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A MULTNATI@NAL CORPORATION (MNC)
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A multmatmnal rcorporatlon (MNC) isa company‘ ha operafcs in mts home country, as well as
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" in other countrles ‘around the world. It mﬂmtmnk é‘ nttLa fk" me located in one country,

which coordinates the nmnagm\ent of all its other ofﬁqas, ﬂu&ﬂ' aqmdmmlstratwe branches or
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AslILO Report observes, "the essmtml nﬁtmL of the multinational enterprises l:es in the fact

that its managerial headquarters s‘llre Mcate ‘ W one country (referred for convenience as the
I ‘ i

'home country’) while the enterpris ; L} ‘mut operatlons in a number of other countries as
well ("host countries’). Obvious wha »

ant” is a corporation that controls production

facilities in more than one caﬁni;’y, s u

ities havmg been acquu'eci through the process

of foreigja‘direc:t investment. Firms t :;‘Ipartxc:pste m mtematmnal Eusmess, Imweve: large

~ they may be, sok.iy by expnrtmg or hy huntt‘ngi téehnalagy are not mu ltm&tmnal enterpnses

Multmaﬁﬁnai Gﬁ;poratmn responds to thq \fsp Hiﬁc ;':eeds of the d;fferez:t m&ﬁy markets

regardmg product, price and prorrﬂtmn Thus, MNQ\ pperates in more than ¢ one ﬁﬂmtry; but

operates like a domestic company of thg country com:emed H ”
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Characteristics of a Multinational Corporation

1. Very high assets and turnover: To become a multinational corporation, the business must
be large and must own a huge amount of assets, both physical and financial. The company s

| targets a:re hlgh and they are able to generate substantial profits. L

2. Network of branches: Multinational companies maintain production and marketing

operations in different countries. In each country, the business may oversee multiple offices
:‘; |

that function through several branches and subsidiaries.

3. Control: In relation to the previous point, the management of offices in other countries is

controlled by one head office located in the home country. Therefore, the source of command

is found in the home country.

4. Continued growth: Multinational corporations keep growing. Even as they operate in
other countries, they strive to grow their economic size by constantly upgrading and by

conducting mergers and acquisitions.

D, Sophisticated technolbgy' When a company goes global, they need to make sure that
their investment will grow substantlally In order to achieve substantial growth, they need to
make use of capital- mtenswe teclmology, especially in their production and marketing

activities.

6. Right skills: Multinational companies aim to employ only the best managers, those who
are capable of handling large amounts of funds, using advanced technology, managing

workers, and running a huge business entity.

7. Forceful marketing and ‘ildvcrtising: One of the most effective survival strategies of
multinational corporations is spending a great deal of money on marketing and advertising.

This is how they are able to sell every product or brand they make.

8. Good quality products: Because they use capital-intensive technology, they are able to

produce top-of-the-line products.




EXAMPLES OF MNCS
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Merits of MNCs
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1. Economic Development: The devalpfmg | dxnmtnﬁs need both foreign capltal and
technology to make use of available resq\u'rtﬁs,f“oi'heiczbnnmlc and industrial gmwth MN Cs can
provide the required financial, technical a l

for economic gains.
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2. Technology GAP: MNCS are the mstmmer?tsH} .t'ransfer of techrmlogy to the host country.
AL
Technology is necessary to bring down cost ﬁf HW ll l tiim and produce qaahty gehda.on 3
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large scale. The services of MNCs can be of great help to bridge the technological cap

between developed and developing countries

3. Industrial Growth: MNCs are dynamic and offer growth opportunities for domestic
industries. MNCs assist local producers to enter the global markets through their well
established international network of production and marketing. And there by ensure industrial

growth.

4. Marketing Opportunities: MNCs have access to many markets in different countries.
They have the necessary skills and expertise to market products at international level. For
example, an Indian Company can enter into Joint Venture with a foreign company to. sell its

product in the international market.

5. Work Culture: MNCs introduces a work culture of excellence, professionalism and
fairness in deals. The sole objective of Multinational is profit Maximation. To achieve this,
the Multinationals use various strategies like product innovation, technology up gradation,
professional management etc. | \
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6. Export Promotion: MNCs assist developing countries in earnings foreign exchange. This

can be done by promoting and dgﬂiélbpiﬂg expoft’driented and import substitute industries.

7. Proper Use of Idle Resour ;'Because nf thelr advanced technical knowledge, MNCs
are in a position to properly utlllse ldle physncal and human resources of the host country.

This results in an increase in the Natmnal Income of the host country.

8. Improvement in Balance of Payment Position:
‘ i e
MNCs help the host countries to increase their exp?rts.. As such, they help the host country to
improve upon its Balance of Payment position. | \ i‘ A il
I ‘ | \
9. Improvement in Standard of Living: By prowdmg supur c\luallty pmducts and services,

MNCs help to improve the standard of living of people ot hosq countries.

10. Research and Development: The resources and expcrience of MNCs in the field of
research enables the host country to establish efficient research and development system. It is
a fact that many MNCs are now shifting their research units to countries like India to avail of

monetary incentives and cheap labour.




Demerits of MNCs

1. Problem of Technology: Technology developed by MNCs from developed countries does
not fully fit in the needs of developing countries. This is because, such technology is mostly
capital intensive, - i '

2. Political Interference: The MNCs from devel&ped countries are criticised for their

interference in the political affairs of developing mtﬂons. Through their financial and other

resources, they influence the decision-making processl of the governments of developmg
i

nations. | i

3. Self-Interest: MNCs work towards their own self-interest rather than working for the

development of host country. They are more interested in making profits at any cost.

4. Outflow of foreign Exchange: The working of MNC is a burden on the limited resources
of developing countries. They charge high price in the form of commission and royalty paid

by local subsidiary to its parent company. This leads to outflow of foreign exchange.

5. Exploitation: MNCs are crit‘idiséa for exploiting the consumers and companies in the host
country MNCs are ﬁnancmlly rvcry strong and adopt aggressive marketing strategies to sell

their products, adopt all means to ellmmate wcompetltxon and create monopoly in the market.
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6. Investment: MNCs prefer to mvesth}fﬂupteas of low risk and high proﬁtablllty Issues like

social welfare, national pl‘lOl'l'[y do not‘,ﬁnd any place on the agenda of MNCs.

7. Artificial Demand: MNCs are criticis‘ed! on the ground that they create artificial and
unwarranted demand by making extensive use of the advertising and sales promotion

techniques. i

8. Danger for Domestic Industries: MNCs, because ‘{)fﬁheir vast}‘écori\omjc power, pose a
danger to domestic industries; which are still in the process of “development. Domestic
industries cannot face challenges posed by M‘NC;s Many dnmestic‘ industries have to wind
up, as a result of threat from MNCS Thus MNCs g g,w«. a setback to the economic growth of

host countries. \ I I M‘ i
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9. Danger to Independence: Initially MNCs help the‘G(QVQmment‘ofthe host country, in a

number of ways; and then gradually start interfering in the political affairs of the host
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g it g Role of MNCs in India

1. Profit Maxlmlsahon* Mc»st of the private companies mcludmg MNCs have profit
maximization as the most mlpormnt objective. However, MNCs are expected to operate fairly

and behave like a corporate citizen.

2. International Network of Marketing"' India ‘expects the MNCs to increase their exports
and eamn foreign exchange for India. But most of the MNCs transfer the forelgn exchange to

their parent country, just in the name of 1mporhb from their home country.
e i (‘ o
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3. Diversification Policy: India expscts the MN Cs"tc: diversify their activities into the

untapped areas and the priority areas hlﬂ: ore mdustry and infrastructure industry. But

i |
majority of the MNCs diversify into the mgm_ i ﬁtabla areas. Eg: Indian chacca Company
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ventured into hotel industry. A ’ ””‘ i j-\ |
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4. Concentration in Consumer Goods: Most of the MNCS entered Indian consumer market
like HLL due to the high proﬁtablllty rather than eapltal gnads marke:t which is less
profitable. I T m”’ it
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5. Techniques to achieve Public Acceptability: MNCs adopt a number of techniques to get
the acceptability of the people of the country wherever they operate. For example, products of
Lipton Unilever Company are more acceptable to most of the Indians. Most of the MNCs try
to project themselves as it they were completely identified with the Indian culture and Indian
economic policies. They also claim that they have dcquired Indian nationality. It is criticized

that MNCs in India use all these techniques to improve their business.

6. Existence of modern and sophisticated technology: As stated earlier, maximization of
global profits is one of the major objectives of MNCs. MNCs develop modern and
sophisticated technology in order to produce the products of high quality and lowest cost of
production. They bring the technology to the developing world, but they do not prov'ide the
latest technology to the domestic companies of the Third World.

.

7. Business, but not social justice: MNCs are in business but not in social service. MNCs
allocate their investments according to market demand in order to maximize their profits.
Wide gap between the rich and poor has been one of the characteristics of India since long
back. Therefore, a section of the Indian“ économy enjoy higher standard of living. MNCs in
India have been concentrating only « on this section in designing the product, pricing and
services. MNCs normally do not pmduce the products to cater to the needs of poor section.
They leave the poor section to the local busmess Thus, the more profitable business is

grabbed by MNCs and they left the less profitable business to the local markets.

1
I Jef

8. Unconcern towards social résp'onSi‘bi‘lities and business ethics: It is also criticized that
MNCs try to maximize their profits and do not think of discharging their responsibilities
towards Indian society. Further, it is criticized that MNCs exploit the Indian natural resources
indiscriminately, export the products from India to other countries and transfer the proceeds
of sales to their home countries. In addition, it is criticized that MNCs price the products
exclusively based on business principles like supply and demand for products rather than the

social considerations.

9. Cultural Eresion: Indian culture with regard to dressing patterns, eating habits, building
and maintaining the relations, etc., are quite distinct from the rest of the world. But,. it is
widely criticized that the MNCs activities with regard to type of the products (mainly
cigarettes, liquor, beverages like coke etc.,), advertisements and the like, erode the Indian

culture.
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