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ABSTRACT

After the world war Il , with the rapid development of cross — nation ac-
tivities in various enterprises, the international trading of multinational corpo-
rations become increasingly prominent in the global trade. In particularly, a
large amount of international trading is conducted among subsidiaries and
branches of the same corporation. Some statistics indicate that nowadays the
international trading of multinational corporations covers over 70% of global
trade, one third of global trade are internal trade of multinational corporations,
about 80% payment of the technology transferring fee is completed intra —
company.

The large — scale internal trade of multinational corporations, in its special
way, has great influence over the host countries, the investing countries, even
the global economy. Therefore, the internal trade has always been the focus of
the whole society and all the countries. Under the scheme of multilateral trade
system and regional economic organizations, relevant countries are strengthen-
ing their management over multinational corporation by series of regulations
and policies.

v Since 1990s, with the deepening of the open policy, the investment in-
flow in China has ranked top one in the developing countries. Certainly, the
internal trades do exist in foreign companies, while the amount is enormous.
Therefore, it will dramatically affect China in many aspects, such as foreign
trade, international balance, foreign investment capital and technology inflow,

domestic market and enterprises, national benefits and economic growth, etc.
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On the other hand, considering the current characteristics of domestic
market, the tendency of export situation, ever — increasing process of economy
globalization, it is natural for China to encourage domestic companies to invest
in other countries, participate in the multinational business. Domestic compa-
nies can take advantages of internal trade to make out strategies in global mar-
ket, make full use of resource advantages in different countries, then reach the
goal of better improving themselves. In this way, the foreign trade of China
can be further developed; the international status of China can be enhanced
greatly.

In 1976 British scholars Peter. J. Buckley and Mark. C. Casson used
transaction cost theory to explain the motive of multinational business, then
founded the internalization theory of multinational corporations. They are the
earliest scholars to conduct research on the internal trade from the aspect of
multinational corporations. Since then, many western scholars began to ex-
plain the motive of foreign direct investment in multinational corporations from
the aspect of saving the transaction cost through internal trades. Until now,
many scholars in our country have studied the internal trade in the multina-
tional corporations from the aspect of transferring price and integration opera-
tion. However, few scholars in our country have undertaken thorough research
over the methods, objects, functions and restrictions of the internal trade in
multinational corporations, especially the relevant issues of how China as the
host country can overcome the negative effects and as investing country can
promote domestic companies to take part in the multinational business to stim-
ulate the economic growth.

Based on the information concerning the reality and the theory above, I
choose the topic "the research on the internal trade of multinational corpora-
tions”. The main scheme is given below: The first part is introduction. 1t de-
picts the research background and significance, the current research situation

2
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on the internal trade of multinational corporations, the main purpose and re-
search methods of this thesis, definitions of some terms, innovative traits and
issues needed to be further discussed in this thesis. The second part includes
chapter 2, chapter 3, chapter 4 chapter 5 and chapter 6 . On the basis of in-
ternal trade theories, this part studies various forms, functions, price and re-
strictions of internal trade. The third part includes chapter 7 and chapter 8,
mainly focuses on the impact of the internal trade in the foreign investment
companies on China and how China can react to this, why and how China can
develop direct investment in other countries, the significance of utilizing the
internal trade.

The main content, viewpoint and innovative ideas of each chapter from
chapter 2 are introduced below:

Chapter 2

the theory of internal trade. This is the basis of the whole
thesis. Take GE company as an example, after analyzing how it got involved
in the multinational affairs, I put forward three questions concerning the inter-
nal trade of multinational corporations: (1) the distribution question concern-
ing why multinational corporations choose to produce in many countries instead
of only one country; (2) the property right internalization question concerning
why the production in different countries is controlled by the same corporation
instead of different independent companies; (3)the operational internalization
question concerning why branches in different countries make dealings with
each other. According to these questions, the theories of internal trade are di-
vided into three groups, the multinational trade theories, the multinational in-
vestment theories and multinational operation theories. In western theories,
the first two kinds have been full developed, while the third one seems vulner-
able from the internal trade point of view even when relevant theories concern-
ing transaction cost, industrial organization and strategic management are also

developed so maturely. This thesis will contain this theory in term of internal

3



(BEAET AR FHL]

trade. Certainly, the contribution of this chapter is that the internal trade the-
ory has been established on the basis of the case analysis rather than just intro-
duces these three kinds of theories.

Chapter 3

into three forms due to their different natures, the investment internal trade,

the forms of internal trade. The internal trade is divided

the operational internal trade and the management internal trade. NLooking
back to the history of multinational operation and internal trade, the internal
trade is divided into five groups, simple internal trade, vertical internal trade,
horizontal internal trade, mixed internal trade and strategic internal trade.
Since cross exists between the two classifications, it selects the latter to re-
search deeply in this chapter. (1) It analyzes the mode and natures of simple
internal trade, suggesting that the simple internal trade is the outcome of mar-
ket strategy and natural resource strategy of a multinational corporation during
the process of direct investment in other countries. (2) It analyzes the mode
and the natures of vertical internal trade, drawing some conclusions that need-
ed to perform an internal trade. It analyzes specifically what Just In Time sys-
tem can do to warrant the realization of internal trade. (3) It analyzes the
mode and natures of horizontal internal trade, suggesting that the horizontal
internal trade is the result of pursuing scale ~ economy and region — economy in
multinational corporations. (4) It analyzes the mode and natures of mixed in-
ternal trade, showing that in reality, the internal trade of multinational corpo-
rations is the integration of vertical internal trade and horizontal internal trade,
i.e., the mixed internal trade. (5) It analyzes the implication, forms and
motives of strategic internal trade, suggesting that the trades occurring in the
strategic alliances are internal trades in nature. The contribution of this chap-
ter is that the development history is reviewed, all forms are classified in two
standards and the second classification is analyzed.

Chapter 4

the functions of the internal trade. Firstly, based on the



