Multinational Corporations

What makes a Japanese company open a factory in the US? What makes another country opens a shop in another country? Who benefits for this the most? We will go inside the global economy.

Multinationals have become one of the driving forces of the global economy in the post war period. “As an example, about 20% of global production is accounted for by the activities of multinationals,” said Nariman Behravesh. 
Some of the sales made by multinational companies are larger than the economies in certain countries. An example would have to be about General Motors. “The sales of General Motors and Royal Dutch Shell are actually larger than the gross national product of Austria and Argentina.”

By the way, a multinational company is a company that operates production facilities in a number of different countries. An example can be General Motors. They have plants throughout the United States and even in other countries in order to increase their productivity and their revenue. Multinational Corporations have been around for a long time but their structure has changed.
Many changes have occurred in multinationals. One would be from natural resources to manufacturing and high-tech resources. Another would be from vertically integrated to horizontally integrated. What does that mean though? A vertically integrated firm is a firm in which all the activities take place in one firm but separate activities are located around the world. Exxon is a great example because they get their oil from other countries. Horizontally integrated firms will do the same activities in the different countries. Coca-cola is an example of that one. They set the same activities for each country to help with the production.

There are different ways of doing business globally. One way is exporting goods. The next is licensing their goods. The third is joint ventures with other countries to produce a certain good. The fourth one is buying or building a subsidiary.

Multinationals choose to buy or build subsidiaries because of two things: the need to protect proprietary technology and locational considerations (transportation costs, low costs of labor and materials abroad, protectionism in the local market, a favorable tax environment, and consumer preferences for home products).

Let’s take a look at Hungary and their ways back in history. They had a communist economy so it was hard to stay in business and it was hard to provide service for the community. IN 1990, Ericsson established in the country. In order to establish a working telephone system, they installed the mobile phone. The mobile phone system was installed by Sweden and Finland. The only way the high-tech know-how was sent was through other countries, not Hungary.

What motivates them to build multinational corporations abroad? Basically, it relates that the global economy has become a more powerful factor. Establishment has become a key role in making their product more available for other countries. It is all about marketing and producing their product. They don’t have to invest but get others to invest.

Multinationals have an impact on the source country; there are higher earnings for the investing company, export of jobs overseas, export of technology and loss of tax revenues.

Corporate nationalities made a great deal of difference. Clyde Prestowitz, Former U.S. Trade Negotiator, said, “The fact is that a national base of a company determines the rules in which it operates and different nations have different rules that they apply to their corporation. Some of them are more supportive and some of them more restrictive than in the United States.” It makes a big difference in the businesses in the same country or other countries.
This raised the question: Who is us: is Corporate ownership is not important? Ownership and control are not very important in those matters. However, work force skills and training are very critical. The acquisition of new technologies improves competitiveness. The more competitiveness within a country, the more of the product becomes available to the consumers to consume.

Others may see it as they are not us and that corporate ownership is important. Foreign companies don’t always have the best interests of the host country in mind. They favor the home country suppliers. “They are allowed to compete with us but we are not allowed to compete with them.” And finally, corporate nationality matters for national security reasons.

What is the bottom line in everything? It is simple. Take Alexander Hamilton for example. He said in 1791, “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.” That was true then and it is true now. 

