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ABSTRACT

The thesis is an attempt to explore two questions ;the cause
of the market substitution of transnational corporations through
internalization, and what are the market structures of
transnational corporations?

In academic circle, scholars differ in their choice of the unit
of analysis, .g., the variable to be explained. Some authors
have essentially taken a macroeconomic perspective and
concerned themselves with why countries engage in foreign direct
investment, others address the question of why transnational
corporations are better able to penetrate foreign market than
indigenous firms located in that market, and why they wish to
control value-added activities outside their national boundaries,
this draw on the theory of the monopolistic advantages and
oligopolistic reaction, a third group of economists regards
transnational corporations as a hierarchy that internalizes the
market for cross border intermediate products, and devises its
methodology to analyses the behavior of the individual
enterprise. We suggest that all of above the theories could
compose the market theory. Logically, its starting point is
market structure approach of modern industrial organizational
theory.

What is the meaning of the existence and the growth of
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transnational corporations? It shows that the market mechanism
substituting for organization mechanism and world market
structure adjusting from perfect competition to imperfect
competition.

Transnational corporations can exist and grow based on the
development of modern enterprise, The large scale and scope
production skill and division specialization of modern enterprise
make the activities of production and transactions rapidly
expand. This expansion requires enterprise to organize the
activities in world market. With this kind of division and
transactions enlarging, the new uncertainty factors occur. The
differential products and intermediate products that produced by
modern enterprise raise the assets’ specialization such as
knowledge, skill,patent and their internal protection methods.
Because the market power which buyers or sellers owned must
bring about deterioration and clashes of market transaction and
at last make transaction cost increase, so the enterprise must
substitute internal mechanism for external market mechanism to
organize and coordinate this part of division and transaction. Itis
under this condition which transnational corporations exist and
grow.

From 1970s,there is a rapid development both in width and
depth of world production and division. The economic relations
have been in circulation field, but also th production field. These
changes make transnational corporations be the whole world
phenomenon. With the aggravation of monopoly and oligopoly
market competition, which induced by scale expansion of such

organizations, transnational corporations start to adjust their
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strategies to keep their market share. They innovate internal
market structure timely and form internal network and system
linking with various kinds of horizontal division and vertical
integration connection. Finally they can organize and coordinate
the internal division. efficiently by market mechanism
substitution. Then the organization institutions of transnational
corporations become mature.

The advantages of market substitution are;

(1) The increase ability to control production and
transactions, in particular to coordinate flows of crucial inputs;

(2) exploitation of market power by differential products;

(3) avoidance of bilatefal market power;

- (4) avoidance of uncertainties in the transier of knowledge
between parties which may exist in the alternative (market)
solution, -

Generally, industrial organizational theory focus on mutual
influence between enterprises’ structure and behavior, market

structure and organization, enterprise and market. The core of

" this theory is analyzing internal structure of a firm (ownership

structure, organizational pattern, etc. ) and external structure
(concentration or diversification of an industry, entry barrier of
market,etc. ). The objective of the research of market structure
seeks to explain market condition and its relative relations
forming by structure changes, scale expansion and space
distribution of production factors and products of industrial
organizations.

Transnational corporations have become the main body of
changes of world market structure. To a large extent, it makes
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monopolies and competitions between countries change into
monopolies and competitions berween transnational
corporations. The main form of these monopolies and
competitions is concentration and diversification of industrials:

(1) Totally, there is a few firms hold majority of market
share in market structure of transnational corporations, presents
the characteristic of monopoly and oligopoly.

(2) Because of structure of monopoly and oligopoly,
transnational corporations have altered the scope and formation
of industrial competitions. Adopted by industrial diversification,
they change the horizontal competitions to vertical and mixed
competitions after production integration. Transnational
corporations try to hold larger market share through taking
interrelated diversification.

Industrial concentration ratio. Industrial concentration ratio
is a key element in surveying monopolistic market structure. To
take-account of the possible influence of this type of monopolistic
background on transnational corporations, statistical measure is
used to derive data selection and industrial classification based on
the sample of manufactured transnational corporations. Using
the rationalized sample of the 500 largest global industrial
companies in 1993, the thesis provides indications of the nature
of monopoly among the transnational corporations at the top of
global industries. Details of the conclusions are given below.

(1) Amongst the 20 industries of manufactured
corporations, the 5 industries of the highest concentration ratio
belong to heavy industries of scale economy and skill intensive
industries. These corporations are easy to become higher
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concentration firms. Among them the market structure presents
monopolistic character. These industries include Tobacco,
Aerospace, Mining and Crude-oil Production, Motors Vehicles
and Parts, Scientific Photo and Control Equipment, etc.

(2) The lowest concentration ratio exists in the light
industries of capital intensity and labor intensity, The market
structure presents competitive character. There are plenty of
firms but small scale, such as Pharmaceuticals, Chemicals,
Forest and Paper Products, Electronics | and Electrical
Equipment, Metal Products, etc.

(3) By the concentration coefficient, the measure reflects
the level of scale difference among transnational corporations in
20 industries. There is biggest level of the scale difference in
some industries, which including Food, Motors Vehicles and
Parts, Electronics and Electrical Equipment, Chemicals, and
Metals,etc. Meanwhile in the industries of Petroleum Refining,
Aerospace, Forest and Paper products, Mining and Crude-oil
Production and Publishing and Printing,there is smallest level of
difference. These industries are industry of capital inteusity and
skill intensity, and have high entry barrier. The average scale of
the industries is large. |

Overall ,the market structure of manufactured transnational
corporation can divide into four kinds; First, high concentration
ratio and small difference of scale. This is an industry of
indifference and high concentration. The market structure can be
monopolistic, Secondly, high concentration ratio and large
difference of scale. The market structure of these industries can

be oligopolistic. Thirdly, low concentration ratio and small
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difference of scale. 1t is easy to form competitive market
structure in the industries. and the Fourth, low concentration
ratio and large difference of scale. These industries have market
structure of monopolistic competition.

Industrial diversification. In the 20 industries, the
industries above average level of diversification are Aerospace,
Electronics and Electrical Equipment, Industrial and Farm
Equipment, Chemicals, Metal Products, etc. These industries
have most probably to take diversified production and transaction
when the firms have scale economy. Meanwhile, because there is
high specialization of production, large scale and less
substitution of facilities in the industries such as Computer,
Textiles, Forest and Farm Equipment, Food, Petroleum
Refining, etc. , the firms are likely impossible to take diversified
operation,

Geographical Diversification. There is similar distribution
but different structure of diversification operation of
transnational corporations in different countries of the world. In
America, the industries of. diversification involve in skill and
capital intensity, such as Aerospace, Metals, Electronics and
Electrical Equipment,etc. , while the industries of diversification
in Japan and European countries involve in Chemicals, Industrial
and Farm Equipment, Metal products, etc.. The structures of
diversification in some developing countries are closing to that in
developed countries.

The causes that lead to monopolistic or competitive market
structure of transnational corporations are entry barrier, M&C,

products differentiation and governmental policies of a country,
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etc. .

Transnational corporations have become central actors of
the world economy. Chinese corporations ought to promote
transnational production and market transaction in the world, to
participate in international competitions and cooperation with
other countries. The selections of operation models are target-
market orientation, resources endowment orientation, industry-
intensity orientation and strategy capital orientation. Meanwhile
China should reconstruct microsystem of industrial corporations
so as to develop Chinese transnational corporations.

The main arrangements of the content in this thesis are
given below;

Ch.1——From point of view of the industrial organizational
theory, it analyzes the market structure approach and market
theory of transnational corporations.

Ch. 2— It gives some researches of the patterns of
organizational and market substitution of transnational
corporations, and presents an analytical approach to the
formation of internalization of these corporations.

Ch. 3,4, 5—— Based on plenty of statistical and positive
analysis, they focus on researching the characteristic and
distributions of market structure of transnational corporations,
including industrial concentration, industrial diversification and
the mechanism of formation and determination of the
corporations.” These three chapters compose core contents.

Ch6—— It describes existing state of Chinese industrial
corporations, and try to sum up some conclusions that how to

develop transnational corporations in China.
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