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7.0 OBJECTIVES

After studying this unit, you should be able to:

@ explain why firms become transnational

° descfibe the features of TNCs

® discuss the theories explaining emergence of TNCs

@ explain the record trcﬁds in TNCs ,

® describe the issues and controversies regarding TNCs

® discuss the Indian Perspectives of TNCs,

7.1 INTRODUCTION

An overview of globalization and International Investment have been dealt in Unit 5 and 6.
You have already become familiar with both units, Transnational corporations further acceler-
ate the process of globalization. The growth of international operations is an important part
of thq process of globalization. The operations of 2 firm in different countries have given the
birth of the transnational corporations. Transnational corporations are engaged in the
international operations of the goods and services, The attributes of transnational corpora-
tion include the geographic scope of the firm’s value chain, management styles, ownership of
productive assets and strategic vision. In this unit, you with learn the features and growth of
transnational corporations, theories of emergence of TNCs and various issues and contro-
versies of transnational corporations.

7.2  DEFINITION OF TNCs

At the outset it must be made clear that very often the term “Multinational Corporations’ is
used in the literature for the TNCs. There is, however, according to some, a difference
between MNCs and TNCs. According to some experts, MNCs produce commodities/prod-
ucts for domestic consumption of the countries in which they operate. The TNCs, on the
other hand, concentrate on producing products/commodities to meet the markets of third
countries, This difference is not normalily made while referring to either MNCs or TNCs.
Therefore, in our context MNC can also be called TNC. -

Transnational corporations are defined as an organisa?ion that. owns produ.ctive asset; mde
different countries, and has common strategy formulation and implementation ac;os’s hozr‘d—s.
They are engaged in international production un‘der the con?qmc?n governance.of tTt:rsee
quarters. Factors of production move among units loc'atcd in different countries. 1 e * o
systems increasingly cover a variety of actjvities ranging .from researc.:h and deve ;:pme ©
manufacturing to service functions. They are also increasn.n_gl_y estabh.sh.cd throug' n}l, rge
between existing firms from different countries or the acquisition of existing firms in the

countries by firms from other countries.

UNCTAD defines Transnational Corporation as in.corporated or unincorl?orafteg e;tcrgn:e:sn
comprising parent enterprises and their foreign afﬁllatf:s. A parent enterprlse“ls be :\; niz:l "
enterprise that controls assets of countries other than its home country usua g' yClinar g
certain equity capital stake. An equity capital stake f’f 10 Pcr cen.t or more of the c.)r Oyr red
Shares or voting power for an incorporated enterprise as its equivalent for an unmc’;)‘gnc e
one is normally considered as a threshold of the confrol of assets. ‘C'o?sequen'tly, a

central control with the objective of profit maximization. Central decision making is an

important feature.

Subsidiary : An incorporated enterprise in the host country in which another entit.y directly
owns more than a half of the shareholder’s voting power and has the right to apl.mmt gr ;
remove a majority of the members of the administrative management and supervisory body.

Associate : An incorporated enterprises in the host country in which,an in.vestor owns a
total of atleast 10 per cent but not more than a half of the shareholder’s voting power.

Branch : A wholly or jointly owned unincorporated enterprise in the h(?st c.ountxy V-Vhlflh Is
one of the following : (i) a permanent establishment or office of the forexgrll investor; and (ii)
an incorporated partnership and joint-venture between the foreign direct investor and one or

more third parties,

It may be added here that recently some TNCs have decc.ntralized some of thel'rY dtecﬁl;:; -
making. Some TNCs do have decentralized decision making and profit [:entres. (S lad e in
decision on a number of important issues rest with the parent. If tflere is no central deci
;making features, the TNC does not exist, as K. Ohame once puts it.

73 WHY FIRMS BECOME TRANSNATIONAL?

The firms become transnational due to number of reasons. The major reasons are discussed
below: ‘ ,
i)  To protect themselves: The firms are exposed to the risks and uncertainties of the

domestic business cycle. By setting up operations in another country, they can often

diminish the negative effects of economic swings in the home country.

ii)  To tap the growing world market: As a result of globalization, the rapid growth of
similar goods and services are produced and distributed by TNCs on a world scale.
The firms want to tap such a growing world market for goods and services.

i) Response to increased foreign competition: The Firms become tran;natl;))na] mln
response to increased foreign competition and to protect world mar ?t sh arl;:s.
order to follow the competitor’s strategy, the firm sets up operations in the omg
countries of competitors.

iv) To reduce costs: TNCs set up operations close to .the foreign cu:c»tomer to reduce

| costs. By doing so, they can eliminate transportation costs, avoid the expenses 1
associated with having middlemen to handle the product, respond more accurately
and rapidly to customer needs and take advantage of local resources.

v)  To reduce tariff: The firms may overcome tariff walls by :c.crving a foreign market .
from within. For example firms producing the goods within the E:uropct?n community
can transport them to any other country in the bloc without paying tariffs.

Transnational Cerporations
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V. . -
. 1) To take advantage of technological expertise: In order to take advuntage of

tech“ologlca] CXPCI tlse, the jl“”s lllaﬂUMCtUle gOOdS dllCCt]y n the 10] e1g2n mar ke[
.

" The di_rect_ involvement in foreign markets brin
technological developments. They are prepare
technology. Thus, they are able to protect thej

gs the company closer to increasing
d. to respond by acquiring aew
T International competitiveness.

7.4 FEATURES OF TNCs

. The main features of TNCs are as follows:

equ]valent‘to more dlaﬂ the “a[johal inCOHlCS Of one tWO or th] ce large dev ]()p“l
3 € g

countrie; N ] 3
S i e “tl S alld nineties oweve b € W I er

TNCs from Canada, Japan and the UK. Even the USA has now some small TNC
s.

i)  Many TNCs depend to a large extent on their fore;
grpwth of the share of foreign sales in total sale.
world trade in goods and services, :

gn sales. There has been a steady
s. Sales of TNCs exceed the value of

iiy  TNCs are multi product enterprises something that

power gives them tremendous market

i ) .Tlle llla.]l S“Cllg h (.) ‘ S ‘S hC'I com Ilalld 0 eChllO Ogy a“(l nll()vat on ]lc
. - y

spend sizablé amount on research
‘ and development (R & D
pone ¢ : . ). Most TNC -
fe nt of thellr sales value on R & D which amounts to billions of dolJ - Spef?d 5 y
ason for their tremendous market power. o dotlers. This isthe

v)  The affili i
liates of the TNCs are responsive to a number of important environmental

. 1 llels, flllallClaI lnStltUthHS a"d

. ‘ esourc
vi) "Itdrawson a common pool of resources includ

: WS 01 ing asset
information and human resources. 195t patents trademarks,

vii)  The affiliates of the TNCs are linked by
formulates
way.,

: a common strategic visi '
o0 . / on. Easch TNC
trategic plan so as to bring the affiliates together in a harmonious

Market Power 61‘ TNCs |

TNCs, apart from the features described above,

. hav oni N
entiate them fundamentally from other enterpris i gtve thoms inssruments which difer-

es and give them market power. These are

~ related to each other: Intrq—ﬁ rm trade and Transfer pricing

Intra Firm Trade: s »

siniatod in d;lflf‘:rif;t CI(I)lttat-tjlrm _[l‘ad? is defined as trade between two related parties very often

as would be in the cas: nff1°5 and aims at maximizing joint profi rther than individual profit
i > case of trade between two unrelated parties, Intra-fi de with the ‘

affi 1a.|:es accoqnts for 1/3rd of world trade, 1/2 with non-afﬁlia.tes m rade with the

na . . . ’ » L ) ‘
‘pﬁcgsﬁs Cll’lril:ing k Tran§fer Pricing is defined as pricing that is diffefent from arms length
i market price used by the TNCs to achieve certain corporate goals Transier

Pricing is used by the TNCs to tackle certain problems that arise:

2 Highdirect and indirect taxat |
) cof:tri::cr; la]md ml:hrect tax.atmn not only in host countries but also in investing
PUILIEs. Lhrough appropriate transfer pricing coricern, TNC Id li
oy ncidnpcn | ; , , s would like to reduce
b)  TNCs atso use Transfer Pricing as a marketin

( T tool: ei iti
of’a product o enhance i mets g tool clthe; tp support a markgt position

Y c N * . N L » - : i . B ‘
) - Some times transfer pricing is used by a TNC to reduce the profit sharing by the

| collaborator wijth it.

d) . Trans ‘
| ) sfgr pflc§.ng is also used to insulate the adverse impact of volatile exchange rate

. There are a large number of

P S S S

Every TNC has a well established department to determine appropriate Transfer Pricing. The
limits to Transfer pricing, it is considered come from the problem of getting the required
information. But with the revolution in information technology this problem is receding. Yet
another limit to excessive Transfer Pricing is the impact of reduced profitability of a subsid-

| jary which can dampen the enthusiasm and morale of people working in the subsidiary. Here,

of course, a TNC is expected to take care of it.

Transnational Corporations from Developing Countries

The growth of TNCs from developing countries is a relatively new phenomenon. These firms
with home basis in developing countries have grown substantially. The majority of them are

from South Asia, South East Asia and Latin America.

factors which are echctcd to differentiate them from the TNCs of

developed countries.

8 The TNCs from developing countries are more interested in developing countries al-

though developing countries occasionally establish subsidiaries and joint ventures in

developed countries. Most of them, however, are established in export supporting activi-

ties.
nt approahces and technologies better suited to the

e In some cases they have manageme
e of their own basic background and orientation to

developing countries context becaus
developing countrics.

e Itis also believed that sometimes the TNCs of developing countries provide competition
to TNCs of developed countries, ‘ :

e The TNCs of developing countries are less able to inernalize their parent/subsidiary

transactions.

7.5 THEORIES EXPLAINING EMERGENCE O

TNCs IN WORLD ECONOMY :

ect matter of great concern for various reasons. While

The growth of TNCs has been a subj
t-war period, their

" they have grown in importance as seen in the previous section in pos
origin can be traced to the nineteenth century. @ :

A number of theories have been developed to understand and explain why an enterprise
would Tike to invest in a foreign country in view of a large number of problems and risks that
it could face in an alien environment. The foreign firm has to adjust to a new government,
new culture and most often competition from the local companies which have many adyan- ‘
tages. The foreign firm, it is further argued, can achieve its corporate goals by directly
exporting and licensing its technology without risking its investment. Yet firms have chosen

to invest. The theories on TNCs try to explain this phenomenon.

TNCS in the post-war

Let us discuss a few major theories which.try to explain the growth of

period. S ' - ’

I.  Stephen Hymer, one of the original contributors to the theory of TNCs emphasized
that when a firm operating in imperfect market structure secks monopoly rent which
through the internalization of related activities can be increased and captured by the
internalizing firm. This is also a market failure of the structural kind. -

2. An enterprise which innovates new products enjoys market domination in its home
country. It could be an enterprise or a few enterprises. When a product gets
standardized, a large number of national firms start imitating by producing similar
products. The original producers in order to retain their domination move to other
economies by establishing production units. These economies largely belong to the
same income groups. Once these firms face competition in these foreign countries by
the imitators, the original producer moves to other countries which are mainly

* developing countries. This theory was propounded by Raymond Vernon and is known

Tranénatloml Corpaorations
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3. Many li!(e John H. Dunning, Mark Casson, have attempted to explain the “Theory of

‘I‘nternatlonal Resource Allocation’ and the theory of ‘Market Failure’. Dunni ng guts it
Betweer:n them, we believe that these theories help to explain the origin of the
OWnershlp_Location and Internalization (OLI) advantages created or acquired by firm:
and strateglc ‘management of theirs”. The unique characteristic of the TNC is th:nt it i y
bot'h multi activity and engages in the internal transfer of intermediate products a;ros
nan'onal bc_)undan'es. In other words, it produces at different points of the value add ZS
chain afud in different countries. Since firms which produce at more than one oint oe
the chaJ.n necessarily engage in intra-firm rather than, or in addition to, inter fifm "
trafnsact{ons, and are multi activity, this implies the existence of some I’dnd of market
failure, in the sense that whether within or between countries, firms are motivated :
rep_lace the market as transaction agent. When these activities are undertaken eros
national boundaries, then there is international market failure. It is the failure o? (t:lrloss
ma.rket to nganize a satisfactory deal between potential contractors and contract ;
}c:f mtcr;)edlate products that explains why one or the other should choose the ~
! il::ur::;:o :;a} rather thén the market route for exploiting different fa_lctor endowment

The {narket failure arises from the inability of arms length transaction to perform
efficiently. '!"his might happen for three reasons: First, perhaps the most I;)m ortant
factor, the d'lfference-between international and domestic failure, is the addift,ional risk
and uncertaxlnty associated with cross border transactions. Suc}; risks are particularsl
noteworthy in raw materials and high technology industries that typically incur hi hy
d.eve'lopment costs where there is a danger of disruption of supplies or where the 5 i
likelihood of property rights being displaced or abused by foreign licences. The e
second reason for transactional market failure is that the market cannot tak;a acc

of the be{wfits and costs associated with a particular transaction between bu o'eroezjnndt
seller which accrue to one or another parties but which are external to that traj:lsaction

f[he third reason for transactional market failure arises whenever the market i
msn'Jfﬁciently large to enable firms to capture economies of size and scope wllien
facing a'n infinitely elastic demand curve, Such economies may be in profc)iuction ori
purchasing, marketing, research and development, finance, organisation and so orrlln

4. :he;i reasons for firms to produce abroad also include explanations minimizing tax
’ :;trer; and ex<:tl}1]anbgc gsks. Companies are also expected to move their production
€s across the border to derive advantages arising from
! om ¢
raw materials etc, : * resp fabou,plenty of

5 -:rr:fsuct;ltt)nhfacilitie.s are established by an enterprise across geographical and political
which are policy ln(flU(.:Cd. One variety is called Tariff Jumping Operations that
;i: (;o (ivechome th}c: restrictions imposed by the host country on imports of final
ucts. Yet another approach is to receive the ben
s. Y efit i

o e faveste s offered by the host countries
T:credls no one theory, '[_‘here could be a large number of explanations for a single firm to~ éo
abroad. It could be considered as Dunning points it, as eclectic theory.

Identity of TNCs with their home countries

U§A, UK z.md_ Germany have been dominant home countries of the TNCs. This has led to
raise quefm'ms whether TNCs coming from these respective countries have any different
charactcnsgc features. This question has arisen, in particular, in view of differences in the
type of capitalism. Some scholars of capitalism and management argue that there is differenc
between the capitalism of Germany and Japan on the one hand and capitalism of USA and )
‘[:TK on the gther.- The former is called ‘Communitarian Capitalism® while the latter is known
individualistic’. In Communitarian capitalism the firms play a game termed as strategic "
conquests while Individualistic Capitalism of the US and the UK believe in consumfr eco-
nomics. The UK and the US capitalism maximizes the profit and hence customer and em-
ployee relationship are the means of achieving higher profits. Similarl y workers also seek

higher wages and go in search of them. In Germany and Japan, especially Japan employees Transnational Corporations
are primarily important and shareholder next. Profits can be sacrificed to maintain wages and
employment. Further, banks and firms have collective strategy. Germany thinks of having a
‘Social Market' and not just the market. Social welfare is part of the market. In the Anglo-
Saxon market economy, social welfare policies would not be necessary. There are other

differences as well.

o the national identities of TNCs there are clearly two view points. Some argue

With regard t _
havioural and

that there is a difference between the TNCs of leading countries. Hence their be
the results of their transnationalisation are different. According to others, the
transnationalisation process totally blurs the national identities and interests. Hence, there
will not be any difference in the behaviour of Japan for instance, from that of the behaviour
of TNCs from the US. The approach stems from the assumption that TNCs are ‘stateless’
corporations. In 1969, Charles Kindleberger wrote that international corporation has no
country to which it owes more allegiance than any other nor any country where it is com-
pletely at home. Over the last few years this approach has grown substantially.

The latter view has been prominent in the context of TNCs of Japan. In the US, Robert, B.

" Reich has argued that while foreign direct investment comes to America from any country, it
will become American. His famous statement attracted considerable attention.” They are us’
“The cosmopolitan corporations eager to avoid appearances of national favouritism and
desirous of a familiar and reliable image wherever it does business around the world, also

hires and promotes citizens of many nations to its exccutive ranks”.

Others argue that the TNCs retain their national identities, objectives and character in their
corporate behaviour. There are no, it is further argued, such stateless corporations. TNCs
from various countries do keep their national identities. For, they keep important R & D units
in their home countries, boards of decision making of the parent consist of nationals of the

parent country. Some thus say, ‘they are not us.’

Check Your Progress A

1) Whatdo you mean by Transnational Corporation?

bassveavpevesacensiessatsssacs smssegeanane P T L O T T R EECREE R LAL LR AR AL R A

teeeasrtrabtosssrrsense ¢3S eadssascascsnacntnntess
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2) .What is transfer pricing?
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ctravassImesaarResrataaas et siadiacarRresesastinas
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.3} Enumerate three features of TNCs
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4)  State whether following statements are True or False.

iy The firms become transnational in response to increased foreign competition, -

i)  The firms may not overcome tariff walls by serving a foreign market from
. within. ' g

. jii) - The main strength of TNCs is their command of technology and innovation.

iv) " Transfer pricing is not used to insulate the adverse impact of volatile
exchangerate. :

-v) . Companies move their production centres across the border to derive
advantages arising from cheap labour.

7.6 RECENT TRENDS IN TNCs

. The world’s 100 Largest TNCs

The analysis of the world’s 100 largest TNCs reveals that approximately 85% of the top 100

TNCs list is dominated by firms that have been in the top 100 ranking during the past 5 years.

A substantial part of these TNCs originate in the European Union, United States and J apan.
Look at Table 7.1 which shows the assets, Sales Employment and average index of
transnationality of L00 largest TNCs of the world. :

Table 7.1 : The world’s 100 largest TNCs 1997

_ (Billions of dollars, number of employees and percentage)

" Variable - L e L 196
Assets 7 _ ‘
~ Foreign -~ - o 1mor 1808
- Total . , - A12 4200
Sales o : '
Foreign - 2133 ‘ 2149
- Total T 3934 _ - 4128
Employment '
Foreign . - 5980740 5939470
Total. 11621030 11796300
* Average index of T 554 o 548
transnationality ‘

Source: World Invesment Report 1999.

The above table shows that between 1996 and 1997 the total amount of forej gn assets held
by the 100 largest TNCs were about $ 1.8 trillion which did not change much. The total
foreign sales of the largest TNCs amounted to $ 2.1 trillion and remained relatively un-
changed between 1996 and 1997. The largest increases in foreign sales were realised by
TNCs from Japan. The total number of foreign employees of the largest TNCs were estimated
to about 5 million. Companies expanding the number of foreign employees operating mainly
in the automobile or telecommunications industry. The index of transnationality has in- ‘
creased from 54.8% in the year 1996 to 55.4% in the year 1997.

The Country and Industry composition

Timé origin of the top 100 TNCs remains one of the stable factors in thc ranking. The head-

. quarters of about 89% of the top TNCs were located in Triad i.e. European Union, North

America and Japan. Since 1990, this percentage has always been between 85 and 87%. About
two thirds of the companies were from four industry i.e. automotive, electronics and electrical
equipment, Petroleum and chemicals and Pharmaceuticals industry. The shares of these firms

‘ i ] ransuational Corparnilsny
in total foreign assets and foreign employment of the top 100 TNCs remained unchanged. Transt

The shares in Sales registered a modest increase. Look at table.7.2 which shows regionwise
foreign assets, foreign sales and foreign employment of 100 top TNCs pf the world.

The TNCs from European Union have top ranking on the transnational?ty index, foreign
assets, foreign sales and foreign employment followed by North America and Japan.

Table 7.2 : Regionwise break up of world top 100 TNCs

Region Average Foreign Foreign Foreign
Transnationality Assets Sales Employment

Index .
1996 1997

1996 1997 1996 1997 1996 1997

409 40.1 418 512 514
29.7 215 205 277
228 103 107

European Union 64.8 625 410
North America 4738 479 350 351

Japan 36.2 395 158 157 231
§purce: World Investment Report, 1999. ‘

50 Largest TNCs from Developing Countries

Look at Table 7.3 which shows 50 largest TNC:s from developing cou ntri'cs. The ma{c?r "gl: Cs
are from Hong Kong, China, Republic of Korea, China, Venezuelfa, Mexico fmd BraL{]. ‘hey
account for about 80% of the foreign assets of the 50 largest TNCs. Th.e major TNCs were
from the indsutry of the food and beverages, Petroleum and construction.

Table 7.3; 50 Largest TNCs from Developiug Countries 1997

(Billions of dollars, Number of employees & percemtage)

1956
Variable 1997 _
Assets
106
i 103
Foreign
Total 453 457
Sales
136
Foreign 136 o
Total , 306
Employment
Flz)rg;gn 483129 538767
Total ’ 1737756 1583558
Average Index
of Transnationality 3420 35.,2,‘

Source: World Investment Report 1999.

77 ISSUES AND CONTROVERSIES

Currently there has been a broad conseﬁsus that TNCs are efﬁcient. allocators pf resources in
the world ecbnomy. Further, they are also technological giants and mnovatorg Yet ther‘c are a
large number of issues on which the controversies exist. They are:

a) The TNCs interest and the interest of host countries‘ specially developing ?nes -
conflict with each other. TNCs produce products which are not very esscn_t;al for a
host developing countries and thus they divert scarce resources away frqm
production of necessary items.
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b) The TNCs dom.inate high profit oriented consumer sectors. They monopolize profits of
the§e sectors without providing any scope for local enterprises. This they do through
their market power which includes promotion of brand name, trade mark etc.

c) While the TNCs possess technology, they are extremely reluctant to transfer
technology t(? the host country. Therefore, they make developing countries depend on
TNCs for their technology. TNCs preserve all their important R & D in home countries.

d) In order to protect their market share they take recourse to restrictive business
practices. These restrictive business practices include tying imports to specific
sources of interests of TNCs, conditions of technology transfer, price fixation, exports
restrictions, and restrictive use of brand names and trade marks. P

e) Through the transfer pricing, the TNCs avoid paying taxes to government of host
countries and thus transfer resources away from them. The TNCs also deprive the
partners from host countries of their legitimate profits.

f) The TNCs dp not appoint host countries personnel at higher positions.

g) The TNCs cre.ate balance of payments problems for the host developing countries
. through large imports and repatriation of huge dividends, royalty, technical and
management fees,

h) The TNCs do not create necessary backward and forward linkages. This failure very
often leads to non-industrialization of host countries.

1) The TNCs are not necessarily very. efficient institutions. Lately, many of the giant .

TNCs have met with huge losses.

A

) The TN.Cs increase their dominant power through mergers and acc‘]uisitiokns thus
preventing the needed competition,

9] :I‘he TNCs have a tremendous capacity to influence their home governments and
‘lmtcrnational organizations. This capacity enables them to promote national and-
mternational legal frameworks consistent with their needs at the cost of interest of
many countries specially the developing ones. '

The Home Country Perspective

While home countries promote their TNCs, their operations are not without criticism

)] t"[‘he TNCs divert resources away from their home countries without paying adequate
axes. |

ii) Thc.‘TNCs establish production centres in those countries where cheap labour is
available thus creating unemployment in the home countries.

1ii) The TNCs a]soloften violate environmental considerations by establishing industries’
in rr'mny countries where environment regulations are lax. This leads to (a) global
environment problems and (b) import of environmentally hazardous goods.

Currently, however, the supporters of TNCs argue that these criticisms are exaggerated and
‘ot based on adequate evidence. They argue that TNCs assist host developing countries to
dev.elop. Very often they refer to the economic development of Malaysia, Thailand and some
Latin American countries. The late eighties and nineties are considered to be a period of

cooperation between governments and TNCs,

7.8 THE INDIAN PERSPECTIVES

India had a restr.ictive foreign direct investment policy tili 1990. Even then a large number of
TNCs opefated in India either through collaboration with Indian enterprises through minority
share hold.mgs or through their own subsidiaries. The TNCs even then had dominated many
consumer industries. Many of them had nearly 60-70 per cent of the market share. Many

- TNCs found that the India’s domestic market was large and hence persisted to operate within
the framework of the Indian policies. ;

Since 1991, the Indian Government has liberalized its Foreign Direct Investment (FDI) policy. ~ Transnational Corporations

Hence, India has emerged as an important market for serious considerations of TNCs’
operations. Generally, large TNCs like Philips, Union Carbide, Unilever, Glaxo, Boots, Wel-
come, Coca Cola, Pepsi, IBM, BrookeBond, ITC are operating in India. They are entering in a
large number of consumer industries as well. International Banks are also showing interest in.
the Indian economy. The free entry of TNCs is, however, still subject to some concern in
Indian industry and political circles. Indian industry fears that the TNCs with the liberalized
policy of the Government will adversely affect the operations of the domestic enterprise.
Therefore, many of them seeking level playing fields for them. Political parties are wary about
the domination of TNCs on Indian economy. But the debate is rather weak. Hence we can ’
conclude that TNCs will increasingly come to India. But their primary pre-occupations, one

can envisage, would be to exploit the growing domestic market.

Indian Companies Operating Overseas

Indian policy on joint ventures has now permitted Indians to establish not only joint ven-
tures but also owned subsidiaries. There are various subsidiaries either established overseas
or in the process of getting established. But they have not acquired a status of TNCs.
Among the TNCs of developing countries only Tata Steel Works is treated as an emerging

. TNC. It will take sometime for Indian companies to acquire the status of a TN C.

Check Your Progress B
1) Distingvish between capitalism of Germany & Japan and Capitalism of USA & UK.

e T L e T A R A TR R LR A A R R

2) Enumerate three controversies regarding TNCs.
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3) Enumerate the name of three developing countries from where major TNCs originate?
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4) State whether following statements are True or False,

-

i) A substantial part of TNCs of the world originates from Africa and Latin
America. : : S

i)  The largest increases in foreign sales for the year 1997 were realised by ‘
TNCs from Japan. - ‘ ’ :

iii)  The TNCs expanding the number of foreign employees operating mainly in -

§ : the petroleum industry. : E o
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1v) About 89% of the world’s top TNCs were located in Triad.

v . e . .
) Germany thinks of having a social market and not Just the market

7.9 LET US SUM UP

. ~ . .
';;ziilnim;ﬂtl-()llﬂl Corporations are defined as the companies which have subsidiaries and
;’mﬁ? es in d.lar;?:e number of countries, with a central control and with an objective af global
maximization. The TNCs are huge compani i

: panies measured in terms of their s
multi product companies. The i i ‘ rtnaions”
» . They are technology intensive companies. Hi
ownership is their core stren 1 TNG have ot o
‘ gth. However, lately , medium sized TNCs h
important. The TNCs normall i ey e e

ly dominate the markets of products whi

porta : products which they are producing.
o mm;(n);k:t zci\;/er er-nanates frf)m three major aspects: Intra-firm Trade, Transfer Pricing agnd
oot nd a 'vertlsement Since 1991, the Indian government has also liberalized its FDI

y. Hence India has emerged as an important market for TNCs

7.10 KEYWORDS
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Envesting Country: Country of origin of the parent company,

Market Power: Stren i
: gth or capacity of a TNC to dominat c 8 ice. fi i
marketing policies including advertising. iate market change price, financial and
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7.11 ANSWERS TO CHECK YOUR PROGRESS

Ad 1) True il False  iii) True iv) False v) True

B4 i)False i) True jii) False iv) True v} True

7.12 TERMINAL QUESTIONS

1)  What is TNC? Why firms become transnational?
2) Describe main features of TNC, |
3) Explain various theories explaining emergence of TNCs in the world economy.

4) Describe the recent trends in i
the leading transnational corporati
: t
well as developing countries. rporation of the world as

Discuss various issues and controversies related to transna'tiona] corporations

6) Highlight the main advanta i
ges and disadvantages of TNC ion
couniry and the investing country. e ® operations forfhe hos

UNIT 8 TECHNOLOGY TRANSFER
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8.0 OBJECTIVES

After going through this unit, you should be able to:

e explain the rationale of transfer of technology

o describe the recent trends and current issues involved in the transfer of technology
® explain the role of the Transnational Corporations (TNCs)

e describe the role played by small and medium enterprises

e explain the Intellectual Property Rights |

@ evaluate the costs and absorption of technology and

@ describe the Indian perspective of technology transfer.

8.1 INTRODUCTION

You have learnt the globalization, International Investment, and Transnational Corporations
in Unit 5, 6 and 7. Another important area is the transfer of technology. Transfer of technol-
ogy involves the transfer of physical goods i.e. capital goods and the transfer of tacit
knowledge. The transfer of tacit knowledge is becoming more important and involves
acquiring new skills and technical and organisational capabilities, Needless to say that the
innovation of technology requires large amount of investment, hence, Transnational Corpo~
ration play an important role in the transfer of technology. In this unit, you will learn the
ends and issues in transfer of technology, tole of Transnational Corporation, non-
equity forms of technology transfer and the vital components of the contract related to the
transfer of technology. You will also be acquainted with the International agreement for
Intellectual Property Rights and the trend in India's technology transfer.

recent tr

8.2 RATIONALE OF TRANSFER OF TECHNOLOGY

It is important to understand.what is meant by technology. Technology normally implies a
way of producing goods or establishing services; it manifests itself in production process




