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“For peace to be sustainable ...., it must take raoteconomic and
commercial opportunity and development”
U.S. Secretary of Commerce, William M. Daley
(Commenting on the Middle-East Peace Process)
Press Conference, MENA Economic Conference
Doha, Qatar, November 188, 1997

In a world which is becoming increasingly interoatl by nature, the role of
transnational corporations deserves closer scrititgrms of their effect on the political
landscape and socio-economic environment in thumtcies in which they operate. A
plethora of literature exists in this area, mosiyang into the role which these firms play,
from an empirical as well as purely descriptivend@oints. Economists in particular
have analyzed the issues from various perspectfv@sy applying the rationale of the
multi-plant firm to the phenomenon of transnatioaaderprises, to focusing on the firm’s
cost minimization decisions, to imposing the podit economist’s slant to the problem.
Of the different approaches used, the most favoureig@rms of theory perhaps arises
from the game theoretic stream. Despite the vastmed depth of the current literature, to
the author's knowledge, the potential capacity @ns$national companies from an
economic point of view to promote peace, has nobgen comprehensively handled in
any published document. This paper is aimed atiddting the arguments as to why
such business enterprises may be ideally suitélaetoole of “peace promoters”, and why
global stability is in the best interests of sucisibesses. As well, we embellish upon the
potential disadvantages which transnational congsamay have in undertaking tasks

which potentially lead to this end. Throughout tpaper, the terms “multinational and

! Examples of this genre are numerous includingegaitarte and Sugden (1994), Wendt (1993), and Gray
and Radebaugh (1984)



transnational” corporation will be used interchaalgg to refer to an enterprise that

controls and owns assets in more than one country.

In the most general of terms, this exposition maydivided into four main parts. The
first section pertains to the reasons as to whyt tnassnational companies would benefit
from stability and peaée In the second section, we examine the advantdgjehw
transnational corporations would have in promostapility and in direct participation in
the negotiation of peaceful resolutions to conflict Specific examples in which
transnational firms have been involved in conftiesolution are canvassed in the third
part of this paper. Furthermore, the much reiggfatomenclature of the so called “peace
dividend” is examined in this section, with partamuemphasis on what the Oslo Accord,
subsequent negotiations and the wider peace prdessseant to the ability of Israel
firms to do business with their Arab counterpaftse final section examines the possible
disadvantages which transnational companies mag ima@ndeavoring to negotiate peace

vis-a-vismore traditional inter-governmental peace brokers.

Transnational corporations, by their very naturpesiel on a degree of geniality in the
relations between the countries in which they dgerahis is even more poignant from
the viewpoint of firms which produce intermediateods in a different country from that
where the final commodity is assembled . In sudtaae, the resultant interruption caused
by a military incident, or in the extreme case @irywould be significantly detrimental to
this type of production process. It would indeed ibethe interests of this class of
transnational entities if friendly relations weraintained between the countries in which
production takes place. Even if the multinatioeaterprise were set up in such a way
that production in one country was unaffected bgt tim others, from a managerial
perspective, an imbroglio of problems relating twaia of command, and ultimately
direction would pervade if conditions were condecte conflict between countries in
which they do business. Often, it becomes imptss$dr the business entity to operate

under such political constraints. Examples of thédude instances where the government

2 An exception to this would be companies which prdmilitary weaponry



in one country legislates so as to deem it illdgal companies from that country to
operate in another, sometimes in a broad contexachfstries, but often in relation to
companies operating in specifically targeted aitéigi The United States in particular has
tended to exercise this form of legislative knecklapping as a means of compelling the
second country to comply with internatiohalishes, America’s trade sanctions against
Cuba being a case in point. This political stanas meant that American transnational
companies are effectively ruled out of such mafkéme could envisage that in such a
situation where economic sanctions have mairked, there would be a greater role for
business as intermediaries where diplomatic effuatse failed, especially in light of what

multinational firms potentially stand to lose liiese markets remain closed.

Aside from the interruptions to production and/@de as a result of conflicts on the
diplomatic or military front, there is a secondgea as to why economic enterprises in
general are not well served by either of the aboaeely as a result of the inefficient
allocation of resources. This reallocation of prctdie assets stem from three main
sources. Firstly, the military option as a meansegblving conflict would see productive
resources being utilized for the production of batequipment and the like ; resources
which if peace were to prevail would be used forrentraditional uses. Thus the
occurrence of military solutions to conflict, woulcthmediately see a reallocation of
resources in an economy towards industries thaseega to be instrumental to this end.
Secondly, the effect which war-time resource realflimn has, is not only felt for the
duration of the conflict , but inevitably changdse teconomic environment in which
multinationals must function after the guns areersied. New industries develop.
Companies which use militaristic technologies, spartant in times of war gain a
footing in the domestic and international marketaresult. In effect, the military

solution to conflict brings about significant chasgo the hierarchy of industries. Thus,

% The author notes that there exists a degree ptisism as to the extent to which the broader irational
community shares some of the United State’s viewdoathe ultimate aims of these trade sanctions,
particularly in relation to Cuba. However, this dosot alter the potential financial disadvantagectvh
American enterprises suffer as a result.

* For an interesting overview of the extent of tee of this approach by the U.S. Administration, ldaass
(2997)



for the basest of self-interested reasons, incainimeltinationals have a clear incentive
to promote peace because of what this potentialures reallocation may mean. Most
international incidents however do not become cdiwbdaovernight, and diplomatic

means are canvassed before it develops to sudiga. FEven so a political/diplomatic
standoff, if severe and prolonged enough createdinaate of uncertainty in which

transnational firms are forced to operate. Thiseuainty in turn creates distortions in
the ability of investors to value the firm. Hengeterms of at least the short-term health
of multinationals, a political crisis does not néethecome military in nature before it is
a source of concern, and firms have an inherestast in maintaining and promoting

stability, and peaceful resolutions to conflict &ese of this.

It can, and has been argued by sdthat the prevalence of the multinational firmshis
era of globalization significantly impacts on thewer of the state. Undoubtedly, the
phenomenon that is the transnational has incregssthture. The fact that the annual
earnings of some of these enterprises surpassass domestic products of some small
to medium economies, means that many hold a nagnifisant amount of power.
Whilst the importance of the multinational relatitee that of the state remains open to
discussion, these firms undoubtedly occupy auigosition in the global political
landscape. As such, when it comes to promotingtierosphere of global détente there is

much which the transnational can offer.

The most obvious attribute which the transnatiamaporation brings to the process of
resolving conflicts is proficiency in negotiatingsired outcomes. In order to sell their
product, firms undertake extensive research inéoltical market. Thus, in conjunction
with the fact that they operate within a broad d@robiethnic, cultural, and often religious
contexts, transnational firms are better able ndenstand and apply their skills in
negotiation relative to government emissaries beeat their on the ground knowledge.
Furthermore, due to the wide network of local hasses, government agencies and

political players which these enterprises potelytiedme into contact with, transnational



firms are ideally suited to facilitating negotiat® between business, governmental and
non-governmental organizations. Thus, it can bergesd that the expertise of these firms
in negotiation and mediation, coupled with locabkrhow stands them in good stead to
being mediators towards conflict resolution. A rgcexample of where a multinational
firm was able to succeed where the political algue failed is in North Korea where
Hyundai was able to enter into what traditionalfstbeen a hostile market through the

conciliatory efforts of Hyundai president Chungydungf .

Aside from the any skills which the multinationatri may possess in arbitrating

disputes, because of the economic and often palitiout which some of these possess,
one cannot ignore the influence which multinatioeaterprises hold as a result of their
sheer size. This would especially be the case wtherdransnational in question is a

major employer, and/or comparatively large relatvether firms.

A distinct advantage which the multinational as eage broker has over diplomatic
agents, is that on the whole, the political motad for mediating between two countries
would not feature as prominently as the economicsicterations. Regardless of the
philosophical arguments about what the normativeurgds for the advancement of peace
from the viewpoint of the firm are, the fact thetditional production theory puts forward

the maximization of profits as the primagison d’etrefor a business is in this case is an
advantage. The result is that the transnationadrpnse can be seen as a politically
unbiased adjudicator. A further consequence o$ tmarrow, albeit one suspects
predominantly accurate assessment of the multimate® goals is that although

multinationals may operate in a variety of courstritney are not necessarily affiliated to
any, beyond what their business activities woultaier. Although this promotes the

image of the multinationals as heartless instingjoit can be seen as playing a

politically impatrtial role in the advancement ofqge.

® Radice (1975), and Bina ( 1997) are just two eXamin this vein. Others which dispute this profiosi
include Boyer and Drache (1996), and Capling (1994)

® Source : Shin (1 1998)

" Refer to appendix (Model 1)for a simple model simgwhow population mobility affects a game with
simultaneous moves, and how this relates to théimatibnal corporation



On the governmental level, the obstacles which rbasbvercome when negotiating for
peace are of a political nature. Under the demicsgistem where governments go to the
poll every few years, issues of a particularly geresnature may not be handled in the
same manner as in the case where this electoraumizbility does not exit An
advantage which firms have over governments i tdspect is their longevity. In some
respects, this makes them particularly suited togobrokers of peace. This is due to the
fact that they do not have the same level of malitaccountability that governments
contend with. Thus, multinationals as peace brokeegsmore likely to have a consistent
approach to the process of advancing stability geate as they are uninhibited by the
electoral mechanisms that beset governments. Alatigthis, employees in these private
corporations are on the norm, tenured for a lomggriod of time than the term of a
government. Thus, there would not only be a uniftyin approach, but also consistency

in personnel when it comes to negotiating towand, @romoting peace.

Having analyzed the potential areas of expertisehvmultinationals are able to offer,
we now turn our attention to examples in which s$rational enterprises have had a
direct involvement in conflict resolution. One cdsepoint is the Caux Round Table
(CRT), an organization representing businesses tonope, North America and Japan
which promotes a greater sense of ethical respiisi among multinational
corporations through dialogue. It arose out of witatfounders saw as a need for a
resolution in tensions as a result of trade imbzdan Intimated in the organization’s
Charter as being a key objective is “seek(ing) atliress key global issues through
cooperative efforts with governments, other insitilus and local communities”. One
could conceive a similar role for individual mubiionals or collectively as in the
aforementioned example, in a wider political cohteather than in the strictest economic
sense. One way in which this nexus between econagtion and political change has

been realized was through the implementation of “Blivan Principles” by many

8 Whilst most populations would desire peace, disagrents may arise as to the means by which thibean
achieved. If serious enough, these can lead toukting of a government (as was the case with Rertesr



American multinationals operating in South Africaridg the Apartheid Regime. These
Principles were put forward in 1977 as guidelin@sthe way in which multinationals
could further the cause of the disadvantaged btackmunity, via the way in which they
conducted business. Ridiculed by s8ras being largely ineffective, it was hailed by
others for providing a clear set of standards byctv multinational corporations could

strive to influence the South African Administratd

There is a growing recognition of the way in whhalsiness partnerships and economic
stability can act as precursors to peace. This tkadCanadian government in the mid
1990s to establish “The Canadian Partnershipiaie sector led group designed to
encourage trade and investment relationships leetwaterprises in Ireland and Canada,
with the view of supporting the peace process wanemic means. Other examples
where business has demonstrated an understandihg whportant nexus between peace
and economic development is the Middle-East NortlicAn (MENA) Economic
Summits. Since the signing of the Oslo Accord, thes not only enjoyed Israel
participation, but has been more focused on progi@n economic underpinning to the

continuing process of building peace.

It is important to note that on the whole, the egben alluded to, where incentives by
business has lead to, or were designed to encofudter cooperation, have involved
more that one multinational working together. Thisran important point to make here
concerning the “free rider problem” in relation poomoting peace and stability on the
part of the multinational. Since these are not -tesd exercises, and the potential
economic benefits should one succeed are largege tie no incentive for one
multinational to take on the role of peace promateless it can be sure that it will
capture all of these benefits. Thus, in relatiorin® role which multinational firms can
play, the most economically logical vehicle forstho take place is through cooperation

between the economic enterprises themselves.

government in the Israeli elections of 1996) odleathreats/outbreaks of violence from those op@ds it
(as was the case with the Paisley led Democratiorist Party in Ireland)
9 Gray and Karp (1993) and Prakash (1993)



In this post Cold War era where in recent yeaaditional enmities have been eroded
somewhat through dialogue, there is a widesprealization that there are clear social
and economic benefits arising from peaceful outesthrough negotiation. Recognizing
the obvious vantage for business, peace is toutdtave an ensuing “dividend”. The
recent political headway in Ireland earlier thisuyes expected to reap economic benefits
long into the future. Whilst the peaceful developitsein this region of the world
provides further evidence that mediation can woher the politics of violence has
failed, it perhaps is still too soon to fully asséise economic and social impact of peace.
Instead, we will focus our attention on a negotatsgreement which predates the
aforementioned by nearly five years, namely théo@sccord. Specifically, we will
ascertain how the progression towards peace irMvildelle East, has impacted on the

ability of Israeli firms to conduct business witmis in neighbouring countries.

The Oslo Accord has been instrumental as a stegbamg towards peace, demonstrating
that discussion and mutual concessions can aclaigseaceful resolution. Establishing

this framework for discourse meant compromises ath lsides. For the Palestinians, it
meant recognizing Israel’s right to exist and reTmng terrorism as a means of achieving
political ends. On the part of Israel, there was dvowal of a possible Palestinian state.
Whilst the subsequent years have proven tumultuihese is the recognition on both

sides that now that it has started, the processatagasily be terminated. Despite the
political obstacles and pitfalls, economically,sttagendum has proven beneficial to
Israeli firms which now have access to new markietsthermore, the extension of the
Middle East peace process beyond the Israeli-Egyptlialogue has seen Israel’s
national income “some $12 billion larger than theguld have been without the peace
process®.. Moreover, there has been in the years subseduetite Oslo Accord, a

marked increase in the amount of investment irPddestinian-controlled territories.

19 paul (1989), Marzullo (1986), de Villiers (1988nd Weedon (1986) are some arguing this lattert poin
1 | apidot ( 1998)



Whilst the Oslo Accord and subsequent agreemergsnod guaranteed the end of
violence in the Middle East, it has gone some wayrbviding a framework through

which stability and closer economic cooperation rhayattained in the region. A notable
example in this process has been the overall ivgonent in relations between Israel and

Jordan. Since the 1993 signing of the Israel-Joldammon Agendathere has been

greater cooperation not only on the political frdmiit also in the economic arena. This
economic relationship encompasses areas as broadtas and resource management,
tourism and transportation. The Arab boycott of pamies which conduct business with
Israel, effective since 1949, also has, to a langent been laxly enforced since these
visible signs of progress towards peace in the Midighst. It has been estimated that in
1994, there was a welfare gain of $89 millfodue to the less stringent application of the
boycott in the automotive industry ; a result o¢ theadway made in the peace process.
Furthermore, there has bee a positive impact enntimber of companies willing to

invest in Israel, as a result of the looser enforeet of the boycott.

The Arab boycott of companies which conduct businegh Israel is an example of
where multinationals by and large have been, aadneffective in bringing the parties
to the negotiating table. In this case, where tbgcott was enforced over a number of
countries, and where the potential loss by complyith the boycott was relatively small
in comparison with the alternative, many multinatits chose to exclude themselves
from the Israeli market. This highlights three loé tmajor disadvantages of transnational

corporations as peace brokers over governmentgnglawhich we will now examine.

Ultimately, the role of the firm is to maximize giit, and whilst this aim may be
furthered by negotiating and promoting peace latirely simple, two agent incidents,
the contribution it can make to multi-party, moremplex scenarios is limited. The
reason for this is that the latter will tend tornere costly to facilitate, and the narrow
objective of profit — maximizing firms may not best served by such a role. Instead in

these cases, inter-government discourse may poole the best method of negotiation .

12 Fershtman and Gandal (1995)



The reason for this is that governments want taezeha broader range of goals than
those which encompass the ambit of a businesspeisier Thus , the cost of peace
promotion between more than two countries, whilsteptially great for a single

government, are more likely to be consistent whig policies of government rather than

the narrower objectives of business.

Despite the growing stature and power of thesesfirthey are still obliged to operate
within the legal milieu given them by the governmeh the host country. Whilst the
debate rages as to the power of the multinatioredus that of the State, the fact that
former do not have direct legislative power meahnat twhilst they_canaffect the
environment in which they operate, ultimately, tegal context in which this occurs is
the State’s judicial prerogative. This was the casi the Arab boycott in that it
encompassed such a large market and involved alegitypof issues, that firms were to

a large extent unable to impact upon it.

An obvious disadvantage which firms as peace bsokawve in comparison with their
governmental counterparts pertains to the broacrsghof influence in which they
operate. Whilst the multinational is a powerfuligntand recognition must be given to
the role which economic cooperation can play indileg to broader understanding
between countries, its domain of influence is tigfkoeconomic considerations. Important
as this is, at times it is not enough. For instambere the problem between parties is of a
largely political/religious nature, the firm may tnprove to be the best vehicle for
solutions, as is the case in the Middle East wipetiical solutions were reached first,
and as a result paved the way for economic codparain short, one cannot expect

economic solutions to always apply to non-econdmjzasses.

Transnational corporations have much to gain frgmrating in markets where peaceful
conditions prevail. Furthermore, they possess anteattributes which make them ideally
suited to assuming the role of being promotersezfcp and facilitators of negotiations

towards greater global stability. Due to the natafethe way in which they conduct



business, multinationals not only enjoy a signiiickevel of proficiency in negotiation,
but also possess knowledge about the cultural esmécthe societies in which they
operate. The traditional objective of profit-maxaaiion for firms in its role as peace
advocate is important, as multinationals to a lagent can be seen as being apolitical.
Despite these factors, there remain limits as eégoittential effectiveness of transnational
firms in engaging in such a task. It has been nttatithe most common way in which
firms have advanced peace in the past, and indeedmost economically logical
approach, is by working in tandem with other cogbions. By doing this, they share the
costs of such an exercise and to some extent, acémuthe free rider problem which
would exist if this process was undertaken uniddheiby a firm. Multinationals, whilst
powerful in  many respects, are limited to advagadeonomic solutions. In instances
where settlements can be reached only after mlitthanges are implemented, the
transnational firm will be largely ineffective iesolving conflict. Whilst advantageous in
that it can be seen as being unbiased because pfofit-maximization as the prime
motivation for a firm provides a very narrow setadijectives. Whilst most transnational
businesses would desire peace, they can work tb ancend only within the broad

context of the above constraint, and within theldgamework of their host countries.
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Appendix

Model 1

We will use a simple game theoretic approach tomexa the way in which the
international mobility of population will affect ¢htendency of countries to go to war. We
apply the resultant findings to the case of the enoents of business. We use a two
country model in which there is autatRyWe assume however that the mobility of
people between national borders is possible. Usirgmple framework, we ask the
guestion as to the effect which this would havetlmn equilibrium with regards to war

and peace.

TheModd

There are two countries (C1 and C2) , each produainumber of commodities which
are not traded, but consumed domestically. At thgiriming of each period of time (t),
Nature makes a move which determines whether donditare conducive to wWér

When this is the case, it is up to the governmérdgach country to decide on the best

13 This assumption is made for simplification, sirlce aim of this exercise is to demonstrate oneipless
way in which the movement of ethnic and familiabgps, rather than commodities will have on the
tendency of countries to go to war.

% This in reality could be due to a number of fastmcluding the refusal of one of the parties thexd to

an international treaty and so forth.



course of action given the likely payoff from eambentuality. We shall more formally

define this decision set () as the strategy of both governments, given thgregate

utility function of the community as a whole as & what it believes that the other

country will do.

Notation

Dj* is the decision set which defines the best stgater the government given all the
available information, (where j =1,2)

Qmj Is the amount of commodity m produced in countrfhere m = 1, 2...M and
j=12)

Xmj is the amount of commodity m that is demandecbimtry j, (where m =1,2...M
andj=1,2)

ojs shows the “concern parameter” which somebodyauntry j has for his/her
individual ethnic. In the case where there is riermational mobility, j = s. In the case

where this mobility isallowed, j and s need not be equal

Assumptions

- It is assumed that people of the same natioretlitgicity maintain a filial affection for

one another (A1)

From the assumptions we have made thus far adatarky, we formalize this by
assuming that

- Qmj = Ximj (Wherem =1, 2 ....M, and j =1,2) (A2)

- We assume that prices in both countries areiickdnt (A3)

The decision set (D(.)) is empty when Nature decides that conditiame not
conducive for war (A4)

Both countries make their decision about whetbego to war simultaneously. Thus
this process by one party does not enter the irdtiom set of the other (A5)

It is assumed that the payoff for each countrthes aggregation of the utility of the

population given a certain outcome



We begin our analysis by examining the factors whiapact on the aggregate utility of
the two nations. This national utility function seown below for both countries to be a

function of set G as well as the safety of the pafan’s individual ethnic groupingd).

Uy = R[G: (.),014 (Eq 1)
Uz = R[G: (.), 02 (Eq 2)

The Case with No International Mobility

Given the utility function functions of both couies, we can describe the payoff matrix

for both countries as that which is shown below :

Fig Al.1
Cc2
war peace
war a,a d, -c
C1 peace -c, d b,b

(payoff: C1, C2)

In the case where there is no international mabilitterms of the population, it since
there are no filial ties between the populationsheftwo countries, we assume (and it is
fairly logical to infer) that a < b < d. Given ghpayoff matrix, it is clear to see that the
Nash equilibrium occurs at the top left hand comfethe matrix’ . In fact the dominant
strategy in the case of both countries would bgotto war.

The Case With International Mobility

Let us now examine the way in which the mobilitypofpulation impacts on the payoffs
in this simple model. The payoffs with internatibneobility are shown below, where (*)

denotes the payoff for each outcome when internatimobility is allowed

!5 Note that even if a < 0, as long as a < ¢ ( aomsle inference to make), this equilibrium holdaing
the dominant one



Fig A1.2

C2
war peace
war a*,a* d*, _C*
C1 peace -c*, d*| b*b*

(payoff: C1, C2)

Given our assumptions about the aggregate “coramameter” @) and its ties to ethnic
grouping, we can say that a < a* , and that b*% Given this, in order for the dominant

strategy for each country to change from that of,wa peace, it is sufficient that

|a*| <|c*| .Note that whilst the same result could be atiif there were altruism on the

part of a segment of a population of homogenohlsigty, as long as one accepts (Al),
there will be the tendency for internalization mstmanner to lead to a more peaceful

equilibrium.

The same argument can be used to contend thgpuflggion mobility were replaced with
mobility of firms between the two countries, thevél be the tendency for this type of
interaction to lead towards peace rather than wbalthe case if firm mobility were not
allowed’. The result rests on this element of concern frirational firms towards their
home countries as well as the amount of politibalitcthey have with those who make
the decision (in this case, the government). N this “concern” need not stem from a
selfless sense of altruism. The result would Bbld if o; were a measure of the anxiety
which a firm may feel over a decrease in the pdmigrom the point of view that they

lose a segment of their market.

16 The effect of this on d* and c* are ambiguous. lduer, one may speculate that the likely tendency
would be for d*<d, and c*<c, facts which suppor #nsuing contention

" The type of firm’ alluded to here is not perhaps typical multinational enterprise, given the giigity

of the model and the assumptions made about autddwever, an analogous example could be the case
where the an established firm in one country id $ola foreign enterprise, holding other assumpgtibie
same.






