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Multinational
Enterprises

Starting with the characteristics of Multinational Enterprises, this
» TEXT A text analyzes the reason why they exist and how to exploit a
technological lead in World Trade.

It analyzes the economic situation in the world when Honda decide

to invest in North America and the reason.

TextA | What Are They

i .

Rea(iing Notes

[1] The “multinational enterprises” of the world ( or multinational
corporations or transnational enterprises) are especially exposed in this
respect. In the course of the past few decades, most of the large enterprises
of the world, whether engaged in manufacturing, mining, banking, or

other services, have come to fall in this category. Such enterprises are

characteristically made up of a parent firm located in one country and a

i cluster® of affiliated firms located in a number of other countries. Enterprises
i 7] W cluster #y . . .
‘1'14!11 S T of this sort commonly operate in such a way that the affiliated firms, although

in different countries, nevertheless share the following characteristics:

® They are linked by ties of common ownership.

¢ They draw on a common pool of resources, such as money and credit,
information and systemns, and trade names and patents.

¢ They respond to some common strategy.
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examples of Multinational

Enterprises.

(2] About one-half of the industrial output of the noncommunist world
today is produced by firms that have developed a multinational structure,
These enterprises have some special problem that arise from their being
multinational. But they also face the problems and opportunities of any
importer or exporier, or any lender or borrower who deals across national
boundaries. Accordingly, from the viewpoint of the manager who is interested
in the international economy, our fochs on the multinational enterprise does
not narrow the book’s usefulness.

[3] Although multinational enterprises® have come to account for a
large part of the noncommunist world’s total output, they still consist of a very
distinctive group of firms. By and large, international business is the game of
big enterprises. Practically all the four or five hundred biggest enterprises in
the world have substantial business interests in the form of operating units
located outside their own country. Ford Motor Company, for instance, has 48
percent of its employees outside the United States; N. V. Philips of the
Netherlands, 79 percent of its employees outside the home country; Imperial
Chemical Industries, 58 percent outside Britain; and Matsushita Electric,
43 percent outside Japan. In the past few years, the largest firms of Brazil,
Mexico, and other industrializing countries have begun to take on signs of a
similar trend.

[4] Firms that have developed a multinational structure not only tend to
be large; they also tend to be engaged in certain kinds of business activities.
The manufacturing industries as group account for more of these enterprises
than any other category. According to almost any measure — including capital
invested, the number of employees, or number of fimms involved — multinational
enterprises In manufacturing exceed those in oil, banking, mining, or agriculture.
Nevertheless, there are significant trends in the makeup of multinational
business activity. Especially important is the increasing role played by service
firms.

[5] Within the manufacturing sector, the multinational enterprise is
especially strong in certain kinds of industries. In practically all countries,
multinational enterprises have a dominant position in motor vehicles, chemical
products, petroleum refining, drugs, electronic products, and food products.
Some firms from developing countries such as Brazil and India, however,
have sometimes managed to create multinational networks in less complex
industries, for instance, textiles and food preparations.
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[6] In the service sector, the largest part of the rapid growth in foreign
direct investment has been in financial services and trade-related services,
such as wholesaling and retailing. But multinational enterprises have spread
in hotels, fast food, accounting, engineering, and constructions. Firms in
certain developing countries have been particularly successful in establishing
overseas activities that provide engineering and construction services.

Why They Exist

[7] Why have so many enterprises developed a multinational network in
the past few decades? Managing a multinational network obviously entails
special difficulties and generates special costs. Mangers must set up costly systems
command and control, must expose their enterprises to the hazards of investing
in foreign currencies, and must risk the possibility or being discriminated
against as foreign investors by governments of other countries. Yet the fact
that multinational enterprises have managed to expand so rapidly suggests that
managers see some reasons for developing a multinational structure.

[8] Academics and managers are fairly well agreed that a multinational
firrm must have some kind of advantage over purely domestic rivals if it is to
overcome the disadvantages of being multinational. In very brief form, the
advantages that a firm might exploit are commonly described as follows:

* The advantages of a special skill or a strong trade name. A firm that has
developed a new product or process, or which has built a well-recognized
trade name, has an advantages that knay enable the firm to profit from
foreign markets, perhaps through the creation of a multinational structure.

® The advantages of scale. Although size is not always an advantage for
the firm, size does prove to be an advantage for some firms in some
circumstances.

¢ Risk reduction. Managers may develop a multinational structure either to
achieve diversification of sources or markets or to reduce a threat that is
perceived to have been created by a rival’s establishment of an affiliate in a
new location,

e A global perspective. The enterprise that has an efficient means of
collecting and interpreting information from all parts of the globe often has
an advantages over rivals. A multinational structure is likely to be essential
to establishing and maintaining that capability.
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[9] The possession of an advantage is not sufficient to justify the
multinational spread of a firm. There must be some benefit to the enterprise
from establishing its own subsidiaries to exploit the advantage. Any firm with
special advantages that wishes to exploit in foreign markets theoretically has
the option' of (a) incorporating its capabilities in a product or service for
export to those foreign markets, (b) selling or licensing those capabilitics to
independent firms so that they can produce and sell the product or service in
such foreign markets, or (¢) establishing a multinational structure by setting
up foreign subsidiaries to produce in foreign markets.

[10] The relative virtues of those various courses of action differ from one
case to the next, responding to some fairly systematic factors. For the multinational
enterprise, its various affiliates must create an intermal market in which the
enterprise can exploit some of its most valuable capabilities — notably, specialized
management skills, wnique marketing skill, technology, patents, and trademarks —
with results that are more favorable than would come from licensing or selling
these capabilities to other enterprises. The benefits of internalizing the
transactions, it is generally agreed, might fall into any of three categories:

¢ Internalizing a transfer of a skill or trade name is likely to avoid the
problems of having to evaluate the asset.

® Internalizing a transaction reduces the problems associated with enforcing
an agreement with an independent party.

¢ Internalizing a transaction makes it less difficult to manage problems of
bilateral monopoly.

Exploiting a Technological Lead

[11] To observe some of the factors that have led firms to establish
multinational structures, We should consider the firm whose special skill is
embodied in a technological lead. There is a strong likelihood that such a firm
will have contacts with foreign markets outside the home base, but the nature
of those contacts will differ from firm to firm. In some cases, as in the
acronautical industry, the contact with foreign markets will take the form of
exports, for instance, Boeing, Aerospatiale, and McDonnell Douglas depend
on exports to a much greater degree than do most manufacturing firms. In the
chemical, drug, scientific instrument, transportation equipment, and machinery
industries, exports also are comparatively heavy. To facilitate their exports,
firms commonly appoint agents or develop sales subsidiaries in the foreign
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markets. Other firms rely much less on exports; rather, most of their foreign
sales are undertaken either by their own subsidiaries located abroad or by
foreign firms that are licensed to manufacture their products.

[12] The linkage® between technological leadership and foreign markets
can be seen not only for firms based in the United States but also for those based
in Europe and Japan. And behind the linkage lies an obvious set of causes.

[13] Since the beginning of modern industry over one hundred years
ago, a good deal of the research and development undertaken by industrial
firms has typically resulted in new products. The emphasis on new products
has been especially typical of the research and development efforts of firms
in the United States, whose expenditures on research and development
are responsible for almest haif of the industrial research and development
expenditures in the noncommunist world. Some of the products resulting from
research and development, such as instant cameras, simply perform a familiar
job for the consumer better than the existing products. Others, such as computer-
controlled machine tools, help the producer perform his tasks more efficiently.
But many, such as penicillin and commercial aircraft, were not in serious
competition with any existing products at the time of their introduction and
could be regarded as satisfying wants that were never previously addressed.

[14] The location of a firm will strongly influence the firm’s propensity
to innovate and the direction in which it is likely to innovate. For substantial
industrial innovations to take place in a country, a body of trained engineers
and interested business managers must exist. But that is not quite enough.
Business managers and engineers need an incentive to innovate: the hope of
gain or the fear of loss must be strong enough to justify the effort. In some national
environments, where the position of individual firms is rendered fairly secure
by agreements with potential competitors or by government controls, the motivation
to innovate may be quite low; in other environments it will be higher.

[15] Where the capacity and inceniive to innovate are strong enough,
innovators are likely to concentrate on those products that seem most wanted
in the national environment in which the innovators operate. To be sure, all
countries welcome new products or processes that wilt reduce their production
costs. But in a country where, say, skilled labor is exceedingly scarce and
dear while capital is a abundant and cheap, business managers and engineers
are likely to concentrate on labor-saving devices. In countries where labor

is the abundant resource and raw materials are scarce, the innovations that

« 5.
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capture the interest of business managers and engineers tend to be material
saving. Moreover, countries with high per capita incomes offer opportunities
for the sale of new products or services that have not been seen before,
whereas countries with low per capita incomes offer unique opportunities for
the adaptation of existing products to tower-priced versions, or of production
processes to small volumes and low labor costs.

Vocabulary Drills | |

Answer

A | Form-Meaning Matching Drill.

&

1) propensity a) to distribute (investrments) among different
companies or securities

2) licensing b) secondary in importance; subordinate

3) diversification ¢) to grant a license to or for; aunthorize

4) affiliate d) an innate inclination; a tendency

5) subsidiary e) to adopt or accept as a member, subordinate

associate, or branch

B Fill in the blanks with the proper words or expressions from the text that

[it the original meaning.

1. In the real world of ___  __, of course, industries are rarely made up of
just two firms.

2, Many of today’s multinational enterprises began by developing new products,
new processes, of well-known .

3. Some economists think is a typical problem in the early development
of market economy.

4. Within the sector, the mullinational enterprise is especially
strong in certain kinds of industries.

5. Business managers and engineers need an to innovate: the hope

of gain or the fear of loss must be strong encugh to justify the effort.

¢ | Multiple choice. Fill in each blank with the most appropriate word from

the four choices given below.

The key to the industrialization of space is the US space shuttle. 1 it,
astronauts will acquire a workhouse vehicle 2 of flying into space and
retuming many times. 3 by reusable rockets that can lift a load of 65,000

pounds, the shuttle will carry devices for scientific inquiry, as well as a

variety of military hardware. 4  more significantly, it will deliver materials
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and machines into space for industrial purposes _ 5 two decades ago when
“sputnik” ( artificial satellite) was added to the vocabulary. In short, the
_ 6 importance of the shuttle lies in its promise as an economic tool.

What makes the space shuttle 7 is that it takes off like a rocket but
lands like an airplane. _ 8 when it has accomplished its mission, it can be
ready for _ 9 _trip in about two weeks. The space shuttle, the world's first
true spaceship, is a magnificent step _ 10 making the impossible possible

for the benefit and survival of man.

1. A) In B) On C) By D) With

2. A) capable B) suitable C) efficient D) fit

3. A) Served B} Powered C) Forced D) Reinforced
4. A} Then B) Or C) But D) So

3. A) unimagined B) unsettled C) uncovered D) unsolved
6. A) general B) essential C) prevailing D) ultimate
7. A} exceptional B) strange C) unique D) rare

8. A) Thus B) Whereas C) Nevertheless D) Yet

9. A) new B) another C) certain D} subsequent
10. A) for B) by C) in D) through

D' Comprehension check. Choose the best answer to each aof the following

questions after reading Text A carefully.
1. Which of the following is not the advantage that multinational enterprises

have?
A) Risk reduction. B} A global perspective.
C) A technological lead. D) Abundant skilled labors.

2. All of the following about the multinational enterprises are true EXCEPT
that _
A) they respond to some common strategy

B) they speak the same language
C) they are linked by ties of common ownership
D) they use the same trade names and patents
3. Which of the following belongs to the benefits of intemalizing the transactions?
A) To avoid the problem of bilateral monopoly.
B) To avoid the problem of enforcing an agreement with an independent party.
C) To aveid the problems of having to evaluate the asset.
D) To avoid the problem of cost increasing.
4. According to the text, which of the following statements is NOT true?
A) Instant cameras are the products resulting from research and development.
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