Multinational Corporations – Inside the Global Economy


What makes different countries open up businesses in other countries? Is the arrival of a foreign company cause for concern or celebration?

Multinational corporations have become the driving force of the global community; multinational corporations account for about 20% of global production. About 1 fourth of all trade is between subsidies of multination corporations. About one half of all the imports are from branches of multinational companies. For example, the sales of General Motors are larger than the gross national product of Austria and Argentina. 

A multinational firm is a company that operates production facilities in a number of different countries. Before WW2 and the Great Depression, many multinationals mainly focused on natural resources, and are not focused on manufacturing and high tech levels of product. Multinationals have also gone from being vertically integrated to horizontally integrated. A vertically integrated firm is a firm in which all the activities take place in one firm but the separate activities are located around the world. For example, Exxon pumps its oil in different countries like Saudi Arabia, Venezuela, or Nigeria, but then refines it in places like Texas. A horizontally integrated firm COCA COLA will do the same activities but in each country, like Coca Cola has factories all over the world to produce their products. 

There are different ways in which companies can conduct business internationally. One, they can produce their product in America, and then export it to different countries. However, this doesn’t make the company a multinational company because it does not meet all of the criteria of a multinational corporation. A second way is that the company licenses the product that they want to make money off of to other countries around the world. For example, a US company could license a Japanese company to produce their product over in Japan, and they will return money back to the US Company. Third, the US Company could develop joint ventures with foreign companies. However, this is still not an idea of a multinational corporation because it is essentially not “controlling” the other countries that it’s offering its products to. The fourth and final approach to do business internationally, would that the US Company would buy or build a subsidiary (a supplement to their company) in other countries that would produce their product, which is the multinational approach.

Companies choose to go the fourth root because it allows them greater control over proprietary technology (A KEY REASON). Also, they take the location into consideration. Like, why companies have factories in other countries where there’s a low transportation cost (the reason Coca Cola doesn’t produce all of its soda in America and then ship it over to all the countries because that would become very expensive), low costs of labor and materials (some companies want to take advantage of this abroad), protectionism in the local marker (for example, many Japanese auto companies began to build factories in Europe in reaction to concerns about Europe becoming a “fortress”, and it would become difficult for the Japanese company to ship cars into European countries), a favorable tax environment (so they’re not taxed to heavily like they would be in America), and consumer preferences for home products (they’ll have local design and local marketing to promote their product in that particular country that helps it come across as a local company). There are also a few other reasons why multinational corporations have become so popular. One is as globalization has increased, the “scope” of the global marketplace has increased therefore to service that global marketplace, and it really does require many more companies in different countries. Another driving force is rationalized production, which means that companies take advantage of different aspects and strengths of countries around the world. For example, an American company could have their computers designed in Japan where designing computers is a strength there, and then sent to Mexico where they will be built. So Japan and Mexico both have comparative advantages. Finally, exchange rate volatility can also drive a company to become multinational because if the American dollar is very strong, they would essentially get more in other countries where they would get a very good exchange rate and benefit from that. 

The first case study looks at Eriksson, a Swedish cellular telephone, which focuses its activity in Hungary. Hungary used to have a problem with communications because it just didn’t seem like their telephone system was working. Then Eriksson went to Hungary and established one of the most technologically advanced phone systems yet, the cellular telephone tower.      

There have been several impacts from multinational corporations concerning the source country, the country where the making of the goods originated, like Sweden for Eriksson. One is that the actually company itself has higher earnings from investing abroad and those foreign investors. In the host country, however, jobs are being exported to different countries where the company has gone multinational, and often creates problems for those working in the company. Another concern from the impact of multinationals is that they are exporting their technology to other countries, and those countries adopt it as if it was their own. This creates a problem in the market since both countries, or more, are both equipped with the same amount of knowledge for the production of this good. The source country also worries about the other countries enjoying the fruits of the production and knowledge of it with out having earned the right to since they were just given the knowledge and technology. A final concern for the source country concerning multinationals is potential problems with tax revenues. Meaning, as the source country shifts their production and employees over seas, there is a sense of revenue that is lost. The same thing goes for profits if those profits are made overseas since they are not taxed at home.

Concerning the host countries, obviously there has been a huge impact concerning multinationals as well. One positive impact is that it creates thousands of new jobs for the citizens of that country, and in turn makes for a better economy concerning poverty and unemployment. Another positive impact is that this country, which could possibly not have been really technologically advanced before the source country arrived, is that they benefit from this newfound technology. However, there are a few negative impacts of multinationals on the host country. This includes a feeling of the loss of control, and a fear of exploitation. 

Sometimes, multinational corporations are hard to identify since there headquarters and means of production are often in two separate countries. For example, Brother Corporations, a computer company, has its headquarters in Japan, but makes its products in the USA. On the other hand, Smith Corona Corporations, another computer company, has its headquarters in the USA, and made its products in Singapore. Therefore, should we look at where the multinational corporation’s headquarters is to determine what country is the maker of this product, or look at where the actual product is made?

Often, conflicts arise over what determines a company’s nationality. To determine this, people need to look at where the jobs are, where the management is, where the ownership is, and where research and development takes. However, these are not very useful guides being that many jobs that belong to a particular country are spread out all over the world, including where the management is, and where the research and development takes place. 

There are several points of view concerning if it really matters if a company should belong to one particular country. Many people believe that it doesn’t matter what country a company belongs to. The people who have this point of view also believe that work force skills and training are critical, and acquisition of new technologies improves competitiveness. Another point of view believes that it’s critical to know who owns the company. Those who have this point of view believe that foreign companies don’t always have the best interests of the host country in mind and foreign companies favor the home country suppliers. They also believe that “They are allowed to compete with us but we are not allowed to compete with them,” and corporate nationality matters for national security reasons.
