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Concept Previews

After reading this chapter, you should be able to:

= appreciate the dramatic internationalization of markets

* understand the various names given to firms that have substantial operations in more than
one country

= appreciate the profound effect of the Internet on many international business firms

» understand the five kinds of drivers, all based on change, that are leading international
firms to the globalization of their operations

» comprehend why international business differs from domestic business

* describe the three environments—domestic, foreign, and international—in which an inter-
national company operates




Why You Need International Business
Experience and How to Get It

Gary Ellis, a young assistant controller for Medtronic, a Fortune 500 manufacturer of
pacemakers and other medical equipment, was thought to be on the fast track for a top
management position. However, company executives felt he first needed broader ex-
perience, so they sent him to head their European headquarters in Belgium. In his new
job Gary was responsible for many top-level duties and worked with an array of offi-
cials (labor, government, production, and marketing, as well as financial).

Two years later, when the corporate controller’s job in the company’s home office
in Minneapolis became vacant, Ellis was given the job. Bill George, Medtronic’s CEO,
summed up the company philosophy regarding necessary experience: “Successful ex-
ecutives of the future will have all lived in another country for several years.™

Medtronic is not the only firm with this policy. At FMC Corp., a heavy machinery
and chemicals producer, the vice president for human resources says that his company

believes that “no one will be in a general management job by the end of the decade who




didn’t have international exposure and experience.”® Evidently, the boards of directors
of the Big Three automakers have the same policy. All three CEOs were at one time
heads of their firms’ international operations.

The realization that overseas experience is important for career advancement has
heightened the competition for foreign assignments. For example, nearly 500 midlevel
engineering and technical managers in GE’s aircraft engine unit applied for the 14 po-
sitions in the company’s global marketing training program.® The global human re-
sources manager at another GE unit, GE Medical Systems, claims, “We have far more
candidates than we have jobs offshore.”® In the face of such competition, what can you
do to improve your chances to obtain an overseas post?

First, make your boss and the Human Resource Management department personnel
aware of your interest and the fact that you have studied international business. Look
for opportunities to remind them that you continue to be interested (performance re-
view is a good time). Try to meet people in the home office who work with the foreign
subsidiaries as well as visitors from overseas. As evidence of your strong interest in for-
eign employment, take additional international business courses and study foreign lan-
guages. Make sure that people in your company know what you are doing.

You have seen that many American managements want their top executives at com-
pany headquarters to have years of foreign experience, but do CEOs of the major firms
recognize the value of internationalized business education for all employees in man-
agement? Do they, in fact, believe it is important that all business graduates they hire
have some education in the international aspects of business? How important is the
knowledge of foreign languages?

To find out, we surveyed the CEOs of Forbes’s “100 Largest Multinational Firms”
and Fortune’s “America’s 50 Biggest Exporters.” We found that: (1) Seventy-nine per-
cent believed that all business majors should take an introduction to international busi-
ness course. (2) About 70 percent felt that business graduates’ expertise in foreign lan-
guages, international aspects of functional areas (e.g., marketing, finance), and
business, human, or political relations outside the United States is an important con-
sideration in making hiring decisions. (3) A majority of the respondents believed that
a number of courses in the international business curriculum (e.g., international mar-
keting, international finance, export—import, international management) are relevant to
their companies.

It appears from our study, then, that the CEOs of the major American firms doing
business overseas are convinced that the business graduates they hire should have some
education in the international aspects of business. Most seem to agree with the execu-
tive vice president of Texas Instruments, who said, “Managers must become familiar
with other markets, cultures, and customs. That is because we operate under the notion
that it is ‘one world, one market,” and we must be able to compete with—and sell to—

the best companies around the world.”
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Clearly, the top executives from some of the largest corporations in the world are say-

ing that they prefer business graduates who know something about markets, customs, and
cultures in other countries. Companies that do business overseas have always needed some
people who could work and live successfully outside their own countries, but now it seems
that managers wanting to advance in their firms must have some foreign experience.

Did you note the reason for this emphasis on foreign experience for managers—
increased involvement of the firm in international business? The top executives of
many corporations want their employees to have a global business perspective. What
about companies that have no foreign operations of any kind? Do their managers need
this global perspective? They do indeed, because it will help them not only to be alert
for both sales and sourcing opportunities in foreign markets but also to be watchful for
new foreign competitors preparing to invade their domestic market.

Indicators of this expanding competition are the increases in import penetration de-
fined as

imports
GDP — exports + imports

and the buildup of foreign investment. Note that import penetration has increased
markedly for the five major importing nations over the past 29 years (Table 1.1).

In summary, we can say that every company’s management, whether or not it has
any direct foreign involvement, needs to be aware of what is occurring globally in its
markets and its industry. =
Sources: “The Real Fast Track Is Overseas,” Fortune, August 21, 1995, p. 129. "Path to Top Job Now Twists and Turns,” The
Wall Street Journal, March 15, 1993, p. B1. “*Younger Managers Learn Global Skills,” The Wall Street Journal, March 3, 1994,
p. B1. “The Fast Track Leads Overseas,” Business Week, November 1993, pp. 64-68. “Donald A. Ball and Wendell H. McCulloch,

Jr., “The Views of American Multinational CEOs on Internationalized Business Education for Perspective Employees.” Journal
of International Business Studies, 2nd Quarter. 1993, pp. 383-91.
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What about you? Are you involved in the global economy yet? Think back to how you
began your day. After you awoke, you may have looked at your Timex watch for
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International
Business
Terminology

the time and turned on your RCA TV for the news and weather while you showered. After
drying your hair with a Conair dryer, you quickly swallowed some Carnation Instant
Breakfast and Sanka coffee, brushed your teeth with Close-Up toothpaste, and drove off
to class in your Honda with its Firestone tires and a tank full of Shell gasoline.

Meanwhile, on the other side of the world, a group of Japanese students dressed in
Lacoste shirts, Levi’s jeans, and New Balance shoes may be turning off their IBMs in
the computer lab and debating whether they should stop for hamburgers and Cokes at
McDonald’s or coffee and doughnuts at Mister Donut. They get into their Ford
Mustangs with Goodyear tires and drive off.

What do you and the Japanese students have in common? You are all consuming
products made by foreign-owned companies. This is international business.

To further see the point we’re making, answer this question: Which of the follow-
ing companies or brands are foreign owned? Who are the owners?

1. Norelco (electric razors)

. Chesebrough-Pond (Vaseline)
. Ben & Jerry’s Ice Cream

. Lever Brothers (Lux, Dove)

. Lenscrafters (eyeglasses)

. Maybelline (cosmetics)

. Comp USA (computer stores)
. Greyhound Lines

O 00 N9 N L B W

. Holiday Inn
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. Godiva Chocolate
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. Scott Paper (Kleenex)
. Elizabeth Arden

—
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13. General Tire (tires)

14. A&W Brands (root beer)
15. Motel 6

16. Pillsbury'

All that you have read so far points to one salient fact: All businesspeople need to
have a basic knowledge of international business to be able to meet the challenge of
global competition.

Part of this knowledge consists of learning its special terminology, an important func-
tion, as you already know, of every introductory course. To assist you in learning the
international business “language,” we’ve included a glossary at the end of the book and
listed the most important terms at the end of each chapter. They also appear in bold
print where they are first used in the text, with their definitions in the margin.

Multinational, Global, International,
and Transnational Companies

Because international business is a relatively new discipline and is extremely dynamic,
you will find that the definitions of a number of terms vary among users. For example,
some people use the words world and global interchangeably with multinational to de-
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scribe a business with widespread international operations, but others define a global
firm as one that attempts to standardize operations in all functional areas but that re-
sponds to national market differences when necessary.’

According to this definition, a global firm’s management

1. Searches the world for (a) market opportunities, () threats from competitors,
(¢) sources of products, raw materials, and financing, and (d) personnel. In
other words, it has global vision.

2. Seeks to maintain a presence in key markets.
3. Looks for similarities, not differences, among markets.

Those who use global in this manner are defining a multinational company as a kind
of holding company with a number of overseas operations, each of which is left to
adapt its products and marketing strategy to what local managers perceive to be unique
aspects of their individual markets. Some academic writers suggest using terms such
as multidomestic and multilocal as synonyms for this definition of multinational.® You
will also find those who consider multinational corporation to be synonymous with
multinational enterprise and transnational corporation.

However, the United Nations and the governments of most developing nations have
been using transnational instead of multinational for decades to describe a firm doing
business in more than one country. The United Nations specialized agency, the United
Nations Conference on Trade and Development (UNCTAD), for example, employs the
following definition: “Transnational corporations comprise parent enterprises and their
foreign affiliates: a parent enterprise is defined as one that controls assets of another
entity or entities in a country or countries other than its home country, usually by own-
ing a capital stake. An equity capital stake of at least 10 percent is normally considered
as a threshold for the control of assets in this context.”* More recently, some academic
writers have employed the term for a company that combines the characteristics of
global and multinational firms: (1) trying to achieve economies of scale through global
integration of its functional areas while at the same time (2) being highly responsive to
different local environments (a newer name is multicultural multinational).’ You rec-
ognize, of course, that this is similar to the definition of a global company mentioned
earlier. To be able to use this definition for transnational, these writers have simply re-
defined a global firm as one that responds weakly to local environments.

Businesspeople, though, usually define a transnational as a company formed by a
merger of two firms of approximately the same size that are from two different coun-
tries. Four of the largest are Unilever (Dutch—English, food), Shell (Dutch—English,
oil), Pharmacia & Upjohn (Swedish—American, pharmaceuticals), and ABB (elec-
trotechnical, power generating), a 1988 merger between ASEA (Swedish) and Brown-
Bovari (Swiss). Other European transnationals, now dissolved, were Dunlop-Pirelli
(English—Italian, tires), Semperit-Kleber Colombes (Austrian—French, tires), and
VFW-Fokker (Germany—Netherlands, aircraft). Binational is another name given to
this kind of company.

Organization of a Transnational

Generally, there is a 50-50 ownership of a new company formed by the merger, as in
the case of ABB, although there are notable exceptions. The Unilever Group was es-
tablished in 1930 when Margarine Unie (Dutch) and Lever Brothers (British) decided
to merge their interests while remaining separate legal entities. Now known as Unilever
N.V. (Dutch) and Unilever PLC (British), they are the parent companies of one of the
world’s largest consumer goods businesses (31 in the Fortune Global 500 with 1999
sales of $44 billion), with corporate centers in Rotterdam and London. These compa-
nies, which serve as holding and service companies for their group companies around
the world, have the same directors, and each company chairman is vice chairman in the
other company. In most cases, shares in the group companies are held by either N.V. or
PLC. Interestingly, Unilever describes itself as “international, not global, because it
does not attempt to enter all markets with the same product.”

The Rapid Change of Global Business
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The other large Dutch—British transnational, Shell, has a similar organizational arrange-
ment in that in 1903 a British petroleum company and a Dutch one formed a partnership,
the Asian Petroleum Company, that worked so well that it was extended to worldwide op-
erations with the formation of the Royal Dutch/Shell Group of Companies in 1907. The
partnership continues. The two parent companies retain their separate businesses and own
the Group, with over 1,700 companies in the proportion of 60 percent to Royal Dutch
Petroleum and 40 percent to the Shell Transport and Trading Company. The Shell Group
ranked eleventh in the 1999 Fortune Global 500 with sales of $105 billion. Note that nei-
ther Unilever nor Shell is a merger in the strictly legal sense.’

In 1990, Brazil and Argentina signed a treaty establishing Argentina/Brazil Binational
Companies, presumably because of their membership in the regional trade association
Mercosur. The Colombian and Ecuadorian governments have also established regulations
for the formation of binational companies.®

Other Possible Solutions to Multiple Definitions

Perhaps the Japanese have the solution to the use of terms with multiple definitions;
they call the technique of adapting to local conditions dochakuka, meaning “global lo-
calization.” The word comes from Japanese agriculture, where it means adjusting the
planting, fertilizing, and harvesting methods to meet local soil conditions.

To complete this discussion, we need to mention that the term supranational cor-
poration was described in a publication of the United Nations as one in which both the
operation and the ownership are multinational, yet many reserve this term for a corpo-
rate form that does not exist now—one that would be chartered by an international
agency such as the United Nations.

International Business



Definitions Used in This Text

In this text we will employ the definitions listed below, which are generally accepted
by businesspeople. Although we primarily use the terms global, multidomestic, and in-
ternational firms or companies, at times we may use multinational enterprise (MNE)
or multinational company (MNC) interchangeably with international company (IC)
inasmuch as both terms are employed in the literature and in practice.

1. International business is business whose activities are carried out across national
borders. This definition includes not only international trade and foreign manufac-
turing but also the growing service industry in areas such as transportation, tourism,
advertising, construction, retailing, wholesaling, and mass communications.

Figure 1.1 demonstrates how widespread one service corporation has become.

2. Foreign business denotes the domestic operations within a foreign country. This term
sometimes is used interchangeably with international business by some writers.

3. Multidomestic company (MDC) is an organization with multicountry affili-
ates, each of which formulates its own business strategy based on perceived
market differences.

4. Global company (GC) is an organization that attempts to standardize and
integrate operations worldwide in all functional areas.*

5. International company (IC) refers to both global and multidomestic companies.

*Note that in this definition global ownership is not a requirement. However, you should be aware that some people do include
this along with other criteria, such as the ratio of foreign to total employment or foreign to total assets.

The Rapid Change of Global Business

multidomestic
company

An organization with
multi-country affiliates,
each of which
formulates its own
business strategy based
on perceived market
differences.

global company

An organization that
attempts to standardize
and integrate operations
worldwide in all
functional areas.

international
company

Either a global or a
multidomestic
company.
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[Figure 1.1] Overseas Locations of McDonald’s, an International Service Company
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H' f While international business as a discipline is relatively new, international business

IStOl'y O . L . . e
as a business practice is not, as we shall see in the next section, “History of
International International Business.” Well before the time of Christ, Phoenician and Greek mer-
] chants were sending representatives abroad to sell their goods. In 1600, the British
BUS]-neSS East India Company, a newly formed trading firm, established foreign branches
throughout Asia. At about the same time, a number of Dutch companies, which had
organized in 1590 to open shipping routes to the East, joined together to form the
Dutch East India Company and also opened branch offices in Asia.” American colo-

nial traders began operating in a similar fashion in the 1700s.

Early examples of American foreign direct investment are the English plants set up
by Colt Fire Arms and Ford* (vulcanized rubber), which were established before the
Civil War. Both operations failed, however, after only a few years.

A number of multinational companies existed in the late 1800s. One of the first
to own foreign production facilities, have worldwide distribution networks, and
market its products under global brands was Singer Sewing Machine. In 1868, it
built a factory in Scotland, the first successful American venture into foreign pro-
duction. By 1880, the company had become a global organization with an out-

*This Ford was no relation to Henry Ford.
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standing international sales organization and several overseas manufacturing plants.
Other firms, such as J&P Coats (United Kingdom) and Ford, soon followed, and by
1914, at least 37 American companies had production facilities in two or more over-
seas locations."’

Among those firms already established overseas were National Cash Register and
Burroughs, with manufacturing plants in Europe; Parke-Davis, with a plant near
London (1902); and Ford Motor Company, which had assembly plants or distribution
outlets in 14 countries. General Motors and Chrysler followed soon afterward, so that
by the 1920s all three companies had sizable foreign operations. Interestingly, and quite
the reverse of today’s situation, in the 1920s all cars sold in Japan were made in the
United States by Ford and General Motors and sent to Japan in knocked-down kits to
be assembled locally. Another early overseas investor was General Electric, which, by
1919, had plants in Europe, Latin America, and Asia.'' Other well-known American
firms in Europe at that time were Alcoa, American Tobacco, Armour, Coca-Cola,
Eastman Kodak, Gillette, Quaker Oats, Western Electric, and Westinghouse.

Interestingly, American business moving overseas caused consternation among
Europeans similar to that caused by Japanese investments in the United States today.
One author wrote, “The invasion goes on unceasingly and without noise or show in 500
industries at once. From shaving soap to electric motors, and from shirtwaists to tele-
phones, the American is clearing the field.”"

Although American firms were by far the largest foreign investors, European com-
panies were also moving overseas. Friedrich Bayer purchased an interest in a New York
plant in 1865, two years after setting up his plant in Germany. Then, because of high im-
port duties in his overseas markets, he proceeded to establish plants in Russia (1876),
France (1882), and Belgium (1908)."* Bayer, now one of the four largest chemical com-
panies in the world ($29 billion in 1999 sales), has 350 companies with operations in
140 countries. After losing the right to use the name Bayer in North America as part of
Germany’s World War I reparations, the company regained that right in 1995 by buying
the over-the-counter drug division from Kodak, which had been the manufacturer and
owner of Bayer aspirin.'*

Although multinational firms existed well before World War I, only in recent years
have they become the object of much discussion and investigation, especially con-
cerning the increasing globalization of their operations. What is globalization? What
are the reasons for globalization?

Globalization
What Is It?

Although globalization is discussed everywhere—television shows, Internet chat rooms,
political demonstrations, parliaments, management boardrooms, and labor union meet-
ings—so far there is no widely accepted definition. In fact, its definition continues to
broaden. Now, for example, social scientists discuss the political, social, environmental,
historical, geographical, and even cultural implications of globalization."> Some also
speak of technological globalization, political globalization, and the like.'®

However, the most common definition and the one used in international business
is that of economic globalization—the international integration of goods, technol-
ogy, labor, and capital; that is, firms implement global strategies which link and co-
ordinate their international activities on a worldwide basis.!” Interestingly, at the
1999 World Economic Forum (WEF) annual meeting in Davos, Switzerland, a new
word, globality, was introduced as the meeting’s theme. Daniel Yergin, coauthor of
The Commanding Heights, decided that since globalization is a process, a different
word was needed for “the results of this process—a place, a condition, the situation
that comes afterward.” Professor Klaus Schwab, founder of the WEF, explained, “We
wanted to look beyond the economic dimensions of what is happening. It is a glob-
ality.” Bill Gates announced at the meeting that Microsoft would add globality to
Microsoft’s dictionary.'®

The Rapid Change of Global Business
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Globalization Forces

There are five major kinds of drivers, all based on change, that are leading international
firms to the globalization of their operations: (1) political, (2) technology, (3) market,
(4) cost, and (5) competitive: "

1. Political. There is a trend toward the unification and socialization of the global
community. Preferential trading arrangements, such as the North American Free
Trade Agreement and the European Union, that group several nations into a single
market have presented firms with significant marketing opportunities. Many have
moved swiftly to enter either through exporting or by producing in the area.

Two other aspects of this trend are contributing to the globalization of business
operations: (a) the progressive reduction of barriers to trade and foreign investment
by most governments, which is hastening the opening of new markets by interna-
tional firms that are both exporting to them and building production facilities in
them, and (b) the privatization of much of the industry in formerly communist
nations and the opening of their economies to global competition.

2. Technology. Advances in computers and communications technology are permit-
ting an increased flow of ideas and information across borders, enabling
customers to learn about foreign goods. Cable TV systems in Europe and Asia, for
example, allow an advertiser to reach numerous countries simultaneously, thus
creating regional and sometimes global demand. Global communications net-
works enable manufacturing personnel to coordinate production and design func-
tions worldwide so that plants in many parts of the world may be working on the
same product.

The Internet and network computing enable small companies to compete glob-
ally because they make possible the rapid flow of information regardless of the
physical location of the buyer and seller. Internet videoconferencing allows sellers
to demonstrate their products to prospective buyers all over the world without the
need to travel. It also permits international companies to hold corporate meetings
between managers from headquarters and overseas subsidiaries without expen-
sive, time-consuming travel. In addition, communicating by E-mail on the
Internet is faster and more reliable than using postal mail and much less expensive
than using a fax machine. Both Internet uses have given home office managers
greater confidence in their ability to direct overseas operations.

The ease of obtaining information and making transactions on the Internet has
started to have a profound effect on many firms and especially on business-to-
business commerce.* Whereas companies formerly used faxes, telephones, or
mail to complete their transactions, they now use the cheaper and faster Internet.
For example, Cisco Systems, a network-equipment maker, makes 80 percent of its
$12 billion annual sales from its Web site.”” The concept of using the Web to find
suppliers is already established in certain industries, and more are coming online.
In February 1999, Ford, General Motors (GM), and DaimlerChrysler announced a
joint venture to fund and develop a Web-based trading exchange connecting all
the buyers and sellers in the entire automobile supply chain. Renault and Nissan
also declared their intention to join. As an example of the savings to be obtained,
Ford expects to save 10 percent on the $80 billion it buys from its suppliers annu-
ally plus another $1 billion in transaction costs. A typical purchase order costs
Ford $150, but an order on the exchange will cost about $15.2! The five automak-
ers spend roughly $700 billion annually. Similar Internet exchanges have been
announced by tire manufacturers, airlines, computer companies, aerospace com-
panies, retailers, and chemical companies.?

3. Market. As companies globalize, they also become global customers. For years,
advertising agencies established offices in foreign markets when their major clients
entered those markets to avoid having a competitor steal the accounts. Likewise,

*See the Chapter 1 “Internet Appendix™ for information on using the Internet for international business research.
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A Little Guy
Makes Global

Business Easier for
the Little Guys

Small and Medium-Sized Enterprises

DE Technologies, a tiny private
company with only six employees,
has patented a technology for pro-
cessing sales globally using the
Internet. With this system, which is
called the Electronic Commerce
Backbone System (ECBS), small
and medium-sized firms can export
and import goods and services
without previous international
trade experience. The ECBS allows
buyers/sellers to buy American

products in the currency of the
destination country, view product
descriptions in the language of the
destination country, view digital
still or motion video displays of the
products for sale, and view the
calculations and displays of prices
for air, land, and sea transportation;
it also ensures direct payment of
goods via credit cards or documen-
tary credit.

Procedures such as the prepara-
tion and filing of export—import
documents, freight, insurance,
titles, letters of credit, pro forma
invoices, and bills of lading are
done by the program. This elimi-
nates the necessity of engaging
foreign freight forwarders, export
and import agents, and other inter-
national channel of distribution
members. Thus, ECBS reduces the

costs of ocean and air freight,
banking, and human resources.
Small and medium-sized busi-
nesses can become members by
paying a small membership fee,
which gives them access to the
ECBS. A small transactional
fee of 0.3 percent also is levied.
According to the founder of DE
Technologies, “the capability of the
system will allow thousands of
SME:s to compete effectively in the
Import/Export business with ‘The
Big Guys’ as the barriers to entry
will be lowered tremendously.” m

Sources: “Cutting through a World of Red Tape,”
Business Week Online, www.businesswe...m/small
biz/0006/te000628.htm?scriptFramed (June 30,
2000); “Electronic Commerce Backbone System
(ECBS),” DE Technologies Web site, www.
detechnologies.com/ecbs.htm (August 1, 2000);
and “Borderless Order Entry Systems,” DE
Technologies Web site, www.detechnologies.
com/boes.htm (August 1, 2000).

when an automaker, about to set up a foreign plant where there was no tire factory,
asked a tire company if it was interested in setting up a plant in this new market,
the response was, “When do you want us there?” It is also quite common for a
global supplier to make global supply contracts with a global customer.
Finding the home market saturated also sends companies into foreign markets,
especially when the marketer realizes there is a convergence of customer tastes and
lifestyles brought about by increasing tourist travel, satellite TV, and global brand-

ing.

4. Cost. Economies of scale to reduce unit costs are always a management goal.
One means of achieving them is to globalize product lines to reduce develop-
ment, production, and inventory costs. The company can also locate production
in countries where the costs of the factors of production are lower.

5. Competitive. Competition continues to increase in intensity. New firms, many
from newly industrialized and developing countries, have entered world markets in
automobiles and electronics, for example. As you saw in the opening incident,
import penetration has increased markedly for five of the six major trading nations
over the past 29 years. Another competitive driving force for globalization is the
fact that companies are defending their home markets from competitors by enter-
ing the competitors’ home markets to distract them (example: Kodak—Fuji).

Many firms that would not have entered a single country because it lacked suffi-

cient market size have established plants in the comparatively larger trading groups
(European Union, ASEAN, Mercosur). It’s one thing to be shut out of Belgium, but
it’s another to be excluded from all Europe.

The result of this rush to globalization has been an explosive growth in international
business.

—
.
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Explosive Growth

There has been explosive growth in both the size and the number of U.S. and foreign
international concerns.
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B E Table 1.2 FDI Indicators and Multinational Company Statistics
(billions of dollars and percentages)

Value at Current Prices Annual Growth Rate
(billions of dollars) (percent)
1996 1997 1998 1991-1995 1996 1997 1998

FDI data

Inflows 359 464 644 19.6 9.1 294 38.7
Outflows 380 475 649 159 59 25.1 36.6
Inward stock 3,086 3437 4,088 9.6 10.6 11.4 19.0
Outward stock 3,145 3,423 4,117 10.5 10.7 8.9 20.3
Cross-border M&As* 163 236 411 30.2 15.5 452 73.9
Foreign affiliate data

Sales 9372 9,728 11,427 10.7 117 3.8 17.5
Total assets 11,246 12,211 14,620 13.8 8.8 8.6 19.7
Exports 1,841 2,035 2,338 13.1 -58 10.5 149
Employment (thousands) 30,941 31,630 35,074 5.6 49 2.2 10.9

Note: *Majority-held investment only.

Source: “Mega Mergers Reshaping Global Production System,” UNCTAD Press Release, TAD/INF/2821, September 23, 1999, www.unctad.org/en/press/pr2821.
htm (August 3, 2000).

Foreign Direct Investment

One variable commonly used to measure where and how fast internationalization is tak-
ing place is the increase in total foreign direct investment (FDI).* For example, the world
stock of FDI is estimated to have risen from $519 billion in 1980 to $4.117 trillion in
1998, an eightfold increase in just 18 years (see Table 1.2).

Note also that total FDI rose by nearly 40 percent to $644 billion for a record increase,
while total assets of multinational foreign affiliates grew by 19.7 percent in 1998 to reach
$14.62 trillion. Majority-owned cross-border metgers and acquisitions (M&As) regis-
tered a 1998 growth of $411 billion, up almost 75 percent, after rising 45 percent in 1997.
Preliminary 1999 results reveal that cross-border M&As ($720 billion) continue to be the
driving force behind the growth of FDI flows ($827 billion in 1999). The United States,
the nation with the highest sales of companies in 1999, was replaced by the United
Kingdom as the largest acquirer of foreign companies. These two countries also repre-
sent for each other the principal home country as well as host country.”

Number of International Companies

We also have estimates of the number of global and multidomestic firms in the world.
In 1999, UNCTAD, the United Nations agency in charge of all matters relating to
FDI and international corporations, estimated that there were over 60,000 companies
with half a million foreign affiliates that accounted for 25 percent of global output.
They accounted for two-thirds of world trade. Foreign affiliates’ sales ($11 trillion)
are far in excess of global trade ($7 trillion).** Only four years ago, UNCTAD esti-
mated that there were only 45,000 parent companies with 280,000 foreign affiliates
with sales of US$7 trillion.”®

UNCTAD reports, “The world’s largest 100 transnational corporations, measured in
terms of foreign assets, hold a dominant position in the new international production sys-
tem. They now account for US$4 trillion in total sales and hold a stock of total assets in
excess of US$4.2 trillion.” General Electric is the world’s largest TNC, closely followed
by the Ford Motor Company and the Royal Dutch Shell Group. What is striking is that
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*Foreign direct investment is sufficient investment to obtain significant management control. In the United States, 10 percent is
sufficient; in other countries, it is not considered a direct investment until a share of 20 or 25 percent is reached.
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85 of the top 100 have been on the UNCTAD list for several years. Only two, Petroleos
of Venezuela and Daewoo Corporation of Korea, are from developing countries.?

As a result of this expansion, the foreign company’s subsidiaries have become in-
creasingly important in the industrial and economic life of many nations, developed
and developing. This situation is in sharp contrast to the one that existed when the dom-
inant economic interests were in the hands of local citizens. The expanding importance
of foreign-owned firms in local economies came to be viewed by a number of govern-
ments as a threat to their autonomy. However, beginning in the 1980s, there has been
a marked liberalization of government policies and attitudes toward foreign investment
in both developed and developing nations. Leaders of these governments know that lo-
cal firms must obtain modern commercial technology in the form of direct investment,
purchase of capital goods, and the right to use the international company’s expertise if
they are to be competitive in world markets.*

Despite this change in attitude, there are still critics of large global firms who cite such
statistics as the following to “prove” that host governments are powerless before them:

1. In 1998, only 23 nations had gross national products (GNPs) greater than the
total annual sales of General Motors, the world’s largest international company.

2. Also in 1998, the total amount of money spent in Wal-Mart worldwide was
greater than the sum of the GNPs of over 100 nations.

As Table 1.3 indicates, these statements must be true. In fact, when nations and indus-
trial firms are ranked by GNP and total sales, respectively, 48 of the first 100 on the list are
industrial firms. While a nation’s GNP and a company’s sales are not comparable, they are
indicators of potential power, as you will see in Chapter 10, “Political Forces.” Also, re-
gardless of the parent firm’s size, each subsidiary is a local company that must comply with
the laws in the country where it is located. If it does not, it can be subject to legal action or
even government seizure. From 1970 to 1975 there were 336 acts of seizure, but a decade
later that number dropped to just 15. Now most differences are settled by arbitration.**?’

Recent Developments

Lessening of American Dominance!

You may have noticed in Table 1.3 that there are more Asian and European interna-
tional firms than there are American. It was not always this way. Until the 1960s
American multinationals clearly dominated world business, but then the situation be-
gan to change. European firms began challenging American multinationals, first in
their home countries and then in third-country markets dominated by U.S. companies.
By the 1970s large European and Japanese businesses were expanding their overseas
production facilities faster than were American firms. To realize the change in the rel-
ative importance of American, European, and Japanese multinationals, it is helpful to
compare Fortune’s list of the top 100 industrial firms in the world ranked according to
sales in 1980, 1996, and 1999.%

*Granting the right to use a firm’s expertise for a fee is called licensing. See Chapter 2 for more details.
**These and related subjects are discussed in Chapters 10 and 11.
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