
Part IV: Corporate
Foundations

of National
Technology Systems

D
espite the current blurring of national economic bound-
aries, the competitive strength of individual firms contin-
ues to be shaped by circumstances prevailing in their
home countries. Those circumstances can provide firms

with advantages, or they can create disadvantages. Perceptions of
such advantages or disadvantages continue to influence the
investment decisions of multinationals, especially regarding
long-term investments in plant, equipment, research, and devel-
opment—the wellsprings of future technological innovation.

Chapters 7 and 8 assess two principal asymmetries across na-
tional business environments, both of which are increasingly cru-
cial to the investment patterns of American and foreign
multinationals and hence to the health and relative position of the
U.S. technology base. 1 Specifically, the chapters concentrate on
key differences in internal corporate governance and in the corpo-
rate role of financial institutions across the Triad. The analysis fo-
cuses primarily on the United States, Japan, and Germany, due to
the relative positions of these countries across a wide range of
technologically intensive industries.2 Moreover, the industrial
structures of these three nations fundamentally influence evolv-
ing contemporary economic trends.

] On the cOncept  Of “natiOnal  asymmetries,” see the first re~wt t)f this assessment:
U.S. Congress, Office of Technology  Assessment, Multinationals mzd lhe National lntcr-
esf..  P/ayng  By Dlf)”eren:  Ru/es,  OTA-ITE-569 (Washington, DC: U,S, G(N emnwnt  Prin[-
ing Office, September 1993), ch. 2.

2 For a broad overview, see U.S. Ctmgress,  General Acc(mnting oflicc,  <’wnpc/Irite-
ness Issues: The Business En\ Ironmen/  in the Unlled Stater,  Japan, and <jerman},  GA()/
GCD-93- 124 (Washington, DC: August 1993).
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In practice, corporate governance patterns and
financial systems are often linked. They are also
connected to idiosyncratic national accounting
standards, tax policies, bankruptcy rules, com-
petition policies, and other factors that affect the
environment within which corporate strategies are
set. Bearing these other factors in mind, the main
purpose of chapters 7 and 8 is to provide an
orientation to important policy issues that arise
from persistent national differences in the ways
multinational firms govern themselves internally
and in the enduring character of their involvement
with financial institutions.

Although the chapters highlight the strengths
and weaknesses of the traditional systems of cor-
porate governance and long-term corporate fi-
nance in the United States, Germany, and Japan,
they do not assert the superiority of any one sys-
tem. During the late 1980s, it became quite com-
mon in policy circles to find fault with corporate
America and its financial underpinnings. In the
midst of severe recession in both Japan and Ger-
many during the early 1990s, it was just as easy to
spot the flaws in the respective approaches of
those countries. Such debates will continue.
Chapters 7 and 8, however, assess the impact of
national differences that cannot be expected to
disappear in the near term. Such differences are re-
flected in the technology bases of the three coun-
tries, and will likely contribute to increasing
political tensions in an era of heightened competi-
tion among multinationals.

The analysis presented in chapters 7 and 8 re-
lies in part on extensive OTA interviews with
executives of multinational enterprises (MNEs)
and banks in the United States, Europe, and Japan.
Business executives as well as policymakers
readily convey the importance of corporate gover-
nance and financial systems to the business activi-
ties of MNEs and consequently to the economic
strategies of nations. However, the subjects of cor-
porate governance and finance are less amenable
to aggregate, quantitative analysis than are the
other areas covered by this assessment. Compared
to R&D and FDI, there is little quantitative data

available on the effects of differences in either cor-
porate governance patterns or financial market
structures per se, and there are few comparative
empirical analyses in the open literature. Accord-
ingly, the analysis presented here is necessarily
more descriptive and less data-intensive than that
contained in Parts II and III of this report.

FINDINGS
1.

2.

3.

4.

Critically important distinctions persist in the
ways corporations govern themselves and
raise long-term capital across the United
States, Germany, and Japan. Expectations
concerning the ultimate convergence of these
systems should be kept modest. National pat-
terns are embedded in deep social and cultural
traditions, and they can be reinforced more
than eroded by turbulence in the global
economy.
In particular, distinctive systems of institu-
tional cross-shareholding and corporate bank-
ing should continue underpinning Japanese
MNEs and a widening array of European
MNEs. Arguably, those systems can, in cer-
tain circumstances, slow down processes of
technological innovation. They can also,
however, provide stable financial foundations
that help facilitate the commercial adaptation,
incremental improvement, and optimal diffu-
sion of new technologies
For the foreseeable future, it is likely that dif-
ferences in national systems of corporate gov-
ernance and corporate financing will be the
source of increasing friction in the complex
economic relationships evolving among the
United States and several of its major trading
and investing partners.
The ability to raise capital on competitive
terms and to deploy it effectively is crucial
both to the long-term success of particular
MNEs and to the development of critical
technologies for individual countries. Global
financial integration continues apace, how-
ever, especially with regard to short-term
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capital.3 In partial response, many MNEs are
redeploying corporate assets to take advan-
tage of new financial opportunities and to
hedge against heightened financial uncertain-
ties. But long-term investment patterns con-
tinue to differ significantly across countries
and sectors.

5. American capital markets are the largest, most
decentralized, open, and transparent in the
world. Japanese and German capital markets
are changing, but they remain relatively con-
centrated and opaque. The providers of long-
term capital, in particular, remain more
patient in Germany and Japan than in the
United States. Firms based outside the United
States are able to enjoy full access to U.S. cap-
ital markets. Firms based outside Japan and
Germany, on the other hand, are less able to
benefit from the strengths inherent in those
capital markets.

6. National asymmetries in corporate gover-
nance and corporate financing have important
consequences for industry. Many other fac-
tors, of course, contribute to industrial suc-
cess or failure. But solid financial foundations
are critical. The fact that a number of premier
American firms exited from the important and
rapidly growing consumer electronics sector
during the 1980s, for example, has been as-
cribed to myriad factors. But it is no coinci-
dence that the Japanese and European MNEs
that took their places were able to rely on more
stable governance and financing structures.

7. Compared with Germany and Japan, the fi-
nancial markets of the United States are more
supportive of novel technological develop-
ment. They therefore remain a source of con-
siderable national strength. In the recent past,
however, they have been less supportive of
the kinds of medium- and long-term in-
vestment required to commercialize new
products, such as building advanced manu-
facturing facilities that anticipate demand.
Since the development of next-generation

technologies often is associated with such fa-
cilities, this kind of short-term focus, even if
a cyclical phenomenon, can have negative
consequences for the national technology
base.

8. Japanese and German patterns of corporate
governance and corporate financing are often
depicted as comparatively rigid and ill-
-adapted to the initial development of novel
technologies. They can, however, be quite ef-
fective at marshaling the long-term financial
resources needed to build advanced manufac-
turing facilities. Historically, they have en-
couraged the relative concentration of such
facilities within national markets.

9. National financial asymmetries can skew
competition among MNEs, especially if out-
right corporate failure is precluded or discour-
aged in some countries. Waiting for structural
convergence provides an excuse to avoid re-
flecting on problems in the U.S. technology
base. To be sure, in the mid-1990s that base
looks relatively stronger in a number of sec-
tors than it did a decade earlier. Moreover,
many vulnerabilities, which came to the fore
in the 1980s, reflect internal factors that have
little to do with MNEs. Low national savings
rates and problems in the U.S. educational
system, for example, are frequently cited. The
strategic investment behavior of MNEs, how-
ever, deserves to be assessed in this connec-
tion. MNEs make many of the long-term
investment decisions that create new technol-
ogies, and they can determine where full de-
velopment takes place. In this respect,
however, all MNEs do not act alike.

10. Japanese and German systems of corporate
governance and long-term corporate financ-
ing are adjusting somewhat as national and
global market conditions change. Pessimistic
forecasts concerning the technological fu-
tures of these systems are overdrawn. Each
system remains quite capable of once again
effectively raising considerable financial and

3 OTA, ,k!ltlfln{ltfon[ll~  find the ,National  lnteres~,  op. cit., f(u)tn(~te 1, ch. 6.
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managerial resources and focusing them on
the development and commercialization of
leading-edge technologies. The American
counterparts to those structures, to be sure,
have their strengths. But it is premature to
conclude they have proven their superiority,
especially when it comes to providing solid fi-
nancial and social foundations for future tech-
nological development within the United
States.

11. Japanese and German corporate governance
and financing structures promote the creation
of organized corporate networks. Such al-
liances, often centered on banks, provide fi-
nancial stability and facilitate long-term
planning. Although economic turbulence in
the Japanese and German economies has re-

duced the level of intercorporate alliance ac-
tivity, OTA interviews indicate that the core
alliance structures of major MNEs are not
breaking down. In the face of deep domestic
and regional recessions, the value of these al-
liances to many Japanese and German MNEs
has been reinforced. Without them, retooling
and continuing investment in new technolo-
gies would pose greater challenges. The proc-
ess of adjusting to a new competitive
environment might also be more rapid and vi-
olent. In the view of a number of senior execu-
tives of Japanese and German MNEs, such a
course would risk severe instability in the so-
cial bases within which their firms are and
will remain embedded.


