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™) Real Activities of Foreign Multinationals in East Asia’ s Developing Economies : Measurement, Trends,
and Implications
(R7OT7ORRELEICHEITSZEHELEROREEOITE : EHE A, RE)

This report extends ICSEAD’s previous research on multinational corporation in two important
respects. First, chapter 1 examines recent trends in the activity of foreign MNCs in East Asia’s large
developing economies (China, Indonesia, Malaysia, the Philippines, Thailand, and Vietnam). It first
illustrates the fact that FDI stocks are generally a poor proxy for trends in real activities (e.g., sales and
employment) of foreign MNCs in Asia’s developing economies. Second, it demonstrates how foreign
MNC shares of host economy activities, and trends in shares of those activities, differ greatly depending
on the activity being examined. For example, foreign MNCs usually account for large shares of
production than of employment, reflecting the tendency for foreign MNCs to have relatively high labor
productivity and pay higher wages compared to local firms or plants. However, there are notable
exceptions to these patterns, and often substantial differences in trends of foreign MNC shares, or
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equivalently in trends of foreign MNC-local differentials, depending on the indicator, host economy, time
period, and/or industry examined. Perhaps the most prevalent differentials in Asia’s developing
economies are for foreign MNCs to export a relatively large proportion of their sales and to be relatively
large compared to their local counterparts.

Second, chapter 2 illustrates how the micro (firm— or plant—level) data can facilitate close examination
of key economic issues, by examining whether foreign MNCs pay higher wages than local plants in
Malaysia, even after controlling for worker occupation and education, as well as other plant-level
characteristics thought to influence plant-level wages. In large, combined samples of 17 manufacturing
industries (excluding a few smaller, statistically unusual industries), estimates of earnings equations
suggest that MNC wages remained 6—9 percent higher than in local plants, even after accounting for
differences in labor quality, capital intensity, size, as well as the effects of industry affiliation and plant
location on the constants estimated. When wage differentials and the effects other factors affecting wages
are allowed to vary among 17 industries (by estimating separate equations for each industry), results
varied among industries, subperiods, and estimation method. Estimates yielded consistently significant
and positive differentials for all periods and estimation methods in six industries: food and beverages,
chemicals, rubber, general machinery, electrical machinery, and furniture. Wage differentials declined
between 2000-2002 and 2002-2004 in five of these industries (all but food and beverages).
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