Multinational Corporations
Why are foreign countries establishing in the U.S? Is this good for us or good for them?  We’re about to find out.  Multinationals are driving the global economy.  Most trade imports and exports are made between multinationals.  Some multinationals make more money than certain countries.  A multinational is a company that has production facilities all over the world, its structures have changed over time.  As explained by Mr. Bareshaw they changed form natural resources to manufacturing and high-tech, and from being vertically integrated to horizontally integrate.  After World War II they have started producing more technological stuff.  Being horizontally integrated means that a company does everything in the same place, an example given is Coca-Cola which would make and distribute their products in each different place.  Businesses can work internationally by making the products home and exporting, also by licensing another company in other part of the world to produce their product, joint ventures can be developed; these ways does not really make a company a multinational.  But buying or building a subsidiary does.  Mr. Bareshaw explains some reasons for this: the need to protect proprietary technology and also locational considerations. Transportation costs, since it would be cheaper to do it there than to ship it.  Low costs of labor and materials abroad, since a company might want to take advantage of this, also protectionism in the local market. Favorable tax environment, since the tax laws may be different and companies thanks to this will save more money, and consumer preferences for home products.  There are many other reasons why some companies become multinationals, such as, economies of scale, rationalized production, and exchange rate volatility.  A case study of Ericsson in Hungary is shown to explain the motivations behind multinationals.  Before the telephone system in Hungary didn’t work, but now you can reach anyone in any part of the world.  Hungary used to be communist but when the Soviet Union fell, it came to a way of democracy.  The telephone system was behind the rest of the world, especially the western civilization.  Andras Sugar a General Manager states that “we are far behind from other countries…”  The Swedish company Ericsson in 1990 established in Hungary and introduced the mobile phone.  Ericsson has students from Hungarian Universities help them translate and at the same time learn about this new technology.  Ericsson agreed to establish a plant outside Budapest.  Ericsson employs around 300 hundred people in Hungary alone.  Zslot Huszar says that Ericsson “give work to Hungaries, and spread the high-tech knowledge.”  Ericsson had to do this to get the deal to stay.  Ericsson was also encouraged to stay because “we could employ people with good education background at low wages” as said by Lars Erik Hillborn.  The new mobile system was very good.  Ms. Magyar says that concerning the futures she is hopeful that they will have a very successful telephone system.  A reunion between some economists in Australia and their discussion help us learn more about this topic.  Why are these companies growing so much in the last years? Asks the presenter.  The economist answers that global economy is becoming a much more powerful factor; with exporting and building subsidiaries.  Another economist answers says that the advantages of establishing in other countries.  The main purpose of these companies is to develop technology around the world.  Also they create jobs where they go.  Most governments accept foreign companies because both of them benefit.  Multinationals also have an impact on the source country, for example, higher earnings for the investing company, exporting of jobs overseas, export of technology, and loss of tax revenues.  Countries have different tax levels and multinationals can take advantage of this.  Multinational also have impact on the host country as explained by the presenter such as job creation, offering high quality jobs, also the inflow of technology, benefiting the country.  The presenter states that “sometimes this is overshadowed by the fear of exploitation and loss of control.”  The host country might be scared for example because it might limit the exports to certain country but the company might export the product to them through another subsidiary in another part of the world.  Also the fear of exploitation in a cultural way, or a company can have certain control over the country and take advantage.  

The second case study is about two companies Smith Corona and Brother and asks the question which of these is an American country?  Smith Corona had subsidiaries in Canada, Britain, and their products were made in Singapore.  Brother had subsidiaries in Japan and their products were made in America.  Both used the same processes to product. Both company filed complaints with the US Department of Commerce claiming that they were an American company and that they were being victimized by the other unfair trade practices.  Smith Corona’s chairman stated that even though their products are made overseas they are American, their roots are American, and their headquarters are in American.  Brother Company’s Patrick Gilmore the president stated that employers are in America and that they are running the business in America.  William Niskanen the Former Economic Advisor in the Reagan Administration says that “It matters almost not at all”  “there are companies that are established here for more than a hundred years but the owners are foreigners, Who Cares?”  

Clyde Prestowitz a former US Trade Negotiator says that “the ability to compete in international markets makes a big difference if it’s a home company or a foreign because of the laws of each country.”  The final ruling was that Smith Corona was guilty and Brother was innocent.  Brother was considered and American Company and Smith Corona too, but that both were foreign producers.  The growth of multinationals has made deciding a company’s nationality almost impossible.

The panel back in Australia has something to say about this too.  What defines a countries nationality?  Mrs. Rachel says “that’s a difficult question to answer, we look at where a country labor force is located but today that might be spread among ten different countries.  We could look where the headquarters are, or the ownership is.  Also the location of research and development facilities.”  It really doesn’t matter, since companies are only trying to take advantage of the comparative advantages of other countries.  The presenter asks “how do you determine the nationality of a country when trying to protect from dumping?”  It is a hard question too, so you will have to follow some of what Rachel was explaining before.  Who has the right to tax the country? That is where nationality really matters.  The presenter also asks when does a company get too big?  Where does a multinational gets too big relative to what?  As long as the company doesn’t have that monopoly power it is all good. It is hard for a company to get too big, since there is always more companies who will imitate this companies and that is where competition takes place, and to grow gets harder.  

What determines a company’s nationality?  Most ways are still helpless.  Where the jobs are, where the management is, where the ownership is, where research and development take place.  For example, what is the nationality of sports car, that is financed with US Money, designed in Italy, manufactures partly in America, and part in Mexico, and the technology is in Japan.   Some say nationality doesn’t matter.  That what matters are the work force skills and training, if they do this they will benefit from the acquisition of new technologies improves competitiveness.  Other says that nationality and ownership is important, because foreign companies don’t always have best interests of the host country in mind and they favor their home country suppliers.  Competition is kind of unfair.  When national security comes in place nationality is very important; this is legitimate argument but also limited.  The bottom line is said by Alexander Hamilton in 1971 “rather than treating the foreign investor as a rival, we should consider him a valuable helper, for he increases our production and the efficiency of our business.”

