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Foreword

This is a timely book on an important subject, namely, the effects of
foreign direct investment (FDI) and the operations of transnational
corporations (TNCs) on the innovation systems of host countries, in
the case of this book, the BRICS countries. The five country case stud-
ies provide abundant material, which the introductory chapter starts to
synthesise. The emergence of the BRICS countries has already changed
deeply the economic and political configuration of the world and it
will do so increasingly. However, in the area of science, technology
and innovation (STI), a gap remains with the advanced industrialised
countries. On account of the course taken by the historical develop-
ment of the world economic and political system, notably since the
18th century, these countries possess highly-developed innovation
systems. They also remain by far the main source of FDI and are home
to the large majority of TNCs. Only Japan in the 1960s and Korea in
the 1980s succeeded in rejoining in these respects the industrialised
countries of the North Atlantic.

Before coming to the current objectives of FDI and the technology-
related strategies of TNCs, it may be useful to recall the recent and
present economic context and the specific constraints under which
those seated in the industrialised countries of the North Atlantic are
operating. This can help to understand the way they approach their
operations in host countries. Since the 1990s, the setting of FDI has
been that of a long term slowdown in the rate of growth and the
rate of investment of Organisation for Economic Co-operation and
Development (OECD) countries as well as of changes in capital owner-
ship leading to contemporary ‘corporate governance’ and the rule
of shareholder value maximisation. In the United States, the change
in ownership favoured large institutional financial investors and
has given an important say to financial fund managers in corporate
policy. In Europe, change came through the extensive privatisation of
corporations previously publicly owned and government controlled.
Increasingly, the operations of quoted corporations have been subser-
vient to the imperatives of shareholder value maximisation. The 1990s
also saw the growth of public and then of consumer and mortgage
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debt and thus the rise of interest-based financial income. In toto, the
story, from the early 1990s on, has been one of growth of dividend
and interest income at the expense of reinvested profit and, most of
all, at that of the salaries earned by the overwhelming majority of
employees and workers, including those engaged in engineering or in
research activities. The primacy of financial accumulation and a top
heavy financial system triggered off a string of currency and financial
market crises which began in the periphery before moving in 2001,
with the dotcom crash on NASDAQ to the heart of the system. The
accentuated recourse to debt-led growth after 2002 fuelled a housing
and construction boom itself artificially supported by the fabrication
and marketing of evermore sophisticated but finally worthless securi-
tised assets until the whole macroeconomic and financial configuration
ran into the wall in 2007.

The world economy taken as a whole has not yet emerged from the
global economic and financial crisis triggered off in August 2007 by the
international contagion of the United States’ mortgage-backed asset
market collapse. The subprime junk asset crisis transformed itself in
2008 into a dramatic liquidity and solvency crisis of major Wall Street
financial institutions that threatened to pull down the entire world
financial system and led to a sharp fall in world trade and employ-
ment. Some countries, notably BRICS, managed to weather off the
2009 recession successfully. Nonetheless, to differing degrees they
have finally all experienced its very negative impacts. With regards to
the industrialised countries, nearly six years after the start of the sub-
prime debacle, the United States, which stood at the epicenter of the
crisis and was the initial seat of the world recession, and the member
countries of the European Union (EU) and in particular the Eurozone
which bore the brunt of its impact, are still experiencing either very
slow growth or outright recession. The reason for this, put in a nut-
shell, is the clinging-on by these countries to the finance-dominated
accumulation regime and hence the priority given to creditors and
rentiers and the restoration of debt-led growth. In the EU countries
with particularly high levels of public debt, governments have chosen
(the United Kingdom), or been forced (the Southern, Balkan and Baltic
EU countries) to enact ‘shock strategy’ austerity policies.

In this context of low growth and quasi-recession, TNCs can only
satisfy shareholders and help keep stock markets remain reasonably
buoyant they must globalise more than ever their operations outside
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the OECD. Thus, in 2012 China and Brazil were respectively the first
and third recipients of total world FDI. FDI can be seen as pursu-
ing three main types of objectives: access to and control of natural
resources, notably minerals; access to markets; finally, access to pro-
ductive assets of different types. In industries where host countries
have started building scientific and technological capacities in given
sectors, their access will be targeted through acquisitions and mergers
(TNCs’ preferred route) or otherwise through joint ventures.
However, today, perhaps the most prized productive asset targeted
by TNC:s are educated and skilled personnel, be they on-site workers,
engineers or researchers available for employment at lower and
often much lower salary levels than in TNCs’ home countries. In the
context of financialisation, productive-asset seeking FDI targeting
human resources has taken the form of export-oriented offshoring
and outsourcing.

Within this breakdown of FDI objectives, innovation-related
investments and research and development (R&D) outlays made
by TNC:s are of two types. The first are the ones considered neces-
sary for properly satisfying domestic demand in a context of strong
global-local oligopolistic rivalry with other TNCs and possibly of
competition with host-country domestic firms to the extent that
these are allowed and helped to grow in size and increase their own
technological competence. R&D aimed at adapting products or pro-
cesses to local conditions may provide knowledge that TNCs can
then diffuse with their global group structures. The second outlays
are those where TNCs aim at maximising the benefits of offshoring
by integrating local technological assets into their global corporate
R&D network. The enhancement of host country National Systems
of Innovation (NSIs) has never been a concern of TNCs. It is estab-
lished that when their presence is not overwhelming, they can spur
domestic firms’ efforts to improve technological competencies. But
otherwise, as the country studies in this book show quite well and
as the introductory chapter stresses in its final sections, concerted
measures by host governments and domestic firms are required for
maximising the possible contribution of TNC:s to the strengthening
of the National System of Innovation as well as for offsetting possible
negative effects of their presence such as crowding out and mono-
polising demand for very skilled personnel. The use by host countries
of all available political and legal devices available in order to protect
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strategic industries, just as many of the industrialised countries do, is
only legitimate national behaviour. It can also represent the general
interest of the majority of the people of our planet. This is why I hail
the decision just made by the Supreme Court of India against a major
pharmaceutical TNC. This ruling defends genetic drug production
and raises a barrier against the spurious patenting of products with
exactly the same therapeutic properties.

France Francois Chesnais
April 2013 Former Professor of Economics,
University of Paris 13



Preface

This series is the result of a collaborative effort of several people and
institutions. The contributions presented here consolidate the find-
ings of the project ‘Comparative Study of the National Innovation
Systems of BRICS’ sponsored by the International Development
Research Centre (IDRC). The project is rooted in a larger research
effort on BRICS National Innovation Systems being developed in the
sphere of the Global Research Network for Learning, Innovation and
Competence Building Systems — Globelics. The Globelics initiative
on BRICS brings together universities and other research institu-
tions from Brazil, Russia, India, China, and South Africa. It seeks to
strengthen an original and less dependent thought, more appropriate to
understanding development processes in less developed countries.

First and foremost, we would like to thank Professor Bengt-Ake
Lundvall, the coordinator of Globelics, who supported and promoted
the BRICS project from the outset in 2003 and organised the First
International Workshop of the BRICS Project in Aalborg, Denmark,
in 2006. Without his leadership and enthusiasm the project could not
have taken off.

We owe special thanks to project researchers and coordinators for
their engagement in project activities and accessibility which helped
overcome difficulties that naturally emerge from the geographical
and cultural diversity of BRICS. We are also very grateful to the
ones who provided the necessary administrative and secretarial sup-
port allowing the good performance of the project, especially Luiza
Martins, Fabiane da Costa Morais, Tatiane da Costa Morais, and
Eliane Alves who helped in editing activities and whose support was
crucial for formatting book manuscripts and organising tables and
figures. Max dos Santos provided the technical IT support for the
research network.

The core ideas analysed in this series were discussed at interna-
tional seminars organised in Brazil (2007), South Africa (2008), India
(2009), and Brazil (2009) under the auspices of the BRICS Project,
gathering scholars, academics, policy makers, businessmen, and civil
society representatives. Our understanding of this complex theme has
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evolved considerably thanks to constructive criticism from the seminar
participants. We are grateful to them as well as to all other people not
named here who also helped in the implementation of the project.

None of this work would have been possible without financial
support. The support given by the IDRC was essential for the comple-
tion of this project and we are very obliged to them and their staff
for their support. We would especially like to thank Richards Isnor,
Federico Buroni, Gustavo Crespi, Veena Ravichandran, and Clara
Saavedra. We are also grateful to Bill Carman, IDRC Publisher, for
the technical assistance provided in the preparatory work that led to
this publication.

Supplementary grants were received from various agencies of the
Brazilian Ministry of Science and Technology, especially the Studies
and Projects Finance Organization (FINEP) and the National Council
for Scientific and Technological Development (CNPq). In particu-
lar, we would like to thank the General Secretary of the Ministry of
Science and Technology, Dr Luiz Antonio Elias, and the President
of FINEP, Luis Fernandes, who have given enthusiastic support to
the BRICS project since its inception.



