and
pointed to the security threat of foreign oll dependence. In 1954,
voluntary quotas were set at 12% of East-of-the-Rockies oil consumpt fon.
In 1959, they ceased to be voluntary. This protection of the domestic
market created major windfall profits for the domestic oil and even the
coal Industries. Although it maintained the U.S. as the world's largest
producer, it cost domestic consumers as much as $4-57 billion annually.
Domestic crude in New York City was twice the price of imported ($3.00
versus $1.50).

Western Europe and Japan took much fuller advantage of the Inexpensive
oil which was kept even less expensive by U.S. exclusion from the
market. Cheap oil helped fuel the post-war economic miracles In these
areas. It has been argued that this indirect support of Europe by the
U.S. was as important as the Marshall Plan, which provided direct
economic aid after World War II.

The Import quota policy has since been criticized as a policy to "drain
America first." It ran up against growing domestic demand and the
Inabllity of domestic producers to meet it by 1970. Quotas were 1oosened
in 1970 and 1972. They were abolished In 1973, just before the latest

" "oll crisis" began.

Al 4 e . > - ————. oo« .

The Cost of Depending on 0il

Although greater use of petroleun has improved our lives, this
improvement has come at a cost. Today, we are more aware than ever
before that petroleum Is a nonrenewable resource. The remaining oil and
natural gas reserves are harder to find. The cost of getting the oll out
of the ground has Increased. Importing oll is costly and makes our
country depend more on other nations for this valuable resource.

Fortunately not all the energy news is bad. The big oil field In Alaska
has boosted our country's oil supply. Although opinions differ about how
much oll Is in the world, in 1977 most experts agreed that there were at
least 600 billion barrels of recoverable oil -- that we know about.
Further exploring and Improved methods of recovering oil may increase
that figure. For example, one of our country's largest potential
sources of oll Is shale oll. As much as 1,000 billion barrels of
petroleum may be 1locked in oll shale. 0i1 companies are trylng to
develop economical methods for recovering this petroleun without
serliously damaging the environment.

We have been using energy in the United States at an increasing rate. In
fact, the United States uses far mcre oll than any other country. To

an
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meet this demand, many oll companies have expanded thelr role. They see
themselves as companies that supply energy rather than just petroleum
products. As a result, they have bought coal companles and acqulred
large coal deposits for future development. They are also developing
uses for the avallable nuclear energy, deothermal energy, and solar
energy. The large oll companies now spend blllions of dollars each year
on research and the construction of new facllities to provide needed
energy.
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ECONOMICS. LTHE ECONOMIC IMPACT OF OPEC DECISIONS

DURATION: Approximately three class periods.
PURPOSE: To show students the reasons for the success of the

Organization of Petroleum Exporting Countries (OPEC)
and the economic impact of high energy prices.

OBJECTIVES: Students will:

(1) Identify principal energy deficit regions and
their principal energy suppliers,

(2) Explain the success of the OPEC cartel in terms
of supply and demand elasticities,

(3) Identify three ways in which expensive energy
has affected economies around the world,

(4) Analyze the relationship between crude oil
prices and gasoline prices, and between gasoline
prices and consumer demand.

BACKGROUND INFORMATION FOR TEACHERS

The early 1970's may historically represent a watershed period within the
global economy. It marks a period in which governments of the
resource-rich Third World first successfully manipulated the world market
to their advantage. It marks the end of the era of cheap energy, an era
which made possible the rise of modern industry and technology.

OPEC and the World Market

The rise of the Organization of Petroleun Exporting Countries (OPEC) has
had and may continue to have a critical impact on life and economics
within the United States and around the world. While the history of oll
has been characterized by econor'~ concentration, only within OPEC has
that concentration of decision-making power coincided with such a
favorable market situation. As never before, today's world is highly
dependent on oil for its energy. At the same time, the global supply
curve for oil may also be nearing its peak. We are entering a period in
which increases in demand may not be matched by increases in supply.

The reality of OPEC's power, thus, lies primarily in the economics of the
global market. It is no coincidence that OPEC's ability to manipulate
the world market rose just as the United States entered the world oil
market as a major consumer. Nor is it simply a coincidence that changes
in life styles of Americans (e.g., conservation, smaller cars) have
coincided with oil surpluses and easing pressure on prices.
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THE ECONOMIC IMPACT OF OPEC DECISIONS

The Economic Impact of Expensive Energy

Nonetheless, OPEC's ability to control and radically raise oll prices in
the 1970's has had an impact on economic, social and political conditions
around the world. Between 1973 and 1979 OPEC quadrupled the price of oil
on the world market. This may have done little more than keep oil
slightly ahead of inflation from an historical perspective. Yet, this
represents a fundamental change in the terms of trade between energy
suppliers and Industrial consumers which will probably continue into the
foreseeable future.

The relatively high price of energy has had immediate and visible
impacts. It has raised the cost of heating and transportation for
families. This In turn has caused rather dramatic changes in life style
and values. It has transformed the American auto Industry, the single
most Important economic force within the American economy. Higher energy
prices have helped to cause lower growth rates, inflatlion and recession
In countries around the worid.

Student Learning

This lesson can be used indepeindently or as a follow-up to the preceding
lesson: '"The Age of 0i1 and "he Growth of the Global Petroleun In-
dustry." It can be used within units on economic growth or resources,
markets and market distortions, or international trade.

The Tesson provides students with an opportunity to learn more about the
forces behind the energy situation which confronts the world economy. At
the same time, the analysis permits the introduction or reinforcement of
Key economic concepts such as the market, market distortions, market
concentration and monopoly, demand elasticity, supply elasticity, etc. A
problem-solving exercise is used to show the actual impact of OPEC price
increases on the lives of students, and simultaneously outlines the
various production stages In this Important industry.

MATERIALS: Transparencies of three charts and graphs: "The

- Movement of Crude Oil in World Trade," "World
Energy Production and Consumption," and '"From Whence
the Cost of a Gallon of Gas?" The article "The
Energy Crisis of the 70's" and copies of the work-
sheet "Analyzing the Effect of OPEC Price Increases."

VOCABULARY : OPEC, market, market distortions, demand elasticity,
supply elasticity, balance-of-payments, inflation,
unemployment, cartel, conservation, concentration.
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THE ECONOMIC IMPACT OF OPEC DECISIONS

INSTRUCTIONAL STRATEGIES:

DAY 1:

Step 1:

Step 2:

DAY 2:

Step 3:

Step 4:

OPENING THE LESSON

Introduce thls lesson by reminding students that the Unlted
States, while the third leadlng ol1 producing country and the
leading energy producer in the world, also runs an enormous
energy deflclt. That Is, we consume far more energy than we
prcduce.

Project the map "World Energy Production and Consumption."
Have students Identlfy the world's energy deficit reglons and
countries, on the basis of the map.

Ask students what the energy deficit countries have In common.

Project the map "World Petroleum Trade." Most of the world's
energy trade Is In the form of oll, but not all. Ask students
If they can IdentIfy other sources of energy which move In
world trade. Ask them to Identify, on the basls of the map,
the sources of petroleum for (a) the Unlted States, (b) Europe,
and (c) Japan, the world's principal energy deflcit areas.
Based on the map, from which reglon do most of the world's oil

exports come?
DEVELCPING THE LESSON

Lecture/Dlscussion.

Explaln to the class the 1Inkage between increased Amerlcan
need for Imported oll and the rise of the Organlzatlon of
Petroleun Exporting Countries. The dlscussion can be organlzed
around the reading ""The Energy Crisls of the 70's" which you
mlight share with the students.

Stress that the abl1Ity of OPEC to ralse prices dramat Ically
durlng the last decade has primarlly been the result of high
demand In relation to supply. You might Introduce the concepts
of demand and suppiy elastlicity as discussed In the article.

Conclude the dlscussion by asking students what they see as
the effect of high oll prices, and high energy prices
generally. Have them enumerate the kinds of products whose
price Increases because they requlre ofl or natural gas as a
ran material (e.g., plastic products, Industrial chemicals,
fertillizers) or requlire extenslve energy Inputs In the pro-
duction process (e.g., aluninum, grain, graln-fed beef).
List the students' suggestlons on the chalkboard.
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THE ECONOMIC IMPACT OF OPEC DECISIONS .

Step 5:When students have run out of suggestlons Introduce the
more systemlc effects (that Is lower growth, Inflatlon and
unemployment) dlscussed In the artlicle.

DAY 3:

Step 6: Hand out coples of the worksheet "Analyzlng the Effect of
OPEC Price Increases" to each student or palr of students.
Project a transparency of the ple chart "From Whence the
Cost of a Gallon of Gas?"

Have students complete the worksheet, uslng Informatlon from
the transparency.

CONCLUDING THE LESSON

Step 7: DIscuss the questlions on the worksheet with the class.

DependIng on the capabllitles cf the students, you may wish to

introduce many of the complexItlies which the worksheet Ignores

durlng thils dlscussion. You wlll want to stress how the ‘
Increase In the cost of crude oll changes the values of many

different cost factors, Including transportatlon In partlcular.

Thls underscores the Inflatlon potentlal of Increased energy

prices.
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THE ENERGY CRISIS OF THE 70's

Many people view the Middle East war in October, 1973, and the subsequent
oll boycott of the United States by several Arab producers (who formed a
group called OAPEC with A standing for Arab) as the beginning of the oil
crisis. Actually, the dam had already burst. In reviewing the
longer-term and more fundamental causes of the energy crisis, we can
probably 1ist four reasons:

(1) The fact that global oll production reached, ir the
early 1970's, what is called the "inflection point." That is,
the point at which the rate of annual production increases
begins to decline, even though procduction itself continues to
Increase.

{2) The United States reached the peak of its domestic production
curve about (970 and entered the world market as a consumer
with a vengeance In the 1970's, competing with all other
importers.

(3) Global economic growth In the 1960's was at an all time high
rate and therefore added considerably to overall energy demand.

(4) OPEC, or at least certaln of its members, reached a point of
economic strength where it could afford to restrict product ion
to support higher prices.

The birth and growth of OPEC was a major underlying factor in the energy
crisis of the 1970's. The creation of OPE” In 1960 was the culmination
of a drive by the oll-exporting countries to gain control over the
exploration, pricing, and selling of its oil away from the major oil
companies. As the demand for oil rose during and after World War 1T, the
opportunity manifested itself, and Venezuela took the Initiative In 1948,
Throughout the history of agreements between the oll companies and the
ol1-exporting countries, the latter had always received a fixed price for
a barrel of oll, usually between 20 and 25 cents, despite the price of
oil, with the remainder of the profits going to the oll company. In 1948
Venezuela forced the companies doing business there to agree to split the
profits evenly, an arrangement known as the "50-50 agreement."

This opened the door and thv: other countries quickly followed. More and
more pressure was applied because the oil companies still controlled
pricing and production. For those onil-exporting countries whose
governmment revenues came primarily from oil profits, this was an
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unsatisfactory situation. When Exxon reduced its prices In August 1960
because of a glut on the market, the oll-exporting countries had had
enough and formed OPEC, the Organization of Petrole Xxporting Countries
in November 1960. The original members were Iran, iraq, Kuwalit, Libya,
Saudi Arabia and Venezuela. Seven others subsequently Jjolned (Qatar,
Indonesia, United Arab Emirates, Algeria, Nigeria, Ecuador, and Gabon).
Thus Its purpose was to obtain stable prices and to acquire a 9reater
measure of control over oll production.

Increasing OPEC Power

OPEC gradually began to assert the authority .f producer countries. That
process greatly accelerated in 1970. [~ ‘tptember, Llibya was able to
impe terms on Occldental Petroleum and «-nieve an increase In Posted
olt prices. In February, 1971, the °7 " countries reached the Teheran
Agreement to ralse prices cooperatively. ihe international majors began
to lose pricing control. OPEC did it agatn In Tripoll In August. In
October, 1972, CPEC went beyond pricing control and announted a
participation agreement whereby producer countries could ~urchase 25
percent of thelr domestic oil Industry, rising gradually to 3' peéercent,
Iran went well beyond this In May, 1973, and nati~.walizzt oll. In
August, Libya nationalized 50 percent.

The early success of OPEC has o strengthened the economic position of
many members that even significant drops in sales would pose no threat,
In fact, the opposite problem has arisen. Revenues have been SO great
that many members seek further reductions In output, In part to provide
some rellef from the economic burdens and possible social turmol |
accompanying the tremendous additional income.

The Middle East War

When the Middle East War erupted in 1973, the Arab oil producers were In
a strong position to respond to Western support for Israel with a
boycott. The restriction of supply also firmed the market and he1ped
support the subsequent doubling of oll prices by OPEC. While earlier ol
price Increases had been relatively minor, the new price increase clearly
indicated that a rev: reality existed In world energy markets. With that
demonstrated, OPEC members confidently increased the price of ojl from
around $4 per barrel in 1970 to $40 for certain types of crude In 1979,

Elasticity and OPEC Succels

OPEC is a cartel, that Is, an organization of the primary exporters of a
particular product. A cartel's success or fallure depends upon important
market characteristics. In general, demand elasticity should be Iow.

]
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That is, consumers should reduce consumption by only a fraction of a
percent for each percentage increase in price. In the case of an oil

cartel, this means that overall energy demand should be relatively
unresponsive to prices and that oil demand as a portion of energy demand
should also be quite unresponsive -- consumers should not be easily able
to do without energy or to substitute other energy forms for oil. Also,

supply elasticity should be Tow. That Is, non-cartel producers, both of
oil and potentially competing energy supplies, should not be able
significantly to raise production and thereby undercut the cartel. In
the case of OPEC, these conditions were met in the early 1970's and
continue to be met today. All the elasticities have been low. There Is,
however, great debate and uncertainty among economists and energy experts
about the magnitude of these elasticities in the longer run. Although
short-run supply elasticities, or responses to price, may be low, in the
longer run whole new energy systems (synthetic fuels, oil shale, tar
sands, solar, even fusion power) may mean elasticities are much higher.
The same is true on the demand side as the long process of transforming
transportation systems and even urban designs works itself out.

Still other factors underlying cartel success or failure lie in the
character of cartel members and their pattern of interrelationships.
OPEC contains members who urgently need additional reverues for economic
' growth (especially Indonesia, Gabor, and Ecuador, but also Nigeria,
Algeria, Iran, and Venezuela) as well as members who have no immediate
need for much of the revenue they obtair (iike Saudia Arabia, Kiwwait, and
the United Arab Emirates, and to a lesser degree Libya and Iragq). The
revenue absorbers in the first category caznnot afford to cut back
production in case external demand falls, whsreas the savers in the
second category can. The mere existence of the seccnd caleunry is of
great value to a cartel (CIPEC, the international copper cartel, has no
such members). Relatively greater power is wielded by this category of
members, and much depends upon their political relationship with other
members. All else being equ 1, no member has any interest in damaging
the cartel; but a number of Iissues, from the status of Israel to
superpower conflict, can alsc .ter into member decisions. So too, of
course, can long-standing conflicts such as that which erupted into war
between Iran and Iraq.

Overall, the coherence and power of OPEC appears very great. Many
experts would argue that this is in fact desirable because of the
important difference between the current energy system transition and
earlier ones. The transitions from wood to coal and from coal to oil did
not occur primarily because of growing scarcity of the former fuels, but
because of the greater attractiveness of the latter. As iong as OPEC can
maintain the price of oil at what appears to be an artificially high
level relative to a free-market price, the cartel cr:--.2es a clear
economic incentive for conservation and the search for alternative energy

. sources.
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The Economic Consequences of Energy Scarcity

It has long been recognized that economic growth is tied to growth in
energy usage. Specifically, on a global average, every 1% increase In
gross world product has been accompanied for many years by a little more
than a 1% increase in global energy consumption. Countries in the
process of rapid industrialization (e.g., China, Taiwan, South Korea,
Brazil) require significantly more than a 1% increase in energy
avallability, In fact as much as 2% more energy to achieve 1% economic
growth. Rapid industrialization emphasizes transportation systems and
energy-intensive heavy Industry. Economies which are already
industrialized (e.g., the United States, Great Britain, France) generally
require slightly less energy growth. Specifically, for the 1960's the
United States needed about 85% additional enerny for each 1% economic
growth. For the countries of Western Europe, Japan and the United States
taken together, the figure was 1.13%.

Lower Growth Rates: The reduced growth rate in global energy
supplies since 1973 has had two consequences. First, it has reduced
economic growth. Whereas the Western countries grew at an average annual
rate of &.3% between 1951 and 1973, they grew at only 3.8% from 1975 to
1979. Most forecasters foresee even slower economic growth in the
1980's, in large part because of lower growth in energy supplies Chigher
oil prices essentially are equivalent to lower supply growth because
users can buy less). However, second, reduced energy growth has also
begun to break the global one-to-one, energy-to-econon:ic growth 1linkage.
The United States is now using about .7% of additional energy for every
1% economic growth. For all the Western countries, the ratio has dropped
to .81%. The experts really do not know the degree to which the two
growth rates can be decoupled. Opinions vary from somewhat more than we
have already to a complete stabilization of energy consumption in the
United States with no significant effect on economic growth through the
end of the century.

The discussion of the growth penalty of enargy prices has been quite
abstract. It can be made concrete by considering the agricultural
sector. The so-called ''Green Revolutior" of high-yield agriculture is
founded on the use of natural gas or ot.er energy-based fertilizers with
new grain strains (also other agricultural inputs). During the 1970's
agricultural production per capita actually fell in Africa and did not
advance in South Asia. Only imported food maintained dietary levels.
The price of fertilizer to a poor farmer is not abstract. The transition
to a United States-style agricultural system in which more than six times
the food energy output goes into food production, may never occur in most
LDCs. The per-capita energy bill for the entire food chain in the United
States is four times the total per-capita energy use in South Asia.
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Inflation: Growth Is by no means the only economic issue. The rise
in energy prices has accompanied and partially explained the global
inflation of the 1970's. However, that inflation was underway before
1973, so energy Is not the only culprit. The Johnson Administration
(1963-1968) refused to pay for the Vietnam War by cutting other (e.g.
Great Society) expenditures. The greater amount of money pursuing gouds
and services in the United States pushed up prices. Much of this money
moved abroad as the United States ran Iinflated balance of payments
deficits (and even, by 1972, trade deficits) so that we exported
inflation. The rapid global economic growth of the 1960's put pressure
on raw materials supplles of various kinds, fueling inflation. The
agricultural failures of the Soviet Union, South Asia, and North Africa
in 1972-1974 also had an Impact on prices. Although global inflation
cannot be blamed exclusively on energy, it is a major factor. Because
energy, like food, whose prices have also risen in the decade, is a
necessity, this inflation particularly hurts the poor of the world.

Recession: Unemployment has resulted both from relative energy
scarcity and higher prices and from governmental efforts to control
inflation by accepting (on behalf of a portion of their populat ions)
higher unemployment levels. Unfortunately, the trade-off between the two
evils has not worked In the 1970'c the way it had earllier, and the result
has been "stagflation:" unemployment and inflation. There is growing
speculation, however, that in the longer run higher energy prices might
reduce unemployment as industries substitute human labor for energy. At
this point, however, it Is an open guestion as to whether energy and
labor are substitutes or complements.

American Response to the Crisis

The "energy crisis'" was no surprise to many energy experts who had been
comparing demand and supply trends. In 1973, Congressional Quarterly
i published a perczotive review of the situation titled Energy Crisls In
America. But theso events did come as a surprise to the public and its
leaders. In Noverber 1973, President Richard Nixon responded to the Arab
boycott by announcing Project Independence, declaring American intent to
eliminate oll Imports by 1980. The Federal Energy Offlice was created to
alleviate temporary shortages and was succeeded by the Federal Energy
Agency.

By 1975, the more fundamental nature of the situation was clearer; and In
October, President Gerald Ford created the Energy Research and
Developmerit Administration (ERDA) to attack the technological and
economic root issues. Early In President Jimmy Carter's Administration,
the perception of the problem changed still more and the rhetoric
escalated. In April, 1977, he went before the public t. say:
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Tonight I want to have an unpleasant talk with you
about a problem unprecedented in our history. With

the exception of war, this is the greatest challenge
our country will face In our lifetime . . . This effort
will be the 'moral equivalent of war.'

Carter subsequently announced the most ambitious proposals yet. The
results were the creation of a Department of Energy and the 1978 Energy
Bi1l, which launched a broad attack on the problem especially from the
conservation side. It included phased deregulation of natural gas prices
and was followed In 1979 by a Presidential decision to phase out oll
price controls first installed in 1973. Those controls had protected
American consumers to a degree from the major Increases In global oll
prices but had also slowed the normal economic responses to it
(conservation, substitution, and higher production).

United States oil imports in volume terms have roughly stabilized since
1977, after dramatic Increases in the 1970's up to about 50 percent of
total United States consumption. But In 1979, partly as a result of
political disturbances In l.an which Interrupted the oll flow, prices
(which had in real terms slightly dropped since 1974) doubled again. The
Iran-Iraq war and the interruption of supplies It caused has contributed
further to an upward price movement. OPEC trade surpluses, which had
fallen from $65 bililon In 1974 to $5.5 billlon In 1978, approximated $40
billion again In 1980.
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ANALYZING THE EFFECT OF OPEC PRICE INCREASES

WORKSHEET

The OPEC ministers, meeting in Vienna, have decided to raise the
price of the average barrel of gasoline by $5.00. If that price
increase is passed on to consumers penny for penny, and if only the
price of the crude oil itself were affected, how much would the
price of the average gallon of unleaded gasoline rise? (Refiners
get 42 gallons of unleaded gasoline per barrel of crude oil).

If gasoline was $1.20 before the price increase, what would it be
now? How would the percentage of the price explained by the cost
of crude oil (on the pie chart) be affected?

In fact, the effect of OPEC decizions is not so easily calculated.

(a) Competition in the market might “eep oil companies
or service stations from raising ctheir prices much as the
crude oll increase. Certain "cost factors" (slices
of the pie chart) would be affected by this. wWhich cost
factors would be affected and what would happen to them?

(b) If the cost of crude oil, and of gasoline, were to
increase, however, certain other costs involved in
getting gasoline from the oil wel! to the gas pump would
be affected. Which cost factors on the pie chart would
be affected? Would increases in these cost factors
change the percentages in the pie chart?

The United States has imported about 2 billion (2,000,000,000)
barrels of oi1 annually since 1979. How much extra money would go
out of the country every year if the price of crude oil were raised
by $5 per barrel?
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Actually, the outflow of money might be somewhat lower. Why
would you expect It to be lower?

GasolIne prlces have Increased from around $0.30 per gallon In
1971 to around $1.20 per gallion today. Estlmate the price of a
barrel of crude ol1 at each price. Remember, you get about 42
gallons of unleaded gasollne from every barrel of crude ol1. But
the cost of the crude oll Is only a part of the cost of the gallon
of gas!

Amerlcans are conserving gasollne. Thls has been caused by
Increases In the price of gasollne and by publlc attltudes
toward the prlce Increases. Assume you are a declslon-maker

In Washlngton or the state capltal. You want to Increase
conservatlon even more. What '"cost factor" withln the ple chart
mlight you change to do this? How would you change It and by how
much? Remember, gasollne now costs about $1.20 per gallon.

HInt: Solve thls problem by declding how much gasoline should
cost In order to Increase corservatlon. Then declde how much you
must ralse the "cost factor' you have control over In order to
reach thls target price.

The average Amerlcan uses around 770 gallons of gasollne for
transportation per year. If the prlce of gasollne went up to
the prlce you planned In the last questlon, how much would the
average person's annual gasollne b!il be? How much Is It now

at the current prlice of around $1.20 per gallon? How much would
It be at the 1971 price of about $0.3U per gallon?

65.

78




, ECONOMICS Jl DEPENDENCE IN THE GLOBAL ECONOMY: NATURAL
® _ b RESOURCES AND INTERNATIONAL CARTELS

URATION: Approximately two class periods

PUBEQSE_ To introduce students to the concept of dependence and
to the perspective on dependence shared by many within
less developed countries.

QBJEQII!ES: Students will:

(1) Define dependence, interdependence, and indepen-
dence;

(2) Identify countries which are economically
dependent and countries which are not, on the
basis of statistical data;

(3) Identify how dependence affects po!itical
relationships between governments;

(4) Identify the reasons why the oil cartel
succeeded and the coffee cartel did not.

BACKGROUND INFORMATION FOR TEACHERS:

For many countries, integration into the international economy can be a
mixed blessing. In the United tuw. -, for example, our economic inter-
dependence 1imits the ability of f! - sovernment to control inflation and
raise employment. Competition frun Japanese and other manufacturers has
forced painful adjustments in the economy as workers are forced to find
new kinds of employment.

Dependence

For less developed countries the effects of Integration into the inter-
national economy can be even more severe. Most less developed countries
by definition have relatively few strong Industries. These few
Iindusti-ies make up a disproportionately large share of the economy .
Decisions or economic changes which affect them thus have a dispropor-
tionately large impact on the country's economy as a whole. They can
also have a large impact on the government's development plans which are
pegged to these larger, stronger money earners.

When a less developed country's strong Industries are largely oriented
toward the foreign market (I.e., toward exports), decisions and economic
changes in other countries can have a disproportionate impact on the
exporting country. The less developed country may even become dependent
on a single other country to which it sells its products.
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DEPENDENCE IN THE GLOBAL ECONOMY

The Types of Economic Dependence

One country can become economically dependent on one another in three
ways. It may become "trade dependent' (i.e., dependent on trade with
the other). It may become "aid dependent (i.e., dependent on financial
ald from the other). Finally, It may become "Investment dependent"
(l.e., dependent on the other for new capital investment or dependent on
the other because of high foreign ownership of key industries). These
types of dependence are more fully described in the attached reading
"Talking About Dependence."

Of the three forms of dependence, '"trade dependence" is the most
complicated. A country can only be trade dependent. If (1) its exports
and Imports make up a large share of the country's overall gross
national product (i.e., the total value of goods and services produced
by the country's people), and (2) a large share of its exports go to a
single forelgn country.

When a couniry is economically dependent on another, it can be highly
affected by decislons or actions taken by the other. ror example, the
Dominican Republic Is trade dependent on the United States. It depends
on the sale of sugar to the 'Inited States for a large share of lts
national iiicome. Development plans of the Dominican government depend

on the taxes placed on sugar growers and sugar exporters. Private
Investment deperids on profits made from sugar. Thus when sugar beet
growers In North Dakcota and Ohio ask for and get more restrictions on
sugar Imported into the United States, the Dominican Republic is highly
affected.

" The Political Effects of Economic Dependence

If has been argued that economic dependence over a long time can have
very drastic effects on a country. The situation described above
suggests, for example, that an economically dependent country can become
less independent politically. The government of the Dominican Republic
might curry favor with the American government by voting Its way In the
UN or the Organlzation of American States or by not arguing against its
support of rebels In Micaragua or the government of El Salvador. Then
when sugar beet growers In the midwest ask for a more restricted policy,
the Dominican government can ask for "favors" in return.

The Economic Effects of Economic Dependence

Long-term ecoriomic dependence may also have economic effects. It has
been argued that dependerce leads to "distorted economies." Foreigners
have an Impact on the country's development, especlally through ald or
investment dependence. They are likely, however, to make decisions in
their own self-interest, or the Interest of their country. Most
Importantly, they are 1ikely to make decisions which r " in greater,
not less dependence or which favor industries of e to the
forelgn country,
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For example, Nigeria has been the recipient of much foreign development
ald. That ald has gone largely to manufacturing or to large scale
export agriculture--to grow cocoa, coffee, etc. for sale to wealthler
countries. Very little ald and few economlic incentives have gone to
small farmers who grow food for Nigerians to eat. By 1990 Nigeria may
as a result spend all Its oll revenue just to buy basic food for Its
people--food which could be grown in Nigeria.

Trade dependence can lead to '"distorted economies" by encouraging
dependence In a few key export industries as well. As long as the
market for these few products holds up, the investment will be a wise
one. But dependence Is increased and when there are recessions in the
Importing country or soft markets for these particular goods, the less
developed country can suffer. Likewise, such specialized investments
tend to favor some people (e.g., the coffee growers) consistently over
others (e.g., the food growers). As a result, great gaps between rich
and poor, between small farmer and big farmer, and between small
businessman and large businessman can result. These gaps can lead to
conflict and even tear the society apart in the long run.

Conflict in the International Arena

The economic effects of dependence can in the long-run change the
political relationship between the dependent country and the country on
which it Is dependent. As conflict grows, rather drastic changes In the
government can occur (e.g., Castro's rise to power in Cuba, the Allende
government in Chile). These new governments may attribute many domestic
problems to the dependence relationship. They may thus rebel against
It--regardless of the economic cost.

In lTess extreme cases, the dependent government may simply go out of its
way to emphasize its political Independence and sovereignty. It may
also go out of its way to reduce Its dependency. Thus in the short-run
dependence can lead to political submissiveness. But In the long-run it
can lead to conflict between countries.

Student Learning

In this lesson students are introduced to the concept of dependence and
to the types of economic dependence which have been Identified oy
scholars within the less developed world. Since the very concept of
dependence was first articulated In Latin American, and has much
relevance to understanding relationships between Latin America and the
United States, the examples of dependence used In the lesson are drawn
from that reglion.
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Students also see how the move toward cartels, and by implication the
New International Economic Order have been responses to the existence of
economic dependence. They see the 1imits of the cartels as a response,
and the reasons why, despite the success of OPEC (the cil cartel) most
conmodity cartels have not been and are not likely to be highly
successful.

MATER[ALS; The background reading "Talking About Dependence,!" the
student reading "Coffee and 0Oi1: What Can You Do About
Dependence?" and the small group data sheet "Latin
America: How Dependent ?"

VOCABULARY? Dependence, interdependence, Independence, trade
dependence, commodity dependence, cartel, substitutes,
Industries, distortion.

INSTRUCTIONAL STRATEGIES:
DAY 1: OPENING THE LESSON

Step 1: Introduce the lesson by noting that natural resources often
provide the basis for a less deveioped country's invo!vement
In the International economy.

Have the students identify natural resources which are the
basis of Latin American exports (e.g., land and
climate~-bananas from Central America, coffee from Central
American, Colombia, Brazil; grain from Argentina; mineral
deposits-~copper from Peru and Chile, tin from Bolivia).

Step 2: Explaln that for many less developed countries the industries
based on natural resources can become the single largest
part of the economy. And because these products are for the
most part exported to the richer countries, dependence on them
can lead to dependence on other countries.

DEVELOPING THE LESSON

Step 3: Deflne "dependence" for the class and contrast it to "inter-
dependence" and "Independence."

Have the students suggest some appropriate examples of each
relationship. For example:

Dependence: Chiid's dependence on Parent

Adaict's dependence cn Pusher
Japan's dependence on OPEC oil
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Step 4:

Step 5:

Step 6:

DAY 2:

Step 7:

Step 8:

Interdependence: Friends
U.S. interdependence witji Furope
(trade)
U.S. Interdependence with the USSR
(security)

Independence: God creating the unlverse
A hermit

Deflne and dlscuss trade, ald and Investment dependence as
outllned In the background reading "Talking Abcut Dependence,
You may want to make students aware of the other types of
dependence as well.

Dlscuss brlefly the polltical and economlic effects of
dependence. (See the Background informatlion for Teachers.)

Dlvide the clas Into groups of four or flve students each.

Glve each student or each group a copy of the data sheet
"LatIn Amerlca: How Dependent?" Then glve each group a
copy of the small group questlons or Project a transparency
of the questions so that all the groups can see them.

Have the groups answer the gquestlons durlng the remalnder
of the perlod.

At the end of :he class, asslgn the artic  '"Coffee and OIl1:
What Can You Dr About Dependence?" as a ' ~nork readling
Asslgnment.

CONCLUDING THE LESSON

Have the small grour. complete thelr work from the prev!ous
day If necessary.

During the remalnder of the perlod, dlscuss the small
group work and the homework reading asslgnment wlith the class.
You mlght use the followlng as a gulde:

1. Are most of these Latln Amerlcan countrles trade
dependent? Which are not? Are only less developed
countrics trade dependent according to the table?

2. Upon which countrles do these derendent countrles
depend? MIght thls help explain relatlons between
the Unlted States and these countrles? How?
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Are these countr :: commodity dependent as well? 0On ‘
which comodities generaliy?

Do you think that the dependence on Jjust a few
comodiiles In the region encourages cooperat jon

or conflict among these countries? Why? How does
the experience of the coffee cartels in last night's
reading support this?

Besides creating a cartel, what else does the article
you read last night suggest that a country might. do to
lessen its dependence? How useful are each of these
suggestions? Why might it be hard to export your
products to more countries?

Which of the major oll exporters and which of tne major
coffee exporters were trade dependent? Which were
comodity dependent on coffee or oi1? Which group vas
more dependent...the coffee exporters or the oil
exporters?

What reasons are gliven for the success of OPEC In
contrast to the coffee carteis? Does the article
seem to suggest that most cartels will end up
successful ilke OFEC or unsuccessful like the coffee

cartels?
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TALKING ABOUT DEPENDENCE
BACKGROUND FOR TEACHERS

Dependence and Interdependence are concepts which can help students
understand certaln international events and Issues. The concept of
dependence has become particularly important to political scientists.
It has become widely used to describe and understand relationships
between 1l@ss developed countries, and more developed countries,
particularly between Latin America and the United States and between
former colonial areas in Africa and Asia and their former colonizers.
In fact, dependence theory has Its origlns in the thinking and writing
of Latin American scholars.

Defining Dependcnce

Dependence means that a country, or an indjvidual or_grcup, has some
obJective or goal which cannot be obtalned except through the willing
cooparstlon of other countries, individuals or groups. For example, the
Japanese are depe.ident on Middle Eastern oll producers for the energy
which oowers the.r industries. A dope addict is dependent on his or her
pusner for a ‘high." And the public schools are dependent on the
tax. w=ic2 o Lhelr very survival.

Dependence 13 most Important when the Objective is a critical one or
when a2 country or Individu.: Is decendent on another country oy
Individual for a wiue range of objectives. Yourg children, for example,
ara dependent on their parents to fulfli] virtually =11 their needs.
When a particular country Is economically dependent on another in
critical ways or te a high degree, they may become politically dependent
as well. Thus, It Is argued that La.in American governnents hav-
typically taken ®he reaction of the U.S. gover--ixant Into accoun:
whenever they make decisions.

Dependence, Interdependence and Indep<ndence

Dependence may be unbalanced, 1lke a  ung chlld and hls or her parents,
or It may be relatively balanced. If It Is balanced the relat ionship is
called "Inte-dependence." The relationship between most friends Is an
Interderz~.ient one. They need each other to obtain desired goals (e.g.,
acceptance, commaraderie). But they both need =achk nther equally.

Interdependence has Its own set of problems, but ‘i is not considered as
much a problem politically as dependence. When a person or country is
dependent upon another, the dominant country or person can take
advantage of the dependent country or person, up to a point. Generally
speaking, It is less likely that interdependent countries or people will
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be able to take advantage of one another, at least not over a period of
time. They may take advantage of each other now and then. But things
balance out because neither has real p ver over the other. Both would
be equally hurt if the relation:hip were to end.

Dependence and interdependence should probably be thought of as corners
on a triangle rather than the ends of a straight 1ine or continuun. The
third point on the line is independence or autonomy. When an

individual, group or country need not take others Into account when
making decisions, when they do not need others to obtain their

object ve:, ‘hey are independent. Actually, complete independence is as
rare as ccn,..ete dependence or perfect interdependence.

Independence

Dependence Interdependence

Types of Economic Dependence

In thinking about dependence between countries, !t is seldom usefu! to
think in those general terms. Very few if any countries are dependent
on another country tc the extent that a child is cz~rndent on his or her

parent. 0 In talking about and In measuring the dependence of
countries !t I. necessary to think {n more limitad terms. Various terms
of econonic dependence have been . onsidered important : (1) trade

dependence, (2) commodity dependence, (3) aid dependence, and (4)
investment dependence.

Trade Dependence. If a country is very actively engaged in inter-
national trade, economists say that the country has an ""open economy.'!
An example of an open economy is the Netherlands. Th. Dutch derive
about one-half of their annual Gross National Product (GNP) from trade
with the rest of the world. Countries with open ecoromies can be more
or less dependent upon trade. Their degree of trade dependence is
indicated by the sum of imports plus exports divided by their total GNP.
If this figure Is over 20%, the country can be said to be dependent on

trade.

Note that we have not said that the Netherlands is dependent upon
trade with any particular foreign country. If a country is trade
dependent, and much of its trade is with a single country, we can say
that the former country is trade dependent upon the latter.

-~
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Aid dependence can also arise when a country badly needs a product
or commodity which it cannot afford to purchase. This situation can
arise as part of a major development project (nuclear generating plant,
for example). But the most distressing case is clearly the need of
certain countries for imports of food which they cannot afford. Food
aid dependence probably exists between India and the United States. It
certainly exists between Bangladesh and the outside world.

Investment Dependence. Private foreign irvestment has made an
important contribution to economic growth In inany countries. But it has
also brought economic problems. Countries which have a substantial
foreign ovnership of their businesses are often concerned about the
influence of such multinational companies or the onvernmer=s of the
countries in which the multinationals are headquartered. Foreign
ownership of the manufacturing sector or the extractive and prccessing
sector of the economy could be an indicator of Investmert dependence.
Alternativeiy, the ratio between new foreign investment (plus retained
earnings) and overall domestic capital formation Is a good indicator of
investment dependence. One should also ask whether the multinational
firms are headquartered in a single foreign country. On most of these
variables, Canada appears to be dependent upon United States investment.
That dependence has also become z major political issue in Canada.

Foreign investment may also be concentrated In a particular
industry. If that industry is vital to the economic well-being of ihe
courtry, and if the Investor Is a single, large multinational
corporation, the country may become dependent on that corporation. The
relationship between Guatemala on the United Fruit Company may represent
this form of investment dependency.

Other Forms of i-ependence

While the focus of this lesson is on economic dependence, sciiolars
have also lidentified two other important forms of dependence. Some
countries, for example, are milltarily dependent. Alliances are
typically signs of military interdependence. But |f one country imports
most of its military equipment or If it depends on foreign military aid
or even foreign help In training its armed forces, It can become
militarily dependent.
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Many former colonies also find themselves in a position of cultural
dependence. The language of the former cclonizer may be the most common
language among the government and business elite. ‘any of the young
people may receive college educations abroad, particularly in the former
colonizing country. Finally, the modern communications media of less
developed countries may be dominated by prograaming from the developed
world. Television shows, news media, movies, the recording industry may
all transmit jdeas and Iimages of strength and wealth from the developed
world to the exclusion of domestically produced prograaming. This can
threaten both the cultural heritage and the special cultural Givelopment
of the country.

Adapted from: George A. Lopez. '"Dependence and Interdependence in the
International System," Field Test Edition. Lear.ing Packages in
International Studies. ~olumbus, Ohlo: Consortiun for International
Studles Education, 1979.
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Coffee and Oil1: What Can You Do About
Dependence

When a country Is trade dependent on another, the goverrmrt of the
dependent country is usually Interested in changing the sltuatic, That
Is more easily sald than done, however.

There are three ways in which a government can lessen Its depandence on
another. First, it can reduce or eliminate trade with the other. This
Is ve'y costly, of course. The govermment wil! loose taxes. Thetre wiil
be less foreign money to buy things abroad which the country needs.

Seccnd, the government can try to diversify, that Is add to the nunber
of countries to which It sells goods. This can be difficult If there
are many other producers of the goods the dependent country has to sell.
It can also be difflicuit If the country depends on corporations from its
"top dog" country to market its exports.

Finally, the country can get together with other countries which sell
the goods It produces. These countries can form a cartel and try to set
the price they charge for their commodity. The ldea of a cartel is not
to lessen dependence, at least not In the short-run. It can, however,
lessen the effects of dependence.

Since the cartel, If It Is successful, controis the vast majority of the
goods traded Internationally, countries are less dependent politically.
Tt 2 government needs not worry as uch about pressure from the '"top dog"
country to fcllow its lead on International |ssues. By controlling
prices, the cartel can also avoid problems which rising and falling
prices create for [t. A steady price with predictable tax revenues,
means steady, predictable development planning for the government.
Finally, by controlling prices, the cartel can get more mone, for its
goods than It would otherwise get. Thls money can be used to diversify
the economy, thus lessening dependence in the Tong-run.

Not all cariels woirk, hcvever. In fret very few do. The reasons why
can be seen In the different expeilence of oll and coffee producers.
The oll cartel has worked for the most part. The :offee cartel hos not.
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The 0il Exporting Countries

420 all countries with large reserves of oll are oll exporters.
Industrial countries with oll reserv2s, llke the United States and the
Sovlet Unlon, do not usualiy export much oil. They expect to use all
thelr oll reserves within a few decades.

The princlpal oll exporting countries elther have a relatively small
population (e.g., Saudl Arabla), or they have a large populatlion but are
not yet Industrialized (e.g., Indonesia). Therefore, they do not need
much of thelr oll reserves for domestic consumpt lon.

Because some countrles with large oll reserves cannot afford to export
oll, the number of major oll exporters |s falrly small. When OPEC flrst
began to ralse oll prices, flve countries controlled well over 50% of
the world's oll exports. The flve were Saudl Arabla (18%), Iran (15%),
Venezuela (9%), Kuwalt (7%) and Libya (6%).

As Table 1 shows, four of these flve were clearly trade dependent.
(Kuwalt was probably trade dependent as well. The Unlited Kingdom was
probably Its largest customer.) All flve of these countrles depended on
trade for over 20% of thelr gross natlonal product (l.e., the total
value of goods and services produced In the country.) WIith the possible
exceptlion of Kuwalt, they also sold over 20% of thelr total exports to a
single country.

A1l flve of these countries were also canodity dependent. They each
depended on a single comodlity for over 3u% of thelr total exports. In
fact, these flve countrles depended on oll for over 90% of thelr total
exports!

Table 1

The Trade Dependence of Major 011 Exporters (1969-713

Total Exports Trade With Ol1 Exports
GDP Princlpal Partner Total Exports
Saudla Arabla 67% Japan (25%) 93%
Libya 64% Italy (23%) 99%
Venezuela 28% USA (36%) 92%
! Iran 27% Japan (28%) 91%
i Kuwalt 59% Not Available 96%
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OPEC and 01l Prices

OPEC, the Organization of Petroleum Exporting Countries, was created In
1960. It was not until after 1969, however, that oil prices started to
increase. In 1969, Colonel Muhamar Quaddafi overthrew King Idris of
Libya. Quaddafi reduced production and demanded higher prices. When
the oil companies caved in to the demand, OPEC nations learred of the
power they had.

In Tate 1970 oil was still bringing only $1.25 : .: - -el. It was
privately agreed that this price did not really refle. . *1's economic
value. It ysas particularly unrealistic for a finite . ».ze, that is
one which would one day run out. In part, Western prc¢ ' 'y after 1945

was financed by cheap oil.

In 1974 by contrast, the price of OPEC oil averaged $11.65 a
barrel. This was four times higher than the 1973 price and eight times
higher than the 1970 price. OPEC nations earned 106.5 billion dollars
from oil sales In 1974 versus 28.4 biliion dollars in 1973. OPEC had
turned dependence around. Although they depended more than ever on oil
for their development, these countries were now in control of the price
they could charge.

The Coffee Exporting Countries

Coffee is consumed by one-third of the world's people. It iIs the
world's most popular prepared drink. The exact taste of a giver. coffee
is determined by the e:nvironment in which it was grown. All coffee
trees require deep, rich, well-drained soil and an annual rainfall of
60-120 inches. Cof¥ee cultivation is 1abor Iintensive. Coffee trees do
not tolerate freezes or prolonged direct sun. They grow best in uplands
of a tropical savanna climate.

Coffee is grown primarily in less developed nations for consunption in
wealthier countries. World production centers in Latin America and
Africa, Brazil produces 40% of the world's total. All African nations
combined grow 30% of the total. 1In Latin America, the top five producer
nations (in order) are Brazil, Colombia, E1 Salvador, Guatemala, and
Mexico. in 4sia and Africa, the major producers (in order) are the
Ivory Coasi, Angola, Uganda, Ethiopia and Indonesia. Most of the coffee
grown is traded internationally. Ir 1900, world trade in coffee was one
million tons. In 1970, coffee trade totaled three and a half million
tons. After oil, it is the second most widely traded commodity in the
internat ional markei..

Among the chief coffee exporting ccuntries, only Brazil and Mexico were
not trade dependent. These two countries alone did not depend on trade
for over 20% of their Gross Nat.onal Product. Yet, each of these coffee
exporting countrles did depend on a single foreign country as a market

79. 31




for 1its exports. All of the trade dependent countries .. also
comodity dependent. They each depended on coffee for at least 30% of
their total exports. Yet, their dependence on coffee was much less than
the oil exporters dependence on oil.

Table 2

The - :de Dependence of Major Coffee Exporters (19869-71)

—tra

Exports + Imports Trade With Coffee Expnits
Country GNP Principal Partner Total Exports
Mexico 13% USA (65%) 6%
Brazil 14% USA (26%) 29%
Columbia 23% UsA (42%) 49%
Guatemala 30% USA (28%) 34%
El1 Salvador 51% West Germany (22%) L46%
Ivory Ccast 61% France (31%) 30%

The ICA and Coffee Prices

In 1962 the International Coffee Organization was established as the
result of an International Coffee Agreement signed by both Importer and
exporter natlons. The ICA's purpose was to stabilize prices by
restricting production. Still, prices changed frequently. In 1971
after the U.S. dollar was devalued, the International Coffee Agreement
vas allowed " : lapse. The ICA became little more than a data collection
‘gency.

gt 1 1973-74 the producer nations moved to set up a serles of cartels
v stablize and hopefully maintain high prices. The Inter-African
Corfee Organization agreed to withnoid coffee from the market to kee«p
supply 'n 1ine with demand. A cartel called Other Milds was establi.bw~d
among Central American producers. Cafe Mondial, Ltd. or World Coffee
was established by the four major coffee producers, Brazil, Colomblia,
Ivory Coast, and Angola. Together, these cartels controlled about 80%
of the 4.5 billion dollar International coffee trade.

To demonstrate their collective interest, menoers of these cartels
agreed to suopiy 52.° million bags of coffee for the 1973-74 market.
Demand was estimated at 56.5 million bags. With demand higher than
supply, It was thought prices would be stable or rise. In 1974,
however, prices fell about 10%. Many producers began to act
Independent 1y. The coffae cartels found they could not mulatzin
discipline and control the price of their comodity.

-
-
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Why 01l and Not Coffee?

The reason vhy the oll cartel succeeded and the coffee cartels did not
probably rests nn the two basic differences between the two.

Coffee and oll are very different in terms of tre degree to which people
can substitute other commoditlies In thelr place. When coffee prices are
high, people can drink tea or other beverages. When oil prices rose,
Americans found that In the short-run they could not substitute some
other energy source for oil. Since 1974, however, Americans and people
around the world have reduced their oll use. They are driving less,
buying smaller cars, and using coai and other energy sources for
generating electricity. As a result, even OPEC has found it hard to
keep prices up. They have not been able to raise prices signiflcantly
since 1980.

An important difference between OPEC and the coffee cartels also lies in
the dominance of Saudi Arabia within OPEC. Saudl Arablia is the s:ngle
largest oll exporter in the world--by far. While the Saudi's v.Anot
control OPEC, they can single-handedly make it work. The Saudi': ‘5 not
depend highly on current oll revenues. Their oil income is va-. and
their population is small. Thus the Saudis can easlly restricL oll
production to keep prices up. In fact it Is In their interest i > keep
their oll In the girotmd. 1t will be worth more in the future. Trere is
no coffee exportirg country which both dominates .he coffee ma-ket and
does not really need the current income from its coffee exports. So the
coffee cartels must depend more on cooperation among the coffee
exporters. Since ihey are cometitors In the coffee market and
coor ration Is rlzxy . tre cartels -»ften break down.

Adapted from: George A. Lopez. "Dependence and Interdependence in the
International System,”" Field Test Edition. Learning Packages in
International Studles. Columbus, Ohlo: Consortium for International
Studies Educatlion, 1979.
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Countrz

North and Centra) America

Costa Rlca
El Salvador
Guatamala
Honduras
MexIco
Nizaragua
Fanama

Car{bbean

Donitnlcan Republl¢
Halt!

South Anerlca

Argentina
Bolivia
Brazl|
Chile
Colombia

Ecuador
Paraguay
Pery
Uruguay
Venezsela

Daveloped Countries

United States
West Germany
Japan

3
19

14
bo
17
18
2

3
20
2
18
bo

3
18

Trade Dependence

(1) Exports+Inpor ts/GNP

1972 1979

563
68
3
78
19
b6
9

b4
h

24
bl

17
by

2

50
25

i3

3

53

17
b2
2

1976

Latin America: How Dependent?

(2) Prlrﬁﬁiﬁl Trading Partner (3of Exports)
1980

USA(hog) USA(373)
USh(323) USA(295)
USA(353) UsA (27
USA(57%) USA(57%)
USA(623) USA(63%)
USA(31%) UsA (392}
USA(423) USA (465
USA(708) USA(63%)

USA (66%) USA (58%)
Brazl1(113)  MNetherlands(103)
1SA(353) USA(333)
Ush(183) USA{17%)

W, Germany(143) W. Bermany(123)
USA(31%) USA{30%)
USA(38%) UsA(433)
Netherlands(15%) Argentina (243)
USA (263) USA(30%)
Braz!!{12%) Brazi1(23%)
USA(383) USA(16%)
Canada (21%) Canadal(16%)
France(13})  France(13%)
USA (24) USA(243)

Comodi ty Dependence

(3) Principal Comodity (3 of Exports)

Coffee (34%), Frurt (19%)

Coffee (35%), Cotton(163)
Coffee(k33), Cotton(13)
Coffee(35%), Frult (24%)

01t (28%)

Coffee(31%), Cotton (233)
Frult(308), Petroleun Products (253)

Sugar (30%), Coffee(163), Cocoa(l4y)
Coffae(392)

Corn(9%)

Tin and tin ores (65%)
Coffes (183

Copper (%)
Coffee(663)

011{0%), Coffee(17%), Cocoa(17%)
Cotton and cotton seeds(543)
Copper(21%), 011(138)

Wool(21%), Meat ')

0ii and petroler sroducts (93%)

Autos and auto parts (9f)
Autos and auto parts(14g;
Autos and auto parts (20%)
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Small Group Questions on Latin American Dependence

Based on the most recent data in the table and the definition
of "trade dependence' you have been given, which Latin American

countries are "trade dependent."
Which are "commodity dependent?"

Upon which country do most of these dependent countries
depend?

Which two Latin American countries are becoming "top dog"
countries? Which countries are becoming dependent on them?

According to the table, Is the United States trade dependent?
What about West Germany? Japan? Is dependence only &z problem
for less developed countries?

The majority of these Latin American countries are dependent on
one or two conmodities. What are they? Do you think this
contributes to cooperation among Latin American countries or
conflict? Why?
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ECONOMICS WHY BUSINESS FIRMS INVEST ABROAD: THREE VIEWS

L

DURATION: Approximately four class periods.

PURPOSE: To provide students with an understanding of the
reasons for and the impact of foreign Invest-
ments.

OBJECTIVES: The students will:

(1) describe three reasons for foreign Invest-
ment ;

(2) explain the Impact of foreign investment
on host countries; and

(3) identify evidence of different explanations
of forelgn inv xent In a newspaper
article about an American multinational
corporation.

BACKGROUND INFORMATION FOR TEACHERS:

Forelgn Iinvestment can be deflned as the use of funds by individuals or
businesses of one country to buy or develop economic facilities In
another country. Today, such Investment Is mostly the province of big
business. Sometimus the Investing flrm is a large bank or other
flnanclal Institution elther in the United States or abroad. More
frequently, International movement Is undertaken by corporations with
operations In several countries. These companles have come to be “nown
as multinational corporatlions, and thelr actlvities have become extremaly
Important to the world economy.

Ameriean Invegtment Abroad

The role of American flms In the world economy 1 pa-ticularly
important. There were almost 3,500 U.S.-based firms with !~vestments in
other countries In 1977. These firms owned at least 10% of 23,64l
affillate companles, subsidliaries and branch firms. In 1980 the direct
Investment position of American firmms (that Is the book value of U.S.
direct Investor's equlity In and net outstanding loans to forelgn
affillates) totaled 213,468 milllon dollars! These corporations and
thelr affillates had sales of over 2 trillion dollars worldwide and
employed over 26 million people.

Most of the Investment of American firms abroad Is In Europe $95 billion
or 61% of total foreign Investments). Canadlan !nvestments run a distant
second ($44.6 billlon -- 28%). Only $52.7 blllion (or 34% of total U.S.
direct private Investment) was Invested In the developing countries. The
vast majority of these Investments were In Latin America (538 billion ~-
24% of total private forelgn Investment).
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The Growth in Foreign Investment

Investment has grown rapidly over the past twenty years. This growth can
be seen in increased profits. Since 1970 the income returned to U.S.
companies on thelr investments abroad has grown from Just over 8 billion
dollars to nearly $37 billion. Investments by forelgn companies in the
United States has grown even more. In 1970 income returned to forelgn
investors In U.S. firms was $875 million. By 1980 the flgure had grown
to over $9 billion.

Student Learning

The purpose of this lessun Is to provide some Insight into the basic
economic motivations underlying international Investment. Students
review what economists and others have had to say about why firms invest
abroad. The 1lesson also demonstrates that sometimes conflicting
explanations for Investment come from markedly different beliefs about
how the world economy works. These differences in essentially theoretical
positions lead to significantly different views on appropriate public
policy toward international companies.

The lesson can probably best be used within units on the business firm or
International trade. The student readings Involve a varlety of economic
terms, and students will be better able to deal with the material after
some of these terms have been introduced in the course.

MATERIALS: The pre-test "Your Attitudes Toward Foreign
Investment," and student readings "Theory 1:
The Simple Profit Explanation,' "Theory II: The
Oligopoly Explanation," and "Theory III: The
Excess Profit or Monopoly Explanation,'" a news-
paper article "Gillette World Wide Strategy
Takes Patience,'" and an "Annotated Bib1llography"
and '""Wocabulary List" for teachers.

VOCABULARY: Corporate managers, portfolio Investment, direct
Investment, oligopoly, monopoly, monopoly
capitalism, foreign investment, tariffs,
maximize profits, excess profits, host or
recipient country, home country,
differentiation.

INSTRUCTIONAL STRATEGIES:
DAY 1: OPENING THE LESSON

Step 1! Hand out copies of the pre-test '"Your Attitudes Toward Foreign
Investment" to each student.
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Step 2:

Step 3:

DAY 2:

Step 4:

Tell the students that they are golng to be learning more

about forelgn Irnvestment durlng the next few days. The purpose
of the pre-test Is to let them express thelr oplnlons or
thoughts about why flrms Invest In other countrlies. There

are no rlght or wrong answers. In fact, students should feel
free slmply to mark cholces which seem the most reasonable

even |f they have never before thought about foreign
Investment.

Have students complete the pre-test Individually.

When the class Is flnished, have each student calculate hls or
her attltude proflie.

Have them add up all the checked answers for each of the slx
letters (l.e., A's, B'c, C's, D's, E's, F's). Then have them
add:

(1) AzE= (Category 1)
(2) B+F= (category I1)
(3) cC+D= (Category I1I1)

While the students will probably have checked statements In
each of the three categories, thelr answers probably cluster In
one or the other. Have them decide with which category they
most often agree.

Poll the class, having students ralse their hands depending on
whether thelr cholces fall largely In Category I, Category II
or Category IIl. Wrlite thls distribution on the chalkboard.

DEVELOPING THE LESSON

Explaln that the dlfferences In these categorles and statements
reflect differing "theories" or explanations as to why buslness
flrms Invest In other countrles. There are three major
"theorles." They are Important because they each have
different answers to the questlon of whether forelgn Investment
should be encouraged or not.

Explaln that the three theorles dlffer to some extent on the
followlng flve polnts.

(1) The role of profits In explalning why flrms Invest
abroad; and the nature of those profits.

(2) wnether flrms are more 11kely to prefer "direct" jnvest-
ments, that Is Investments which Involve controlling
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Step 5:

DAY 3:

Step b6:

DAY 4:

Step 7:

Step 8:

or managing the forelign company, or "portfolio"
investments, that Is Iinvestments which dc not allow
the Investor to gain control over the foreign company.

(3) The nature of competition between business firms in
a particular industry,

(4) The impact of foreign investment on the host or recipient
country.

(5) What policies host countries, especially less developed
countries, should have toward encouraging foreign Invest-
ment In thelr country.

Divide the class into three groups, one for each of the three
theories or explanatiors of foreign investment.

Assign one of the three theories of foreign Investment. to each
group. Have the groups read the article describing their
theory and have them discuss how advocates of that "theory"
would answer each of the five questions outlined above.

When the groups have finished their work, reassemble the class
and have the groups explain their "theory's" position on each
of the flve questions. Take each question In turn, having
representatives of the groups explain thelr theory. Write
important points on the board so that the students can readily
compare differences and similarities in the three explanations.

As students give their reports, encourage them to relate the
answers of earlier questions to those of later questions so
the class can see the logic of the explanation.

CONCLUDING THE LESSON

Explain that evidence of each of these theories is all around
us, particularly In reports in daily newspapers. But sometimes
it Is difficult to say Just what theory a particular piece of
evidence best supports.

Hand out copies of the newspaper report "Giliette Worldwide
Strategy Takes Patience." Have students read the article.

Discuss with the class the evidence the article contalns, if
any, for each of the three theories. You might ask:

88.




WHY BUSINESS FIRMS INVEST ABROAD

a

2

(3

C))

Is there evldence that profits play an Important +ole In
Glllette's Investment abroad? Does the description of the
attltudes of Glllette's managers, as expressed in the
article, best flt a simple profit, an olligopoly or a
monopoly capltallst attltude toward proflits?

Is there any evidence of '"dIfferentiation" In the
article?

Based on the article, what Impact Is Glllette kaving on
#eople In the host countrles (e.g., changed 1Ife styles
and cultural standards, more expenslve but better
technologles for shaving, less advanced technology than in
the U.S. but matched to what people In less developed
countrles can afford)?

Based on these effects, and on the theory you think best
explalns Glllette's Involvement In the world economy, do
ycu think these less developed countries should encourage
Glllette's Investments or not?

INSTRUCTIONAL OPTIONS:

Use the following lesson "Investing Abroad: A Simulation of Negotlations
Between Multlnational Corporations and Govermments" as an additional
means of relnforcing concepts learned In thls lesson or as an alternatlve
to Steps 7 and 8 of thls lesson.
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YOUR ATTITUDES TOWARD FOREIGN INVESTMENT

Read the following sets of statements. Then check the one statement Iin
each set of three with which you most agree. You may agree In part with
more than one, but try to select the one you agree with mcst strongly!

1. A.

Most business firms Invest in companies overseas
because profits are higher there than at home.

Most business firms Invest overseas because they see
compet itors Jdoing so.

Firms Invest overseas mostly to "corner® ch2ap supplies
of raw material and prevent competitors' from getting
them.

Couniries should be wary of forelgn Investors because
there Is danger of iosing control over domestic
Industries.

Countries should welcome foreign investment bezause new
Investment always helps.

Host countries may or may not get economic benefits
from foreign investment.

When American firms invest abroad, they have no special
advantages compared to local companies.

Firms that Invest overseas usually want to control the
foreign enterprise.

When firms invest abroad, they quickly try to reduce
competition from local companies.

Firms investing in less developed countries usually
produce luxury Items from which they get very high
profits.

Tariffs which prevent companies from exporting to some
countries are the primary reason for firms to invest
abroad.

Investments which introduce new products Into a forelign
market are more 1lkely to be made by U.S. firms than
firms from other countries.
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Foreign Investment and foreign trade are two methods
to accomplish the same end: sell products in a foreign
market.

Firms invest abroad to get access to new markets for
unique products sold first at home.

When firms Invest abroad, their purpose is to dominate
the foreign market.

Countries should not welcome foreign investment because
there Is a danger of losing control over domestic
resources.

Countries should welcome foreign Investment because it
always contributes to employment and economic growth.

Countries should welcome foreign investment because it
often brings technology that otherwise would be absent.

Much foreign investment Is made by firms interested In
reducing production costs through cheap labor.

Firms Invest abroad to increase their share of the
world-wide market for thelr product.

Foreign Investment occurs because the economies of
developed countries are so concentrated that they need
to control sources of raw materials and other markets.

Large multinational corporations agree among themselves
to limit their competition for overseas markets.

Foreign investment is Just another way to sell a market
that might easily be served by exports.

Firms Invest overseas because they have access to
cheaper sources of capital than do foreign competitors.




9. A. Firms that invest overseas typically are very similar,
If not Identical, to companies already operating in
the foreign nation.

B. U.S. companies move abroad because they usually are
better managed than foreign firms,

C. Companies invest In low-wage areas mostly to reduce the
power of labor unions at home.

10. D. Foreign Investment is usually made to ''take over"
overseas competitors.

E. When foreign investment is made in raw materials, the
major purpose Is simply to reduce operating costs at
home.

F. Firms Invest overseas to help them take advantage of
good advertising techniques developed at home.
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THEORY 1

THE SIMPLE PROFIT EXPLANATION

According to the Simple Profit Explanation, the goal of corporate
managers [Is to maximize their company's profits. This goal leads
managers to Invest in whatever actlvities promise to make the greatest
profits. So when managers flnd an opportunity to make higher profits in
another country, they invest In that country. If they didn't, their
competitors would. Then the competitors would make more profits and have
an advantage, at least for a time.

In thils sense, companles are seen as having a fairly passive role in an
economy. They respond to economic signals from the market, especially
prices and sales. Even fairly large companies have llttle freedom In
maklng declsions because of the need to remain competitive with other
companles. No firm has a special advantage over similar firms in the
world economy, at least not for long.

When companles find an opportunity abroad, they do have several choices
about how to proceed. They might export products from factories at home.
But if the foreign market gets blg enough, local competitors would
quickly appear. Or, an investment might be made in an existing factory
in the other country. This would be especially attractive if tariffs
llmited exports or If competition In the other country could be expected
to come quite early. Flnally, a new factory could be constructed in the
other country. Thils factory would be controlled from the home country.
Again, however, I[f the product turned out to be successful, local
competition would be expected.

If competition appears, management control of the Investment may not be
useful from a profit viewpoint. Profits would be about as large if the
flrm simply Invested as a noncontrolling stockholder in an exlsting
company already making the product.

Thus, there are essentlally two forms of forelgn investment. The flrst
is called "portfolio" Investment. It Involves Investing funds In a
foreign enterprise simply to earn a profit. No control is involved. The
other form of Investment Involves control by the Investing firm. It Is
called "dlrect" Investment. Each form of investment should be equally
profltable according to thls theory. So you would expect neither form of
Investment to be more common than the other.

Foreign Investment by companles has a number of advantages for the
country In which the Investment Is made. Usually, but not always, new
factorles increase employment, promote economic growth and raise people's
standard of 1Ilving. Even where Investment Is made In an existing firm,
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the investment Increases the amount of new capital funds avallable to the
country. It Is the same as If domestic savings had increased. This Is
the case for both direct and portfolio Investment. Also, outside flrms
often Introduce new products that might not have been available
otherwise. This widens the range of choice for consumers. Finally, by
Increasing competition, forelgn Investors tend to. lower prices In the
markets In which they are active.

Incoming foreign Investment increases the capital avallable to the
reciplent nation. For the Investing country, the opposite effect would
occur. Investment caplital would decrease. This might make remalning
funds more costly to borrow, reducing domestic Investment. There are
some positive effects to foreign Iinvestment, however. For example,
products made overseas might be cheaper. When Imported into the
investing country, they might reduce prices. Also, capital used to
manufacture these uncompetitive products can then be shifted to produce
items which are more competitive. If forelgn Investment Is made in order
to develop new sources of energy and other raw materials, It may lower
prices and conserve domestic reserves of these materials.

All in all, reciplent countries should welcome forelgn Investment because
it Improves the economic welfare of thelr people. Although the situation
for the investing country Is less clear, there Is a good chance that
foreign investment can have a positive effect there as well.
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THEORY 11

THE OLIGOPOLY EXPLANATION

Business firms, according to the Oligopoly Explanation, are
profit-maximizers. They invest abroad only because foreign investment
opportunities appear able to make higher profits than other
opportunities. But the Oligopoly Explanation holds that foreign
investment s actually highly 1likely to lead to higher profits,
especlially for firms from countries 1ike the United States.

The attractiveness of foreign investment according to this explanation
lies in a complicated notion of the corporation's economic power. Firms
are not seen as passive agents responding to market forces over which
businessmen have little, If any, control. Instead, managers' actively
influence and shape the economic environment. Businessmen are able to
increase profits In ways which competitors cannot match, at least in the
short run. And this competitive advantage is even more important when
the company's managers decide to invest abroad.

The sources of these advantages are two-fold. First, many industry
sectors are comprised of relatively few firms. Each of these flrms
enjoys a significant and measurable share of the market. Companies in
each industry attempt to maintain or increase their market shares.

They do this through "differentiation." Each company attempts in one way
or another to find or develop qualities not possessed by cother firms. If
a company succeeds In differentiating itself from competitors, then it
achieves a certain amount of independence in setting prices. Thus It
partly controls Its own profitability. This form of market structure, in
which large firms Jockey for position, has been called "oligopoly."

Oligopoly does not Imply the absence of any competition. Quite
frequently, advantages generated by one company disappear over time.
Other companles wusually can duplicate the quality which has
differentiated the first firm. But, the effort can take a substantial'
period of time. During this time the innovating firm can be developlngf
other advantages. 3

The second source of these competitive advantages has to do with the
manner in which business firms develop unique qualities. Most obvious,
perhaps, are differences due to technological information. Companies,
through research and development, produce Iitems or provide services
technically superior to their closest competitors. Firms in the same
Industry develop products with somewhat different features. Thus the
firms become differentiated in their ability to satisfy consumer needs.
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There are other ways for differentiation tc occur. Some companlies
develop unlique management skills. These skills are particularly valuable
when the firm chooses to move operations to a foreign country In which
the advantage may be even greater. Another advantage is access to
low-cost capital. The United States is the most caplital-rich nation In
the world. So the cost of capital Is often lower for U.S. firms than
companies elsewhere. Another source of differentiation is consumer brand
loyalty. Oligopolistic firms generate loyalty through persistent
advertising. This has proven effective even where the actual products of
various firms are quite similar. When the firm moves overseas, advanced
advertising techniques can be transferred to the new environment. Both
the soft drink and automobile industries provide examples of success
through advertising.

Oligopolistic manufacturing firms Invest In other countries mostly to
generate profits higher than those avallable at home. Two important
features of foreign Investment follow. First, foreign Investment should
be most Important for those Industries dominated by relatively few firms.
In fact, companies In more competitive industries would probably not
Invest at all.

Second, foreign investors, and particularly U.S. foreign Investors, are
1ikely to insist upon control when they go abroad. There are two forms
of foreign Investment. The first Is "portfolio" investment. It involves
investing funds in a foreign enterprise simply to earn a profit. No
control is Involved. The other form of Investment involves control by
the Investing firm over management decisions. It Is called "direct"
Investment. If monopolistic advantages motivate investment, then the
investor will not wish to share the fruits of his advantage with local
firms. So most foreign iavestment should be direct investment.

Investment receiving countries may be ambivalent about outside jnvestors
under these circumstances. On the one hand, investment dces increase the
supply of capital funds. This can Increase employment and economic
growth. On the other hand, however, the price paid for this new capital
may appear too high. Additional profits must be paid because the
company, with Its competitive advantage, can charge higher prices. But
iIf international trade is free, the MNCs (multinational corporations)
could get these additional profits anyway by exporting goods to the
country. So the choice for host countries might be between acqulring
somewhat overpriced capital, along with new technology, or not receiving
Investment at all.

Sometimes, In order to get the capital, potential host countries will
erect tariff barriers against imports. Typically, this Iincreases
domestic prices above world prices for the product. If the domestic
market Is large enough, production behind the tariff barrier might be
more profitable than serving the market through exports. Investment is
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therefore encouraged. Where this occurs, of course, consumers of the
product pay even nigher prices than If there was free trade. And forelgn
producers earn even nigher profits. Thls might still be desirable If
other beneflits come from the investment.

The point Is that when the foreign flrm has a monopollistic advantage,
profits can be quiv2 high. It Is thus possible that the recelving
country could be worse off economically after the Investment has occurred
than It was beforehand.
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THEORY 111

THE EXCESS PROFIT OR MONOPOLY EXPLANATION

Some economic observers hold that foreign Investment Is a natural
consequence of the growth and development of a system called "monopoly
capitalism." They argue that this system is found in Industrial
countries, particularly in the United States. To understand the concept
of "monopoly capitalism," it is necessary to trace briefly the theory's
main thrust. Economists of this persuasion believe that the free
enterprise, or capitalistic, system always leads to monopolization In
most important industrial and commercial sectors. That Is, over time,
industries become dominated by a few very large firms. This process, In
turn, leads to several consequences. Flirst, Increasing monopolization
results In a markedly different market structure. Prices are not
necescarily closely related to production costs. Firms try to
differentiate thelr products In unimportant ways from those of
competitors. And they try to persuade consumers that such frivolities
are in their best Interests. The outcome of such efforts is even greater
industrial concentration and significant "excess'" profits.

The tendency toward monopolization also distorts both income and wealth
distribution. Larger and larger proportions of total national income
accrue to a very small capitalist elite. This trend has its effect on
the economy. '"Surplus'" income in the elite group increases the demand
for 1luxury goods which do not contribute to overall social welfare.
Domestic investment takes place largely to produce these worthless items.

Underinvestment characterizes the monopolized Industries. Expansion in
these Industries would result In lower prices. This might benefit
consumers, but it would reduce monopolistic profits. Instead, the
surplus savings of the capitalist class are invested elsewhere. Among
such places are the nonmonopolized industrial and commercial sectors. By
investing in these industries, capitalists preserve the profits of thelr
own sectors and, by eliminating competition, form new concentrated
industries. Clearly, this process results In even higher 1levels of
Industrial concentration.

But more important Is the tendency for the capitalist to be attracted to
foreign markets. There are several reasons why overseas investment by
the capitalist elite, represented by multinational fimis, occurs. For
example, In the continuing struggle among the remaining Industrial
giants, immense advantage can be gzined by the firm that locates (and, if
possible, corners) sources of cheap raw materials. In other cases, firms
have the opportunity to use manufacturing and marketing techniques
learned at home to their advantage in other countries. Eventually, the
sequence of events observed at home begins to occur globally.
Concentration of production and Income becomes a woridwide process.
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The reason why the capitallst ellte Invests abroad In the first place is
to Improve [ts own economic status. For thls reason, every effort would
be made by the capitallsts to explolt host nations, as the home country
was explolted earlier. As a matter of fact, some economlsts argue that
the apparent advantages of capltal Iinvestments are largely false. Any
Investment Is qulckly repald through very hligh monopollstic profits.
Thereafter the host country Is slmply bled for the beneflt of foreign
owners. Countries lose control of thelr economlc destinles. They become
pawns to outslde monopoly Interests.

Obviously, under these clrcumstances, nations would do well to 1imit thel}
actlvities of multlnational corporations. ExlIsting forelgn corporations |
should be natlonallized (exproprliated) wlthout compensation. The !
facllltlies almost always wlll have been ''paid for'" by excess profitsi
already pald out. It makes no sense for host countries to pay forelgners !
higher proflts on Investments which, at best, provide only sllight.
benefits and, at worst, leave the country less weil off than It -vas
before.
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GILLETTE WORLDWIDE STRATEGY TAKES PATIENCE

By Fred Bayles
Associated Press Writer

BOSTON ~ Glllette Is tLrying to sell
razor blades all around the world but In
many lands the company first has to sell
people on its ldeas of shaving.

The competition to Gillette razors
overseas ranges from palrs of colns used
as tweezers to honed edges on brcken
soda bottles. The company is patiently
spreading the word In less~developed
nations that shaving can be more
comfortable and easier than traditional
methods of removing facial hair. And it
also Introduces the local equivalent to
America's time~honored "Super Blue.'

ONE OF GILLETTE'S wmore popular
marketing devices in Africa and Asla Is
a glant shaving brush.

The brush Is carried from village to-.

village In vans equipped with wash
basins, towels and razors. when the
native hucksters who travel In the van
attract a crowd, the big brush 1Is

produced and used to paste a volunteer
wlth a faceful of shaving cream.

He 1is then shaved, and, In an
atmosphere of great hilarity, other
villagers are Invited Into the van to

try thelr hand at lather and blade. )
The Boston-based flrm has. been

developing overseas markets since it

flrst sold razor blades to the British

75 years ago. Today Iits iInternational
dividion sells tolletries In 22
countries and operates 29 forelgn

plants. The operation accounted for
two-thirds of Gillette's $1.98 billion
In sales last year.

Gillette Is now In the Third world,
laying the groundwork for what could be
a thriving market when developing
nations develop a need for razor blades
and deodorant. To prepare, the company
has bullt factorles In Morocco, Malaysia
and Indonesia. Another plant Is beling
built In Egypt.

"WHEN WE TALK about potentials, you're
talking about 25 years in the future."
says Mills, who has travelled the globe
for Gillaette. '"You're betting that many
of these emerging high-population Asian
and African nations will be the Brazil
of the 21st Century."

One of those bets is Indonesia, the
Island natlon whose population of 140
million Is projected to hit 200 million
In the next decade, creating a market
comparable In size to the United States.

Gillette bullt a blade factory outside
Jakarta (Indonesla), seven years ago -~ a
small plant by U.S. standards but with
room for expansion. Like operations In
other countries, the plant Is owned
Jointly with a 1local businessman to
comply with Indonesian laws restricting
forelign businesses.

TO SELL ITS blades, which carry the
Indonesian trademark '"Goal" Gillette
must sell the idea of shavirg - no easy
feat In lands where men tweeze out
facial halr with colns or shave with -

double~edged blade held between the
fingers.
In Indonesia, billboards and store

posters sell blades with advertising
techniques out of the 1930's, Quality
and economy are stressed, but the blades
are also portrayed as keys to romance
and success.

"WE TRY TO SELL the shaving habit and
a factor of soclal consciousness,' says
Mills, "We have ads showing the
clean-shaven man getting the good job or
winning the girl."

The blade sold In Indonesia is similar
Lo the Glllette Blue marketed in the
United States nearly 20 years ago. More
sophisticated razors, like Gillette's
Trac II, are too expensive and too
speclalized for courtries where a razor
blade has other uses. Trac I1I may offer

a superior shave, says Mills, but it
makes a lousy pencil sharpener.

"You can't rely on current U.S.
Products," he says. iThey're 1ight
years away from what Is needed In some
countries."
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ANNOTATED BIBLIOGRAPHY FOR INSTRUCTORS

Barnet, RIchard J. and Rohald E. Muller, Global Reach: The Power of the
Multinatlonal Corporations, New York: Slmon and Schuster, 1975,

This book, written by two Americans, |s perhaps best described as a
recent work In a muchraking tradition. It Includes extenslve data
and selectlve docurentatlon, but Is llvely and highly readable.

KIndleberger, Charles P., American Buslness Abroad: SIx Lectures on
Direct Investment, New Haven: Yale Unlverslity Press, 1969.

This book Is an outgrowth of a serles of Invited lectures the author
presented In New Zealand. Llke Vernon (below), Klndleberger Is an
authorIty on Internatlonal economlcs and business. The lectures are
well organized and provocative,

Magdoff, Harry, The Age of Imperiallsm: The Economlics of U.S. Forelgn
Pollcy, , New York: Monthly Review Press, 1969,

‘ Magdoff, as the tlitle of his book Implles, takes a radlcally
different approach to the analysis of U.S. overseas Investment. Hls
viewpolnt, It is falr to say, Is recelving Increasing attentlion, as
Barnet and Muller's (above) book demonstrates. Magdoff Includes
extensive data, presented clearly and understandably.

Servan-Schrelber, Jean-Jacques, The American Challenge, New York:
Atheneum House, 1968.

This book glves a European view of the approprlate response to
American competition on the Contlnent. It recelved wide acclalm
and distribution, both In France and the Unlted States. '

Vernon, Raymond, Soverelgnty at Bay: The Multlnatlonal Spread of U.S.
Enterprises, New York: Baslc Books, 1971.

Vernon Is a leading scholar on multinational corporation studles.
This book Is the flrst of a serles emanating from a large Harvard
Unlversity study of such companles. It also Includes data and

tables from the study. This book, nonetheless, Is very readable.
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VOCABULARY | .IST FOR INSTRUCTORS

Corporate Managers: Persons who own or work for others (i.e.,
stockholders) in a leadership capacity within
a corporation.

Portfollio Investment: Ownership of the assets of a corporation, for
the purpose of obtaining income from profits,
which does not involve management control over
the corporation.

Direct Investment: Ownership of the assets of a corporation which
gives the owner some Influence or control over
the management of the corporation. (Usually
ownership of 10% or more of outstanding stock is
required for an investment to be conslidered a
direct investment).

Oligopoly: A type of market structure in which large firms
control the majority of sales and Jockey to keep
or enlarge their market shares largely through
differentiation rather than pricing.

Monopoly Capitalism: A type of market structure in which large firms
or a single large firm controls a particular
Industry and thus has virtually complete freedom
from market constraints in setting prices.

Private Foreign
Investment: Acquisition of real or financial assets in one
country by nongovernmental organizations or
individuals in another country. The assets can
be either corporate or governmental securities.

Differentiation: The process of creating, through advertising or
technological means, an image that a company's
products are unlike or substantially better than
those of possible competitors. The purpose is
to minimize competition between essentially
similar but differentiated products.
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EcoNomics || | INVESTING ABROAD: A SIMULATION OF NEGOTIATIONS
‘ BETWEEN MULTINATIONAL CORPORATIONS AND GOVERNMENTS
‘ DURATION: Approximately four class perlods.

PURPOSE: To make the students aware of differing views of the
benefits of foreign investment for less developed
countries.

To provide the students with an understanding of the
process and trade-offs Involved in negotiating
forelgn investment contracts.

OBJECTIVES: The students will:

(1) identify two views of the impact of foreign
Investment on less developed countries;

(2) make decisions as to the acceptablility of an
Investment contract from one or the other of
these viewpoints; and

(3) analyze the reasoning behind these decisions.

‘ BACKGROUND INFORMATION FOR TEACHERS:
As noted In the Background Information for the previous lesson "Why

Business Firms Invest Abroad,'" foreign investment has become a critical
part of the global economy. American multinationals number well over
three thousand. They own over 200 billion dollars worth of assets in
over 23,000 forelgn corporations. American multinationals alone have
worldwide sales of over 2 trillion dollars.

Perhaps because of the enormous wealth and resources of multinational
corporations, relations between them and governments are not always
smooth. Increasingly in fact, govermments of Third World Natlions, even
those led by moderates or conservatives, have seen fit to exerclise
greater control over multinationals which operate in thelr countriles.
These policies are highly related to their views of the world market, the
power of the multinationals, and assumptions about the Impact of
muitinationals on host countries. :

Two Perspectives on Investment
Most corporate managers would argue that the benefits of foreign

investr * to the host country, Including less developed countries, are
great. stment [n new enterprises Increases employment. Investment
of zny akes additional capital avallable to a country: capital
gene:r *- ‘eople and businesses in other countries. Perhaps most
Imporieant vestment brings new technologies, new management skills

. and othar ~gible resour~es which will help the host country to
compete in 2rld economy in the future.
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On the other hand, most government leaders in less developed countries
view foreign Investment somewhat more skeptically. Some view foreign
Investment with hostility. They argue that foreign Investors seldom
create enough new jobs to off-set jobs lost as local compet itors are
forced out of business by the larger and more competitive multinationals.
Further, while multinationals have access tc capital outside the country,
many tend to raise needed capital inside the host country. So they
actually tie up local capital that would otherwise be avallable to local
entrepreneurs. Finally, many multinationals are criticised for importing
inappropriate technologies (e.g., capital intensive rather than labor
intensive) or antiquated technologies. They also usually bring in
foreign managers and skilled workers, and mey do little to train local
people for these jobs.

~

Theories of Investment

These views conform generally to the theories of foreign Iinvestment
outlined in the previous lesson ("Why Business Firms Invest Abroad").
Corporate managers typically represent a simple profit or an oligopoly
viewpoint. They believe In the benefits of private forelan investment.
But they also believe that management makes a big difference in the
success of an enterprise. So they prefer to control their investments as
much as possible. Government leaders in less developed countries tend to
hold views somewhere between the oligopoly and monopoly capitalist
approaches. They usually believe foreign investment can be useful, but
only under certain conditions and only if the government can keep a close
eye on the investors.

Student Learming
This lesson can be used as a follow-up to the previous lesson "Why

Business Firms Invest Abroad," or an an independent exercise. As a
follow-up lesson it reinforces basic concepts about the impact of foreign
Investment on other countries, particularly less developed ones. It also
gives students an opportunity to identify and use the differing theories
of foreign investment they have learned.

The lesson can also be used to introduce students to foreign iInvestment.
It provides a less rigorous but potentially useful introduction to
foreign investment than the previous lesson. Students perceive the
differing attitudes of corporate managers and government leaders toward
foreign investment. They use these viewpoints in simulated negotiating
and decision-making situations. Introductory briefings and the suggested
debriefing help students to see why firms want to invest abroad, why many
Third World governments are skeptical of foreign investment, and what
impact these differing perceptions have on relationships between the two.

MATERIALS: "Simulation Scenario," "Role Assignments," and four
sets of Negotiating Instructions.
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‘ INVESTING ABROAD

VOCABULARY: Forelgn Investment, capltal, techrologles,

DAY 1:

Step 1:

Step 2:

Step 3:

multinational corporatlon, infrastructure, tariffs,
contract, negotiatlons, majority control, mlinority
Interest, concesslon/compromise, skllled position,
managerlal poslitlion, personnel.

INSTRUCTIONAL STRATEGIES:

OPENING THE LESSON

Introduce the lesson by dlscus. Ing the differlng perspectives
which flrms and governments In many less developed countries
have of the beneflts of forelgn Investment.

The dlscusslon can be based on materlal from the Background
Informatlon for thls lesson and from materlal In the previous
lesson '"Why Buslness Flrms Invest Abroad."

If you have used the previous lesson, you will want to review
differing positlons on the Impact of forelgn Investments wlith
the class. Then ask which views corporate managers are more
11kely to hold and which views government leaders In less
developed countries are more 1lkely to hold.

DEVELOPING THE LESSON

Introduce the simulatlon by explalning to students that they
wlll be simulating a negotlatlon between two multinatlonal
corporatlons and two hypothetlical Latln Amerlcan countrles.

Read the Simulatlon Scenarlo, or project a transparency
of it for the class to read.

Dlvide the class Into the four negotlating groups. You can
record role asslgnments on the attached Role Asslignment sheet.

The groups should be arranged in the followlng manner.

(Front of the Classroom)

Government of
Parazuela

Worldwlde InterCo
Pipes Resources

Government of
Salubal

(Back of Classroom)
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Step 4:

DAY 2

Step 5:

Step 6:

Step 7:

Step 8:

Assign one student in each group to serve as D!rector or
Minister. This person plays a key role but w!!1 not
participate directly in the negotiations. The other members
of each group will form two negotiating teams. The Government
of Salubal, for example, will have a Minister, one team to
negotiate with representatives from InterCo Resources, Inc.,
and one team to negotiate with representatives from Worldwide
Pipes, Ltd.

Hand out the appropriate Negotiating Instructions to each
group. Tell the groups to keep their instructions secret,
otherwise they will be at a disadvantage in the negotiations.

Have the groups spend the rest of the period discussing thelr
strategy for the negotiations. Circulate among the groups
to make certaln they understand their objectives and their
fall-back positions.

Give the groups a few minutes to settle or review their
negotiating strategies.

Convene the negotiating sessions by having teams assemble half
way between thelr two groups. If possible negotiating teams
should face each other across a table.

All four negotiations should proceed simultaneously.

The Ministers and Directors should not participate directly In
the negotiations. But their subordinates should keep them ad-
vised of progress within the negotiating session through
written messages. The Directors and Ministers may make

suggestions or approve compromises by passing written messages
back to the negotiating teams.

Allow about 30 minutes for the negotiating sessions.

End the first round of negotiations. During the rest of the
class the four groups should discuss where the negotiations
stand. The negotiating teams should report on any tentative
contract terms they have been able to finalize.

At the end of the period, the four Ministers and Directors must
choose, on the basis of their Instructions and the advice of
their negotiators, to accept or reject the tentative contracts
negotiated thus far.
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DAY 3:

Step 9:

DAY &4:

Step 10:

Corporate Directors can accept only one agreement. Govern-
ment Minlsters can accept elther or both agreements If they
so wish.

The simulation is concluded If any contract is agreed to by
both parties. If no contract is agreed to, the simulation
continues for a second round.

It necessary conduct a second round of the simulation by having
the class repeat Steps 5 through 8. That Is, they should.

(a) Spend 5-10 minutes discussing thelr negotiating strategy
within the larger groups;

(b) Reconvene negotiating sessions, spending no more than
20 minutes trying to hammer out flnal terms of a tentative
contract;

(c) Discuss these tentative contracts in the larger groups
for a final 5-10 minutes;

(d) Announce a decision as to whether they accept or reject
the tentative contracts. Again, Corporate Directors
can accept only one contract. Government Ministers can
accept either or both. Neither party need accept any
contract If they still have not reached acceptable terms.

CONCLUDING THF LESSON

Conclude the simulatlion after Round 2 whether a contract has
been agreed to or not.

Discuss the simulation with the class. You might use the
following as a guide:

1. Compare the viewpoints of the two governments toward
foreign Investment generally. Both are skeptical, but
one Is more against foreign investment than the other.
"WhY?"

2. If you have completed the previous lesson "Why Business
Firms Invest Abroad," which of the three theories of
foreign investment do these governments appear to hold?
What about the two business firms?
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Compare the negotlating instructlons for the two
governments, especlally thelr fall-back posltlons.

How do these instructlons reflect the viewpolnts of the
two governments?

How did the negotlating Instructlons affect the outcome
of the slmulation? Who got the contracts and why?

How do the viewpolnts of the multinational corporat lons
differ from those of the governments? Are there
dlfferences between the multlnatlonals?

Were the multinationals able to use the competItlon be-
tween the two governments to get extra concesslons?

This competitlon between governments s common In the
world economy. Corporatlions have often used It to great
advantage. What might the governments do to reduce this
advantage In the future?

108.

120




SIMULATION SCENARIO

Parazuela and Salubal are nelghboring countries on the South Amerlcan
continent. Both countrlies are experlencing nroblems common to developling
countrlies. They have high unemployment and high Inflation. They do not
have sufficlient capltal to develop thelr natural resources. They have
Inadequate Infrastructure (e.g., transportation system) to attract
forelgn Investment. They have 1Iimited means of controlling those forelgn
companles they do attract. They lack skilied managers and techniclans,
and so on. Parazuela Is currently governed by a left-wing coallition
government of labor and Intellectual groups. Salubal Is governed by a
centrist political party which has been In power for the 1last twenty
years.

Both countries are members of LAFTA, the Latin American Free Trade Area.
They are considered attractive places for Investment for three reasons.
Flrst, businesses In these countrles can sell thelr products throughout
Latin America at reduced tarlff rates. Second, both countries, but
Parazuela In particular, have many natural resources. Third, both
countrles have had relatively stable pollitical historles.

Two companles, Interco Resources, Inc. and Worldwide Plpes Ltd., are
Interested In bullding factories In one of the two countrles. The
companles make a dlfferent 1lne of products and thus do not compete
head-on. Both need government permission to bulld thelr factorles. They
have been negotlating with the two governments for some time. Flnal
terms for tentatlve contracts have been reached on most polnts with both
governments. But the companles can bulild only one factory each. So they
wlill have to choose between the two countries In the end. This can be
used to thelr advantage In the negotiations.

The governments of both Parazuela and Salubal are very Interested In
getting the factorles for thelr country. The factorles themselves will
help unemployment. And both companles have Indicated In negotlations

that they will Invest additlonal money to develop local resources. This
will both Increase employment and provide a basis for a new export
Industry.
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SIMULATION ROLE ASSIGNMENTS

Role Assignments: Government Representatives

Government of Government of
Parazuela Salubal

MInlsters:

Deputy Mlnlsters:

(Heads of teams negotlatlon with InterCo.)

Deputy Mlnlsters:

(Heads of teams negotlating with Worldwlde)

Members of Flrst Negotlating Teams:

(InterCo)

Members of Second Negotlatlng Teams:

(Worldwlde)

Role Assignments: Corporate Representatlves

InterCo. Worldwlde
Resources Plpes

Dlrectors:

Deputy Dlrectors:
(Heads of teams negotlating with Parazuela)

Deputy Dlrectors:
(Heads of teams negotlating with Salubal)

Members of Flrst Negotlating Team:
(Parazuela

Members of Second Negotlating Team:
(Salubal)
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MEGOTIATING TEAM INSTRUCTIONS -~ GOVERNMENT OF PARAZUELA

You are members of the Ministry of Economic Development. One of you will
serve as the Minister. He or she will not participate in the
negotiations directly. But the Minister will make final decisions to
accept or reject tentative contracts.

The Ministry of Economic Development is responsible for solving your
country's domestic economic problems. These include unemployment
especially. One key to solving this problem is the development of your
natural resources. However, your country has neither the technical skiil
or the capital required to do this.

Foreign investors do have the skill and capital. Yet, in general, you
are skeptical of foreign investors, particularly large corporations such
as Worldwide and InterCo. You see them as potentially dangerous. They
have capital, technology and skills. But you belleve you must control
foreign investors closely to make sure your country actually benefits
from the investment. You would strongly prefer that foreign Investors
not get total or even majority control over local companies.

You have been negotiating with InterCo and Worldwide for some time. The
general terms of an agreement between you and both companies have been
developed. Only three points of disagreement remain with each. Flirst,
will the company help develop your natural resources, and who will own
control of those investments? Second, will the company train and hire
local people, or will it be free to bring In foreigners for skilled and
managerial jobs? Third, will the contract be reviewed from time to time,

and when?

You have come up with a 1list of objectives which apply to your
negotiations with both companies. These are the terms you want to get.
You have also, however, come up with a 1list of fall-back positions.
These are terms you would be willing to accept If necessary. Dliscuss
these objectives and fall-back positions and make certain you understand
them hefore going into the negotiations. Remember, you can agree to
contracts with either company, or both. You can reject both contracts.
But, you are comweting with Salubal for these factories. If you
compromise too much, you strongly believe your country will be exploited
by these companies. On the other hand, iIf you do not compromise at all,
you may lose the Investments to Salubal.

A. Objectives

i. Natural Resources - your country to retain complete
control of natural resources, with the capital and
personnel supplied by the foreign investor.
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11 Personnel - withiIn flve years, 95% of employees to be
nationals.

111 Contract Review - at your optlon, the contract may be
brought up for renegotiatlon at any time.

B. You have declded that the followlng concessions may be made If
necessary:

| You will agree to something less than total local control,
but not less than 50/50 jolInt control.

il Personnel - Extension of deadl!ne for achieving 95% local |
staffing up to fifteen years.

1 Contract Review - No concession here.
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NEGOTIATING TEAM INSTRUCTIONS -- GOVERNMENT OF SALUBAL

You are members of the Minlstry of Economlc Development. One of you will
serve as the Mlinlster. He or she wlll not particlpate In the
negotlations dlrectly. But the MInlster will make the final declslon to
accept or reject tentatlve contracts.

The Ministry of Economlc Development Is responsible for solving your
country's domestlc economlc problems. These Include unemployment
especlally. One key to solving thls problem Is developlng your natural
resources. However, your country has nelther the technlcal skill nor the
capltal requlred to do thls.

Forelgn Investors such as InterCo and Worldwide dc. have the resources and
skills needed to reach thls goal. You are not agalnst forelgn Investors.
But you do agree that busliness flrms generally, and large ones In
particular, need to be watched. Thus, you are not agalnst forelgn
control over the resources. But you do want the right to review the
contract at will In order to keep the company honest. What Is critical !
to you Is the employment and tralning of local people.

You have been negotlating with InterCo and Worldwide for some time. The
general terms of an agreement between you and both companles have been
developed. Only three polnts of dlsagreement remaln with each. Flrst,
willl the company help develop your natural resources, and who wlll
control those Investments? Second, wlll the company traln and hlre local
people, or will It be free to bring In forelgners for skllled and
managerial jobs? Third, will the contract be reviewed from time to time,
and when?

You have come up with a 1lst of objectives wh'ch apply to your |
negotlations with both companies. These are the term: you want to get.
You have also, however, come up with a 1lst of fall-back positions.
These are terms you would be wllllng to accept If necessary. Dlscuss |
these objectlves and fall-back positlons and make certaln you understand
them before golng Into the negotliatlons. Remember, you can agree to
contracts with elther company, or both. You can reject both contracts.
But, you ame competing with Parazuela for these factorles. If you fall
to compromlse, you may lose them both!

A. Objectlves

| Natural Resources - your country to retaln majorlty
control of natural resources, with the capltal and
personnel suppllied by the forelgn investor.
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11 Personnel - within flve years, 95% of employees to be
nat lonals.

111 Contract Review - At your optlon, the contract may be
brought up for renegotlatlon at any time.

B. You have declded that the followlng concesslons may be made

1f necessary:

l You will agree to majorlity forelgn control, but not
to total forelgn control.

I Personnel - Extenslon of deadllne for achleving 95%
local stafflng up to ten years.

Il Contract Revliew - Contract may be brought up for
renegotlatlon at your optlon, anytime after 10 years.
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NEGOTIATING TEAM INSTRUCTIONS -~ INTERCO RESOURCES, INC.

You are members of Foreign Investment Division of InterCo Resources, Inc.
One of you will serve as the Director. This person will not participate
in the negotiations directly. But the Director will make the final
decision as to which contract to accept, if any.

Your company has been exporting into the Latin American market for some
time. But because of the Import duties, you are now seeking a contract
to build a factory in the region. You expect that in return for a permit
to building the factory, you will have to agree to ald the host
government In developing its natural resources. You need a steady supply
of natural resources for the future, so this Is agreeable. The terms of
your investment are still in question to some extent, however.

'Many provisions of the contract have already been agreed upon. Only the
. following three points of disagreement remain. But they remain points of

3

‘contention with both governments. First, how will ownership of the

"natural resource investments be broken up; will you be allowed to have

total control, or at least majority ownership? Second, will you be free'
+to hire anyone you wish for skilled and managerial jobs, or will you have
,to hire and train local people? Third, will this contract be open to’

‘renegotiation and if so under what conditions?

‘You have come up with a 1list of objectives which apply to vyour

'negotiations with both governments. These are the terms you want to get.
‘You have also, however, come up with a list of fall-back positions.
‘These are terms you would be willing to accept if necessary. Discuss
j these objectives and fall-back positions and make certain you understand

your objectives.

A. Object ives

| Natural Resources - you want at least 80% control of
natural resources developed, as InterCo will be providing
most of the capital and all of the technical staff needed.

i Personnel - you need the freedom to employ individuals
of whatever nationality in skilled positions.

(N Contract Review - contract to be reviewed only by agree-
ment of both parties, for 20 years.

them before going into the negotiations. Try to negotiate the best deal:
possible with both governments. Use the competition between them to get .
better terms. Then choose the contract which comes closest to meet Ing
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B. You have declded that the followlng concesslons may be
made [f necessary:

I Natural Resources - Jolnt Control (50/50)

11 Personnel - you will promlse gradual replacement of
non-Parazuelan employees, nothing more speclflc.

It Contract Review - unllateral review possible after
10 years.
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NEGOTIATING TEAM INSTRUCTIONS - WORLDWIDE PIPES, LTD.

You are members of Foreign Investment Division of Worldwide Pipes, Ltd.
One of you will serve as the Director. This person will not particlpate
in the negotlatlons directly. But the Director will make the final
declislon as to which contract to accept, If any.

Your company has been exporting Into the Latin American market for some
time. But because of the Import dutles, you are now seeking a contract
to bulld a factory In the reglon. You expect that in return for a permit
to bulld the factory, you will have to agree to ald the host government
In developing Its natural resources. You need a steady supply of natural
resources for the future, so thls Is agreeable. The terms of your
Investment are stll1l In question to some extent, however.

Many provislions of the contract have been agreed upon. But the followlng
three polnts of disagreement remaln. They are points of contentlon with
both governments. Flrst, how wlll ownership of the natural resource
Investments be broken up; will you be allowed to have total control, or|
at least majority ownershlp? Second, will you be free to hire anyone you !
wish for skilled and managerlial jobs, or will you have to hlre and train |
local people? Third, will thils contract be open to renegotlation, and If
so under what condlitlons?

]
|
You have come up with a 1ist of objectives which apply to your'!
negotlations with botih governments. These are the terms you want to get.§
You have also, however, come up with a 1ist of fall-back positlons.
These are terms you would be wlllIng to accept If necessary. Discuss |
these objectlves and fall-back positions and make certain you understand
them before golng Into the negotlations.

Try to negotlate the best deal possible with both governments. Use the
compet Itlon between them to get better terms. Then choose the contract
which comes closest to meeting your objectlives.

A. Object lves

| Natural Resources - you want majority (at least 51%)
control of natural resources developed. Worldwlde will be
providing most of the capltal and all of the technlcal
staff needed.

11 Personnel - you need the freedom to employ Indlviduals of
whatever natlonallty In skllled positions.

[RR! Contract Review ~ Contract to be reviewed only by
agreement of both partles.
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B. You have declded that the followlng concesslons may be made

1f necessary.

l Natural Resources - You are wllling to accept jolInt
control (50/50).

11 Pe'~onnel - you will promlse replacement of forelgn
emy. yees wlthin 20 vyears.

I Contract Revliew - Unll-*aral revlew posslble after 10
years.
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