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Part One MNCs Around the World
BEATESIR

Text 1 What is MNC?
i EATR 7

8iE& # @ 4 7 (multinational corporation, MNC), X # # E 4 W (multinational en-
~ terprise, MNE) # # [& & 2 7 (transnational corporation, TNC) , Z# X 2 & ¥ # ¥ M
CAULERRMRTAEIANAARL Y, ERSITARAEEATNE XL,
EHEAEAXALERXRMEV S LA SN ERNERAF. BELAIELS S F LKL
 HBPHERAEXEE BRSO BAANFERANECHLETARAFREN S XL
A SFSRBEAAURRTAAME A EHARE TR RN /3, KERETH
 SHABRBLBAET —HEBBELL WY ENFNEEEE AR TR ST LER
BARAEAMN EHEEREIAMFENAE.

multinational corporation (MNC) or transnational corporation ( TNC), also called

multinational enterprise (MNE), is a corporation or enterprise that manages produc-
tion or delivers services in more than one country. It can also be referred as an internation-
al corporation. EJL)(D defined an MNC as a corporation which has its managerial headquar-
ters in one country known as the home country and operates in several other countries
known as host countries.

The first modern MNC is generally thought to be the Poor Knights of Christ and of

® 1LO:EF5F 14 4 (International Labor Organization), 1919 4, HF 3 THRBIEBCA K E R
2 R ERRKENOM BRI . 19464 120 U H.RNEAEE -4 FII0H. ABPRERLHE
WER. BHSURER RSB RAEEKE B3 FRNTAE: T RS REE W R2P T A%
ESRR EREN S TR BY TRE HTRGHRIEANE ETHLEX.




the Temple of Solomon®, first endorsed by the pope in 1129. The key element of transna-

tional corporations was present even back then: The British East India Company and the

Dutch East India Company® were operating in different countries than the ones where they

had their headquarters. Nowadays many corporations have offices, branches or manufac-
turing plants in different countries than where their original and main headquarters are lo-
cated.

This often results in very powerful corporations that have budgets that exceed some
national GDPs. Multinational corporations can have a powerful influence in local econo-
mies as well as the world economy and play an important role in international relations and
globalization. - The presence of such powerful players in the world economy is reason for
much controversy.

Market Imperfections

It may seem strange that a corporation can decide to do business in a different coun-
try, where it doesn't know the laws. local customs or business practices. Why is it not
more efficient to combine assets of value overseas with local factors of production at lower
costs by renting or selling them to local investors?

One reason is that the use of the market for coordinating the behavior of agents loca-
ted in different countries is less efficient than coordinating them by a multinational enter-
prise as an institution. The additional costs caused by the entrance in foreign markets are
of less interest for the local enterprise. According to Hymer, Kindleberger and Caves, the
existence of MNEs is reasoned by structural market imperfections for final products. In
Hymer’s example, there are considered two firms as monopolists in their own market and
isolated from competition by transportation costs and other tariff and non-tariff barriers, If
these costs decrease, both are forced to compete; which will reduce their profits. The
firms can maximize their joint income by a merger or acquisition which will lower the com-
petition in the shared market. Due to the transformation of two separated companies into
one MNE, the pecuniary externalities are going to be internalized. However, this doesn’t
mean that there is an improvement for the society.

This could also be the case if there are few substitutes or limited licenses in a foreign
market. The consolidation is often established by acquisition, merger or the vertical inte-
gration of the potential licensee into overseas manufacturing. This makes it easy for the

MNE to enforce price discrimination schemes in various countries. Therefore Hymer con-

® the Poor Knights of Christ and of the Temple of Solomon: X ¥+ HA. EXSZ WX BHHF T[]
ERARESWLH" (A B —EBF 0 AH R A8 8). 2HEf L N BLEREE
RRT TR EFRN HEE A RAF R NES. KENERFLAEBRG LN AR ERAR
EAMBMNEHGSER  ERHRZBRBTAESHEKARAS S, 2EBIRAREAMER.BNHEE
K=  REREEEREMBHFE.

® the British East India Company and the Dutch East India Company . 3% [ 7K EJ jF 2\ 8] #1ff 2 K &
‘2‘\ =1
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sidered the emergence of multinational firms as “an (negative) instrument for restraining
competition between firms of different nations”.

Market imperfections had been considered by Hymer as structural and caused by the
deviations from perfect competition in the final product markets. Further reasons are origi-
nated from the control of proprietary technology and distribution systems. scale econo-
mies, privileged access to inputs and product differentiation. In the absence of these fac-
tors, markets are fully efficient. The transaction costs theories of MNEs had been devel-
oped simultaneously and independently by McManus (1972), Buckley & Casson (1976),
Brown (1976) and Hennart (1977, 1982). All these authors claimed that market imper-
fections are inherent conditions in markets and MNEs are institutions which try to bypass
these imperfections. The imperfections in markets are natural as the neoclassical assump-
tions like full knowledge and enforcement don’t exist in real markets.

International Power Tax Competition

Multinational corporations have played an important role in globalization, Countries
and sometimes subnational regions must compete against one another for the establishment
of MNC facilities, and the subsequent tax revenue, employment, and economic activity.
To compete, countries and regional political districts sometimes offer incentives to MNCs
such as tax breaks, pledges of governmental assistance or improved infrastructure, or lax
environmental and labor standards enforcement. This process of becoming more attractive
to foreign investment can be characterized as a race to the bottom, a push towards greater
autonomy for corporate bodies, or both.

However, some scholars, for instance, the Columbia economist Jagdish Bhagwati,

&

have argued that multinationals are engaged in a “race to the top”. While multinationals
certainly regard a low tax burden or low labor costs as an element of comparative advan-
tage, there is no evidence to suggest that MNCs deliberately avail themselves of lax envi-
ronmental regulation or poor labor standards. As Bhagwati has pointed out, MNC profits
are tied to operational efficiency, which includes a high degree of standardization. Thus,
MNCs are likely to tailor production processes in all of their operations in conformity to
those jurisdictions where they operate (which will almost always include one or more of
the US, Japan or EU) which has the most rigorous standards. As for labor costs, while
MNCs clearly pay workers in, e. g. Vietnam, much less than they would in the US
(though it is worth noting that higher American productivity—linked to technology—
means that any comparison is tricky, since in America the same company would probably
hire far fewer people and automate whatever process they perform while in Vietnam with
manual labor). it is also the case that they tend to pay a premium of between 10% and
100% on local labor rates. Finally, depending on the nature of the MNC, investment in
any country reflects a desire for a long-term return. Costs associated with establishing
plant, training workers, etc. » can be very high; once established in a jurisdiction, there-

fore, many MNCs are quite vulnerable to predatory practices such as, expropriation, sud-




den contract renegotiation, the arbitrary withdrawal or compulsory purchase of unnecessa-
ry “licenses”. Thus. both the negotiating power of MNCs and the supposed “race to the
bottom” may be overstated, while the substantial benefits which MNCs bring (tax reve-
nues aside) are often understated.

Market Withdrawal

Because of their size, multinationals can have a significant impact on government poli-
cy, primarily through the threat of market withdrawal. For example, in an effort to
reduce health care costs, some countries have tried to force pharmaceutical companies to
license their patented drugs to local competitors for a very low fee, thereby artificially low-
ering the price. When faced with that threat, multinational pharmaceutical firms have
simply withdrawn from the market, which often leads to limited availability of advanced
drugs. In these cases. governments have been forced to back down from their efforts.
Similar corporate and government confrontations have occurred when governments tried to
force MNCs to make their intellectual property public in an effort to gain technology for
local entrepreneurs. When companies are faced with the option of losing a core competitive
technological advantage or withdrawing from a national market, they may choose the lat-
ter. This withdrawal often causes governments to change policy. Countries that have been
the most successful in this type of confrontation with multinational corporations are large
countries such as the United States and Brazil, which have viable indigenous market com-
petitors.

Lobbying

Multinational corporate lobbying is directed at a range of business concerns, from tar-
iff structures to environmental regulations. There is no unified multinational perspective
on any of these issues. Companies that have invested heavily in pollution control mecha-
nisms may lobby for very tough environmental standards in an effort to force non-
compliant competitors into a weaker position. Corporations lobby tariffs to restrict compe-
tition of foreign industries. For every tariff category that one multinational wants to have
reduced, there is another multinational that wants the tariff raised. Even within the US
auto industry, the fraction of a company’s imported components will vary, so some firms
favor tighter import restrictions, while others favor looser ones. Says Ely Oliveira, Man-
ager Director of the MCT/IR: This is very serious and is very hard and takes a lot of work
for the owner,

Multinational corporations. such as Wal-Mart and McDonald’s®, benefit from gov-

ernment zoning laws. to create barriers to entry.

® Wal-Mart and McDonald's: IR/REFZE X435, KABAAREH KR EEH L. LI W H
HE HLRBAKNEELAF . BHE 200045 A KABELR WAEEFRT 7.90 FEH.ATH
H210 A, ERFRRHEOEUNELA . EHF LAERA=TRIE ELHETAGELSERA
AHERITHEK.



Many industries such as General Electric and Boeing® lobby the government to receive

subsidies to preserve their monopoly.
Patents
Many multinational corporations hold patents to prevent competitors from arising.

For example, Adidas holds patents on shoe designs; Siemens A. G. holds many patents on

equipment and infrastructure and Microsoft benefits from software patents®. The pharma-

ceutical companies lobby international agreements to enforce patent laws on others.

Government Power

In addition to efforts by multinational corporations to affect governments, there is
much government action intended to affect corporate behavior. The threat of nationaliza-
tion (forcing a company to sell its local assets to the government or to other local nation-
als) or changes in local business laws and regulations can limit a multinational’s power.
These issues become of increasing importance because of the emergence of MNCs in devel-
oping countries,

Micro-multinationals

Enabled by Internet-based communication tools, a new breed of multinational compa-
nies is growing in numbers. These multinationals start operating in different countries
from the very early stages. These companies are being called micro-multinationals. What
differentiates micro-multinationals from the large MNCs is the fact that they are small bus-
inesses. Some of these micro-multinationals, particularly software development compa-
nies, have been hiring employees in multiple countries from the beginning of the Internet
era. But more and more micro-multinationals are actively starting to market their products

and services in various countries. Internet tools like Google, Yahoo, MSN, Ebay and Am-

azon® make it easier for the micro-multinationals to reach potential customers in other

countries,

Service sector micro-multinationals, like Facebook, Alibaba etc. ,? started as dispers-

ed virtual businesses with employees, clients and resources located in various countries,

Their rapid growth is a direct result of being able to use the Internet, cheaper telephony

@® General Electric and Boeing JE S MK HF AR, #ABSEHA LRKXABZME FREH
HEHBEARL,ENEESEEE TS =EN /4B ERTASHBEER . T aBR a8
E—TERMEAARAH HEFEMSNR B WSININEAR . SRLBESHAR . TENTSH
KITESES EEARAELEE-RFERES WHAR LSRN g FRAEEHSE R,

® Adidas holds patents on shoe designs; Siemens A. G. holds many patents on equipment and infra-
structure and Microsoft benefits from software patents: [ AR A & FRITH S A AT FRAE TSR
2 R RS A AL R 2 T EE S A

® Internet tools like Google, Yahoo, MSN, Ebay and Amazon. iGN B E MSN,. 58| . ¥ D #
XHERHME TR
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home country
host country
endorse w.
branch n.
headquarters =n.
globalization n.
controversy .
imperfection =,
business practice n.
final product
monopolist =,

transportation cost

tariff and non-tariff barrier

merger n.
acquisition n,
pecuniary a.
externality n.
consolidation =n.
price discrimination
deviation n.
proprietary a.
product differentiation
scale economy
simultaneously ad.
bypass .
neoclassical a,
tax revenue

tax break
infrastructure n.
lax a.

autonomy n,
avail someone of ...
in conformity to
jurisdiction n.
rigorous a.
automate v,

premium 7,

and lower traveling costs to create unique business opportunities.
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