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Stone gateway at Wat Phra Sri Rattanamaha That,
Sukhothai.

The gateway of the enclosure around the sanctuary tower at Wat Phra Sri
Rattanamaha That, Sri Satchanalai district, Sukhothai, north-central
Thailand, is built of laterite and carries stucco ornament from the 13-14th
centuries A.D. .
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THE ROLE OF MULTINATIONAL
CORPORATIONS
IN THAILAND

A paper by
Mr. B.A. Coe
(Chairman, Shell Companies
in Thailand)
(Chairman, British Chamber of
Commerce, Bangkok)

Presented at a seminar organized by |

Thammasat University
on Saturday, 7th July 1984
at
Asia Pattaya Hotel
Thailand

In introducing my paper
I will attempt a definition of
Multi-National Corporations,
or as they are called in the
United Nations, Trans National
Corporations. (For the purpose
of this paper MNC & TNC are
interchangeable). The defini-
tion is important as there is
often misunderstanding as to
what is meant by an MNC --
and debates about them can
thus quickly become sterile
as one party talks about “ap-
ples” when the other really
means “pears”.

Mr. B.A. Coe

Chairman of The Shell Companies in Thailand

“An Investor’s Point of View”

definition that my

paper is based up-
on and which 1 understand is
almost agreed in the United
Nations is --

“An enterprise in two or
more countries, regard-
less of legal from or field
of activity”.

You will note there is no
restriction on size, on activities
or on base country.

Therefore under this de-
finition not only is every form
of manufacturing and mining
embraced, but also are banks,
firms of accountants, insurance
brokers, airlines, shipping lines,

trading houses. etc.. while the
base countries of operation can
include not just the OECD mem-
bers, that readily spring to mind,
but also OPEC countries, com-
munist countries and countries
in the so called Third World.
To be even more specific
an MNC could be not only a
Japanese car firm, an American
oil company or a Swiss pharma-
ceutical enterprise, but also the
Narodny Bank of Russia or the
Chinese National Shipping line.
Looking more closely here in
Thailand, the Bangkok Bank,
and Thai International Airways,
would be just two examples of




An enterprise in
{Wo or more countries,
regardless of legal form
or field of activity.
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MNC's based in this country.
Professor Dunning of Reading
University has recently suggested
the world has 12,000 MNC's,
they account for 30% of the
Free World's GDP and 75% of
world trade.

Now within such a broad
detinition of MNC's, there has
to exist a range of cultures,
skills, aspirations and manage-
ment styles and philosophies,
as to make generalisations about
them difficult, if not impossible.
But not withstanding that [ will
still try nevertheless and put a
point of view this morning of
the MNC investor. But with the
special focus on Thailand in
this conference, it might be ap-
propriate for all of you here to
think of MNC's as being synoni-
mous with Foreign Investment.
The reason is that | would think
that the great majority of Foreign
Investment in Thailand today
stems from Multi-Natjonal Cor-
porations.

But before looking at the
situation in Thailand today I
think we must first look at the
world background for MNC's
by definition are international
and investment by MNC'’s is a
part of the growing pattern of
international trade vital to the
health of the world’s economy.
What does the Multi-National
Company see today around the
globe? What are MNC aspira-
tions?

I Y jrstly, [ think | can
say confidently,
there exists today a desire and

an intention by the MNC to in-
vest overseas. In a poll of over

50 MNC'’s recently, one in five
said that they planned to raise
direct foreign investment by 25
to 50 percent in real terms in
the next five years, and more
than half of them expected in-
creases of up 25 percent in real
terms. The World Bank esti-
mates even sironger flows of
direct private investment into
LDC's and I believe their-figures
give increases of 11% per an-
num for the next ten years.

S econdly, | believe
the MNC investor
sees in the World what he would
classify as a more balanced view
of himself. He is no longer seen
as the wicked wolf, dressed all
primly, getting into bed with
little Red Riding Hood, the
Developing country.  Many
states have less apprehension
today, and are opening their
doors wider, to the MNC inves-
tor. I believe it has been help-
ful that voluntary Codes of
conduct for MNC’s have been
largely agreed in the United
Nations,and such codes, | might
add, cause very few problems
for most MNC'’s. Overall the
MNC is being made more wel-
come, and the emotional criti-
cism of the early seventies has
given way to a more objective
assessment.

hirdly, we can see

some disenchant-
ment in the Developing World
over State borrowing from the
International Banking System
(and 1 might add vice versa).
Projects, financed wholly by
governments in this way, have




had to pay back principal and
interest on a timetable, that dis-
regards commercial success or
failure, and today the LDC's
pay more back into the Banking
system than they get out of it.
Compared to this, equity invest-
ment by foreign investors has
had to be commercially success-
ful before any dividend could
be remitted, and non-remittance
does not bring the men from
the IMF knocking on the door
with a few suggestions on how
to balance the budget.

F ourthly, the invest-
tor sees some re-
covery in the World Economic
System with a number of coun-
tries once again showing signi-
ficant growth -- although this is
I admit very varied in pattern,
and uncertainties are still
around.

These four points I have
picked, augur yell for at least
the short term future of foreign
investment, and the climate is
better now than it has been for
a number of years. But we
must remember one very impor-
tant development that has ad-
versely affected the investor.
His confidence has been badly
shaken by the disturbances in
the economic system in the last
four or five years and the turmoil
has caused a number of previous-
ly very attractive countries to
drop position significantly in the
league table of popularity. I
won't name them but I am sure
you could think of some of
them. The investor has there-
fore become cautious and selec-
tive over his forelgn ventures --

he is ready to invest, but not
just anywhere.

Against this background
what are some of the criteria
MNC’s would use in making
their choice.

Obviously one essential
element is that the investor must
see the commercial opportunity
for his venture to flourish. He
wants access to a market for his
products or services, and pre-
ferably a market that is expand-
ing strongly.

A nother major factor

would be the his-
tory of the host country in respect
of foreign investment, and in
this respect the stability of poli-
cies, and the consistency in their
application would be taken
strongly into account. The
existence of any clear statement
by the government of what it
wants in any particular field
would also be helpful. If there
has been in the past what the
investor considers as “fair”
treatment, and consistent poli-
cies, without for example, wild
swings in taxation levels and
changes in the systems, the
investor will have many misgiv-
ings removed and be well dis-
posed to examine and tackle
other questions important to
him.

He would for example
look at the mutuality of intetest
in his project between himself
and government. This I raise in
respect of likely government
support required to overcome
the problems that inevitably
arise when the investment is in
its early days. If the government
have a strong mutual interest

the famous “hassle” factor could
well be reduced.

This “hassle” factor is
difficult to define but is neverthe-
less important to investors. It
in general, covers the broad
question “how easy is it to do
business”. It can include the
efficiency of the telephone and
postal systems, the infrastructure
in the country, attitudes of Gout.
officials, the need for permits
and controls and so on. [ certain-
ly personally know of instances
where potential major investors
(in another continent) have
quickly abandoned projects
because of “hassle” in the early
days.

A further area of interest
to an investor, and one often
receiving much publicity, covers
the taxation advantages and/or
the financial inducements avail-
able to him. There are a wide
range of these covering tariff
barriers, income tax concessions,
low customs dues, cheap factory
sites and so on and I must con-
fess that there appear at times
to be competitions amongst
countries as to who can offer
something new & different.

How would the MNC
investor rank just these few but
key areas, which I hasten to
add are by no means exhaustive?
Given the range of activities of
MNC's there is no one answer
as each investor will have his
own needs and perceptions, but
it is worth stressing that in any
ranking, it is likely that the finan-
cial inducement and incentive
aspect, will be someway down
the list. More important would
be a history of consistently
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...The MNC in-
vestment seen in Thai-
land to date has been
successful and most,
if not all, of them
would say that Thai-
land’s record of treat-
ment of foreign invest-
ment has been overall
a fair one.
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applied taxation, rather than
an offer of special taxation levels
as an incentive. [ think that
many foreign investors do not
seék, nor want, unique privileges
or incentives which are normally
temporary in nature, vis-a-vis
local investors. These can create
friction and strains locally, and
cause jealousy with existing
enterprises. All of this could
well be harmful to a new venture.
But at the same time the MNC
would not wish to be discrimi-
nated against. They would like
to make an investment; robust
enough to withstand the normal
local pressures of the environ-
ment, on equal terms with the
local investor. The MNC is not
looking for the “quick buck” --
they see themselves as long term
and responsible investors and
re-investors around the world.
Short term financial inducements
are just as they say -- short term.

L et us now, having
spent a little time
on looking at the global climate
for investment, and the aspira-
tions of the investor, look more
specifically at Thailand, and the
general comments | will make
are not just personal observations,
but are also based on conversa-
tions and discussions | have
had with various colleagues
and friends in Thailand.

Very importantly | believe
that one can say that the collec-
tive view is that the MNC invest-
ment seen in Thailand to date
has been successful and most,
if not all, of them would say that
Thailand's record of treatment
of foreign investment has been

overall a fair one. This is most
important.

The economy of the
country continues to grow strong-
ly and this growth looks set to
stay for some time. This means
there are many expanding mar-
kets within it that should be attrac- |
tive to new investors.

he Government

has taken a public
stance of welcoming foreign
investment and is in principle at
least committed to the market
economy, although there are a
number of controls restricting
its working at the freest levels.

By and large I think the
general view is that policies have
not in recent years been subject
to wild changes and in most in-
stances there has been consis-
tency in their applications and
interpretation. Thailand is a
conservative country and change
occurs only after careful delibera-
tion. Generally a very pragmatic
approach has been taken by govt.
to most situations including
investment.

Foreign exchange regula-
tions have been sensible and
not restrictive, and financial
policies have been sound, even
cautious, and Thailand is high
on the Bankers list of potential
and attractive borrowers.

So is Thailand then the
perfect haven for the Foreign
Investor? Does he have no
complaints and are there no
areas capable of improvement?
Perhaps if we turn to the “mutua-
lity of interest” and the “hassle”
factor we may see a picture that
is just a step or two short of




perfection, but let me first
digress for a moment.

It is a common fault

throughout the world, to talk of
“Government” as though it was
one, large, like minded, consis-
tently thinking centrally directed,
homogenous body. Of course
no government, any where, is
like that. Governments are
made up of ministries, departments
and individuals. To lesser or
greater degrees, there are for
example, individual views in
Cabinet, there are departmental
and there are
personal ambitions. Thus when
we say government want to
follow a particular policy, e.g. “to
encourage foreign investment”,
-- there are likely to be many
variations on that tune heard
from the many areas of govern-
ment. Some of the variations
may be so different as to sound
like another tune completely.

And Thailand is no ex-
ception. There are many mani-
festations of govt. including
authorities handling price controls,
taxation, immigration, customs
and policing, never mind those
“dealing with licences and per-
mits to build, to sell, to store,
to transport, to own to operate,
to employ and so on. In a
word there is the “bureaucracy”,
and here in Thailand it is signifi-
cant.

jealousies,

The new investor to Thai-
land will discover all this quick-
ly enough and the “hassle” factor
suddenly becomes higher than
he first expected and he may
be dismayed. For many new-
comers this is a common expe-
rience while the system and

environment is being under-
stood. Wiser and older hands
find the bureaucracy less excep-
tionable, and understand the
why it
perhaps exists in its current form,
and how to live with it, and
work with it. However, any
reduction in the degree of bureau-
cracy would undoubtedly be
welcome, as the “hassle” factor

history and reasons

would be proportionately re-
duced. [ know it is difficult for
government to accept, but the
minimum of intervention and
the maximum of deregulation
would be warmly welcomed by
all investors.

And if | speak personally
I can say that where the govern-
ment has a strong and clear
“mutuality of interest” with an
MNC investor, such as in the
exploration and production of
hydrocarbon, the “hassle” factor
can be quickly reduced to a quite
acceptable level.

Apart from “hassle” I
believe one other major area to
emphasize in Thailand is that of
a need for a clear explanation
of the rules and consistency in
applying them. This above every-
thing else is the investors most
significant concern. What does,
and will, government want
from the MNC and will it be un-
changing? The enterprise can
try to control its operating costs
& budgets, it can try to estimate
market size, it can make a guess
at exchange rate movements
and generally practise good
commercial management. If
however the “rules” exist but
remain unwritten, or are unclear
and open to many interpretations

then the best commercial manage-
ment in the world will shy
away. If both parties make clear
at the onset their aspirations, .
then the rules can be fully and
properly drafted and later change
to correct “misunderstandings”
should then be unnecessary
and unlikely.

would like to turn

now to the probable
changing nature of MNC or
foreign investment in Thailand.
Until a few years ago much of
the MNC investment was in the
form of small to medium sized
projects, varied in nature. But
there has been a change more
recently. With the oil and gas
exploration and production, oil
refinery expansions, fertiliser
plants, the Eastern Seaboard
petrochemical project etc. we
have got'into the league of large
and often high technology invest-
ments. Furthermore the investor
is, in many of these projects,
coming close along side the
government in the form of mixed
government/private sector
Joint Ventures. These dJoint
Ventures are something of an
unknown quantity for the MNC
investors in Thailand, as there
is little history of them here. For
any J.V. to work, there must
be a mutuality of interest and a
reciprocal understanding between
the participants, but the investor
has no record to examine to
see if this has been the case in
Thailand.

These large projects may
well require large Multi-National
Companies as the investor,
and many people in government




are frightened or apprehensive
over the size and apparent
power. [ would like to reassure
them. A large MNC is as much
subject to the laws of the land
as asmall MNC. Indeed the
large MNC has a worldwide re-
putation to lose by misdeeds,
dislikes confrontation and is
more likely to be scrupulous in
observing the rules. In fact I
believe MNC's see government
with all the teeth and the power.
After all if government disap-
proves of the MNC, or considers
the benefits as inadequate, the
government can react in many
ways. There are punitive fiscal
measures, the withholding of
permits and licences, or just creat-
ing new regulations, and there
are others. For the multinational,
its relationship with govt. is
absolutely vital to its ability to
do business. It is then little
wonder that MNC investors
readily follow guidelines set out
in a code of conduct that is not
normally imposed on local invest-
ment, or that in general they
pay more taxes, higher wages,
train more, avoid corruption,
reinvest and generally do all
those things virtually all govern-
ments seek.

Let me know try in con-
cluding this paper to summarise
some of these thoughts of an
MNC investor looking at Thai-
land and elsewhere in the
world.

Reasonable expectations
on both sides must be met. The
host country can expect the Multi-
national to abide by, and respect,
its national laws, regulations
and practices. The Multi-national

will be expected to have well-
thought-out standards of manage-
ment policy and practice in such
fields as health, safety and enui-
ronmental protection - standards
at least as high as those of national
companies (and often they will
be better). The host country
can also except to benefit from
the corporation’s competence,
efficiency, technical and manage-
rial know-how and willingness
to undertake long-term invest-
ment in a socially responsible
manner. In fact MNC’s are
strong reinvestors of profits back
into the business that generated
them.

In turn companies are
likely to invest where there is a
reasonable degree of economic
stability, consistent fiscal and
tax regimes, a reliable labour
force, only a modest amount of
“hassle” - and overall, equitable
treatment vis-a-vis national
companies.

In this increasingly inter-
dependent world, I believe that
the Multi-national corporation
is a phenomenon born of neces-
sity and bred to efficiency. As
an economic and organisational
unit it makes good sense, not
least because it brings many
mutual benefits. The contribu-
tion of Multi-nationals todate in
Thailand is based on a good
foundation and a record of
satisfied aspirations. | believe
that contribution to be construc-
tive; I hope it will be long-lasting,
and above all beneficial to all
concerned, and that the many
opportunities for MNC's in the
future will have a similar story
to tell. O
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OIL PRODUCTION LEAGUE TABLE

Two countries were responsible for 40 per cent of world oil production in 1983. Marginal
increases in output by the USSR and the United States were more than sufficient to maintain their

standings as the first and second largest producers respectively.

The following table indicates how production has changed over a four year period.

Top producers of oil and natural gas liquids

1983 Million b/d 1979 + Million b/d
1. USSR (1) 12.34 1. USSR 11.75
2. United States (2) 10.23 2. United States 10.21
3. Saudi Arabia® (3) 5.04 3. Saudi Arabia® 9.56
4. Mexico (4) 292 4. Iraq® 3.49
5. Iran* (7) 2.51 5. Iran*® 3.20
6. United Kingdom (5) 2.39 6. Venezuela® 2.44
7. China (6) 2.11 7. Kuwait® 2.35
8. Venezuela® (8) 1.85 8. Nigeria® 2.31
9. Canada (9) 1355 9. China 2.13
10. Indonesia® (10) - 1.43 10. Libya® 2.12
(World 56.42 World 66.17)

OPEC member
+ World peak production
(1982 position)

This tabulation was compiled by Philip Connolly of Group Public Affairs.

Following the cutbacks of recent years in Saudi Arabia, the world oil production picture is
dominated by the USSR and the United States. Saudi production has fallen by half since 1981,
while the USSR and United States have seen marginal increases.

Compared with 1979 - the year when oil production was at its highest - several changes have
taken place in the oil top ten. The number of OPEC members in the list has fallen from seven to four.
Non-OPEC countries such as Mexico and the United Kingdom have taken their place having expanded
their own oil activities.

Mexico makes its appearance thanks mainly to offshore activity in the Gulf of Mexico, where
Shell Oil has operated successfully for more than three decades. During 1981, oil and condensate
production averaged 114,000 b/d. 104 exploratory and development wells were drilled by Shell Oil

and partners in the area.

North Sea operations have dramatically contributed to UK production figures. O
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Changes in the 011 supply system

Greater activity outside
OPEC

O il consumer governments and
companies took heed of the lessons
of the 1970s when oil was used by some pro-
ducers as a political lever. Exploration and produc-
tion activity was intensified in countries outside
OPEC and availability of oil from these sources
began to increase. Many companies, financial
institutions and individuals not previously con-
nected with the oil industry were attracted to oil
exploration by the prospective, albeit risky, finan-
cial rewards. In 1982 non-OPEC world oil produc-
tion exceeded OPEC production for the first time
in many years and has continued to increase
since then. By the end of 1983 it was in excess
of 23 million b/d compared with OPEC produc-
tion of about 18.5 million b/d (Figure 3).
Production in Canada and the United
States has been relatively stable over the decade,
with oil from the Alaskan North Slope helping to
offset declines in the American lower 48 states,
Mexico has again become a major crude producer
and exporter, with production currently restricted
to just under 3 million b/d. Other areas which
have contributed to the increase in non-OPEC
production include the North Sea, West Africa,
Egypt, India, South East Asia and South America.
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Figure 3
World demand and production
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OPEC’s balancing role

PEC production is still the balanc-

ing source of supply and is essential,
therefore, to the economic activity of the world;
and the manner in which OPEC members under-
take this responsibility is crucial. They have esta-
blished for the present a quota system in an attempt
to stabilise the market (Figure 4). There exists an
identity of interest between most oil producer
and consumer countries which underpins the
delicate balance between demand and supply,
but the position is vulnerable to disruption,
whether political or technical. OPEC members
in aggregate currently have on average approxi-
mately 11 million b/d of surplus production
capacity, equivalent to some 24 per cent of world
oil demand, but much of this is in Saudi Arabia
and other countries in the Arabian Gulf and only
a limited proportion could be used if, for example,
the flow of oil through the Straits of Hormuz
were interrupted.

This large overhang of OPEC surplus pro-
duction capacity is, however, affecting attitudes
and behaviour in the oil market. Harsh econo-
mic pressures and the knowledge that oil is not at
present in short supply encourage consumers to
reduce stocks and to place less emphasis on security
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Figure 4
OPEC crude oil and NGL production
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of supply and more on short-term cost minimisa-
tion. The practice of negotiating term supply
contracts is diminishing and even those which do
exist tend to have fairly rapid phase-out provi-
sions in the event of disagreement over price. A
much greater proportion than hitherto of crude
oil purchases is based upon short-term or spot prices,
which in turn respond directly to the demand for,
and price of, individual products. International
market prices for crude and oil products as a
whole are closely related; on occasion product
prices can respond to crude spot prices.

In this way the supply and demand balance
does affect the crude oil price, the major propor-
tion of which, particularly in the Middle East, consists
of producer government tax and bears little rela-
tion to technical cost. (In this context the price
of individual oil products also is influenced by the
taxation policies of consumer governments-) In
the current state of the oil market the value of the
product yield relative to the price of the crude oil
often results in a negative or, at best, only a small
positive refiner’s margin. (&)

To be continued
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Seated from L to R : Darwis Bin Daek (Malaysia), Wong Hon Chong (Malay-
sia), F. Ishii (Japan), Susantin Sinarno (Indonesia), lan McCutcheon (Int'l), Ting
(Conf. Secretary), Ken Turpin (Int'l), Amornruth K. (Thailand), Anthony Parker
(Brunei), Nick Pettinati (Thailand), Athol Swann (New Zealand), Ray Gamboa (Manila)

Standing from L to R : David Young (Malaysia), Roger Mill-Hicks (Korea),
Andrew Hall (Brunei), Zaffar Chida (Indonesia), H. Masuta (Japan), Ton Vas (Malay-
sia), Jan de Kreij (Singapore), David Parker (Lever Bros.), David Turner (Int’l). Colin
Willis (Thailand), Douglas Webster (Hong Kong), Tony Braak (Manila), Sakdi K.
(Thailand), Nick Strong (New Zealand), Luke Gardiner (Hong Kong). Peter Chen
(Singapore), Graeme Standish (Australia). (@)
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“The World Oil Situation” was the
topic of the talk given by Mr. B.A. Coe to the
members of the Rotary Club of Bangkapi during
the weekly luncheon meeting on July 24, 1984.

In his address, Mr. Coe predicted that
the current oil glut would become scare once
again in the 1990 and would start pushing oil
prices up in the next decade. OPEC is likely to
survive the current oil glut and falling prices and
the interests of the main non-OPEC producers,

Mr. B.A. Coe at the Rotary
Club of Bangkapi meeting

such as Mexico and British, are such that they
also did not want to see prices fall.

At present non-OPEC sources supply
over half of the free world’s oil demand, while
OPEC's share totals about 47%.

To rectify the situation, he summed up
three remedies - the need to conserve oil and
improve the efficiency of its use, to continue
the search for oil and to develop alternative
energy resources. O

21




22

FIURUWUT

RIS UHa UL
Shell Supports One-Way Traffic Appraisal Study
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Khun Phisan Moonlasartsathorn, Per-
manent Secretary of the Ministry of Interior is
seen receiving the financial contribution of
25,000 baht from Khun Amornrat Ratanatha-
rathorn, Shell's Government and Community
Relations Manager at the Office of the Perma-
nent Secretary on August 21, 1984,

The contribution will be used to support
the “One-Way Traffic Appraisal Study” which
is being carried out by the Ministry.

Also present were Maj. Rangsan Pradith-
pongse, Deputy Director General of the Depart-
ment of Internal Trade, Ministry of Commerce
and Khun Duangta Krairiskh, Shell's Liaison
Service Officer. O
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Shell Supports The National Environment Board
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To encourage children to have self-
awareness on the conservation of environment
and natural resources, the Shell Co. of Thailand
Ltd. recently supported the Office of the National
Environment Board's project in publishing 6,000
copies of the children book entitled “I am the
Soil” which will be distributed to elementary
schools throughout the country.

Khun Kasem Sanidvongs N.A., the
Secretary General of the National Environmen-
tal Board is seen receiving the book from Khun
Sangsan Narintarangkul N.A., Shell's Envi-
ronment/Safety and Security Manager (2nd
from left). The presentation took place at the
Office of the Secretary General on August 30,
1984.

Also present were Khun Thadpong
Sundarapipith, Shell's Education Coordinator
(left) and Khun Tuenchai Songsapad (right).

O
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From left to right : Khun Precha Phonpraserth, Khun Kamthom Kamolvarinthip, Chairman of SSC + B
Lintas, Khun Chodchoy Sophonpanich, Chairman of Environmental Awareness Promotion Group, Dr. Nelle
Temple, Assistant Representative - Asia Foundation, Mrs. Vonnie Franda, Dr. Marcus Franda, Representative
- Asia Foundation and Khun Dhanit Sirithorn - Senior Public Relations Officer of Siam Cement Group.
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“Magic Eyes” and Asia Foundation

As one of active members of the Environmental Awareness Prorotion Group, Shell representative
- Khun Precha Phonpraserth, Public Affairs Manager, was invited by Asia Foundation to the environmental
awareness promotion in U.S.A.

Before leaving Thailand a few weeks ago, Khun Precha Phonpraserth hosted a reception dinner
at the Bangkok Penninsula Hotel for those who will be on the observation trip together. O
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Khun Oranop Vorayotkovit:
System Analyst, ICS, Finance.
(B.A.,University of Newcastle
Upon Tyne, U.K.)
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Shell (B.A.-Accounting, Chula,
MBA-Mashall University
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