Geography Notes
Sec 3 Express/ Sec 4 Express [Revision]

Global Industrial Shift (All in one)
1. Why MNCs shift their operation to developing countries???

	Reasons
	Elaboration

	1. Rising labour costs
	· In the home country of MNCs, the labour cost is very high.

· An MNC will be attracted to invest in developing countries where labour cost is lower.

· This is because labour costs account for 50% of the production costs.

· A cheaper labour cost will increase the MNC’s competitive edge in the world market as they can sell their goods cheaply.

	2. Rising importance of service industry
	· The home country of MNC’s labour realizes the importance of service industries.

· They find that service industry has more benefits such as higher income.

· Thus, less labour is found at the manufacturing industries.

· Consequently, the MNCs may even need to raise the labour cost in order to lure them.

	3. Less risk
	· The spread of investments in different developing countries helps to manage risks.

· E.g. If labour costs go up in one country, the cost of production will not increase as much as when all overseas operations are centered in that one country.
· E.g. Even if an MNC invests in one country only, it can transfer capital easily between countries, closing down a branch plant and moving production to a place that is more lucrative.

	4. Taking advantage of developing country
	· By locating the different stages of production in different locations, the developed countries can take the advantages of the special qualities of each country.
· E.g. MNC will locate in places where there is skilled and cheap to support the high technology industries such as electronics industry in Bangalore.

	5. Overcoming trade barrier
	· Setting up factories in other countries is one way of overcoming trade barriers imposed by those countries to protect home industries from competition between countries.
· E.g. Japanese MNCs establishes UK factories will be able to serve the EU market without being affected by trade barrier.

	6. Economics of scale
	· By setting up factories in different location, an MNC enjoys economics of scale.

· The unit cost of a production goes down and makes it more competitive in the world market.

	7. A bigger market
	· Opening factories overseas brings MNC closer to market potentials in other regions in the world such as the Asia-Pacific region.


2. BENEFITS OF MNCs to developing countries
	1. Capital
	· They bring in money as capital outlay for developing their industries such as electronics industries.

· These investments increase the sources of funds in the host countries.



	2. Create jobs
	· They create jobs ranging from production line work to managerial posts.



	3. New technology
	· They introduce new technology which local companies can benefit from. 

· The new and advanced technology is vital for economic survival in the highly competitive market.



	4. Expansion of local industries
	· They help local supporting industries to expand when MNCs buy parts and components (raw materials) from them.



	5. Joining venture
	· They create opportunities for local industries to go into joint ventures with them in the production of goods.



	6. Increased confidence
	· The presence of MNCs can raise confidence in the country as investment center and attract more investors to come.



	7. Skilled labour
	· MNCs will train the labour in the country with skills to meet the quality of their products.

· In this way, the labour in the country has equipped with skills to stay competitive.

 

	8. Source of income
	· The country earns money through corporate tax and personal income tax.



	9. Foreign exchange
	· The sale of manufactured goods overseas is a source of foreign exchange.

· In this way, the GDP is raised in the country.

· The citizens of the country have increased the standard of living.



	10. Infrastructure
	· The government of the country will have to build good infrastructure to entice MNCs to invest in his country.

· While doing so, citizens of the country can enjoy the good infrastructure. 


3. Problems of MNCs to developing countries 

	1. Unemployment
	· Unemployment arises when MNCs relocate their factories in other countries.



	2. Decrease of job opportunities
	· Job opportunities may decrease when there is increased mechanization of factory operations.



	3. Local industries
	· Small local firms may close down their businesses when they cannot compete with the MNCs for the local market.




4. Factors that encouraged the rapid growth of NIC:
	Factors
	Supporting Details

	1. labour
	· There are now more skilled and educated professionals in the NICs which are cheap.

· This entices the MNCs as cheap labour costs help to lower the costs of production.

	2. Good Infrastructure
	· NICs are building roads, railways and airport as well as telecommunications to attract MNCs to industrialize here rapidly.

· This enables the MNCs to start their production fast.

· This enables the MNCs to monitor the working conditions without coming personally or come personally with accessible air or land routes.

	3. Government incentives
	· NICs are giving tax incentives like pioneer certificates

· Free tax for several years

· Cut their production cost

	4. Raw materials
	· No need to import raw materials
· Malaysia is rich in rubber.

· Indonesia is rich in oil.

· Saves production cost

	5. Strike-free labour
	· NICs will ensure to have a pool of strike-free labour

· Without this, this will disrupt and delay the production which MNCs is not in favour of.

	6. Rising costs in their own countries
	· They choose their factories at NICs.

· To maximize profits as there are cheaper labour costs in NICs.

	7. Trade Barriers
	· Setting up factories in other countries is one way of overcoming trade barriers imposed by those countries to protect home industries from competition between countries.

· E.g. Japanese MNCs establishes UK factories will be able to serve the EU market without being affected by trade barrier.

	8. Wanted to be developed countries
	· NIE want to be developed countries with more secondary economic activities.

· Hence, they will reduce their primary economic activity.

Reason:

· Goods from Secondary economic activity have value added.

· These countries can be richer by producing goods from secondary than the primary economic activity.

· E.g. Malaysia aims to be industrialized in 2020 by carrying out campaigns “Wawasan”.

	9. Big Market
	· Some MNCs go to countries to set up because of big market 

· This enables them to sell their products swiftly and get their profits even faster.

· E.g. China

	10. Technology
	· Technology has brought vast improvements in both transport and communication.

· So, MNCs can easily manufacture their products in one country and sell them in another as better and faster transportation.

· E.g. Aircraft and containerization have made the movement of people and goods faster.

· Computers have enabled companies and countries to be closely linked, aiding information flow and transfer.
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