Transnational (multinational)
companies

Ing. Ladislav Tyll, MBA, Ph.D.
Vysoka Skola ekonomicka v Praze




" o

The gist of transnational companies
Where to place a production plant

Which global market segment aim to

Where to get financial resources worldwide

[]
[]
How to keep and outperform others in competitive advantage ,
[]
[]
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History of transnational companies

~—>

Colonization of new territories Movement of people and knowledge

Trade, goods and services

» 13th — 18th century: overseas discoveries, existence of trade partnerships
So-called: Hanseatic company (Lubeck, Germany)
Italian banking-houses (Bardi, Acciauli, Peruzzi, Medici)
East Indian Company, Royal African Company, Virginia company

» 19th century: massive migration from Europe to North America
Support of outflows of FDI from the side of TNC

» 20th century: effective shifts of production to countries where the final products are being sold or

where consideraple Rroductinn,sgyings desachieved



History of transnational companies

The average number of new subsidiary companies being annually established in single groups of countries

1914-19| 1920-9 | 1930-8 [1939-45(1946-52{ 1953-5 | 1956-8 [1959-61| 19624 | 1965-7 [1968-70
USA

Kanada 53 84 77 57 121 208 205 297 320 326
Jizni Amerika 2 39 74 11,8 174 301 552 784 67,1 744 §
Evropa 1,7 92 86 21 109 206 31,3 1021 11,6 99,6 ;3
Velkd Britanie] 0.8 48 60 17 61 70 127 282 275 261 =
Afrika 02 05 14 07 22 37 67 90 233 110 2
Asie a Pacifik L8 30 37 26 69 127 198 532 547 50,7

Celkem 11,8 298 348 246 556 949 1462 3006 3162 2944

Velka Britanie

USAaKanada| 0,5 1.8 1,0 01 26 34 129 140 109 223 379
JizniAmerika| 07 1,4 07 04 09 26 24 77 41 67 107
Evropa 1,0 46 46 07 38 23 34 323 298 440 734
Afrika 05 1,4 1,0 1,0 11,§ 44 4,41 23,64 27,0 33,7 569
Asie a Pacifik 1,8 24 36 23 101 57 83 328 336 467 605
Celkem 45 118 109 45 292 184 31,4 1104 1055 1534 2394
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History of transnational companies

The average number of new subsidiary companies being annually established in single groups of countries

1914-19 1920-9 1930-8| 1939-45( 1946-52 1953-5 1956-8| 1959-61 1962-4 1965-7| 1968-70
Kontinentalni Evropa
USA a Kanada 1,5 2,7 0,9 0,4 1,6 5,6 6,3 16,7 10,8 20,7 48,1
Jizni Amerika 0,3 1,5 1,8 0,6 4,3 7,7 9,4 10 10,3 25,2 43,2
Evropa 5,9 16,5 7,1 4,1 7,9 16,1 15,9 24,4 34,1 81 179,2
Velka Britanie 0,8 1,8 1,6 0,7 2,2 3,7 6,3 7,3 26,6 26,6 22,3
Afrika 0 0,4 0 0,1 1,6 2,7 3,7 10 3,9 12,8 25,4
Asie a Pacifik 0 1,7 0,8 0,3 1 3,4 4,6 10 9,9 12,2 26,1
Celkem 8,5 24,6 12,2 6,2 18,6 39,2 46,2 78,4 95,6 178,5 344,3
Japonsko
USA a Kanada 0 0 0 0,3 0 0 0 0,3 1 3 2,7
Jizni Amerika 0 0 0,1 0 0 0,7 3,3 1,7 4,6 9,3 7,5
Evropa 0 0 0 0,1 0 0 0 0,7 1,7 0,3 3
Velka Britanie 0 0 0 0 0 0 0 0,3 0 0 0
Afrika 0 0 0 0 0 0 0,7 3,3 3,1 3,1 3,1
Asie a Pacifik 0 0,1 0,2 5,3 0,3 1 1 11,1 19,1 22,2 53,2
Celkem 0 0,1 0,3 5,7 0,3 1,7 5 17,4 29,5 37,9 69,5
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The role of TNC in national economy
The effect on the economy of a host country:

* impact on the employment

« transfer of technologies

* relationships in a global production system

Transnational corporations

A

—

~

Foreign direct investments

Domestic companies

A

—

~

non-ownership relationships

A

Companies under
the full control of
foreign company

—»

Companies with the
minority foreign
partnership

|

Outsourcing

A

—»

Ordinary suppliers

A

Hierarchic coordinating mechanism

v

Price coordinating mechanism

* influence of TNC on the government policy
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Table 1. How Iarga wars the |3rg$ltTH':l In the world sconom ¥ In 20007
{Bllans of dollars

Valus Valus

Eankh Hame of THCHEeonom y added Eank Hame of THCHEeonomy added
1 Uyhed State s 9810 a1 CZech Repabli a1
2 Japan L7635 52 Unlted & ral Em lrate 2 [
3 Gemany 1 G666 53 Bavgladeszih T
i Uaked Kligdom i az7 S Huwgary L
3 France 1 z2ai 55 Ford Motor i
& Chha 1 o500 a6 Dalm Brchrysler iz
7 1ta by 1o7d a7 Hlge rla (3]
g Canada To1 58 General ERctric 39
a Erazil 393 59 Toyota Motor 35
10 Mex ko 373 &0 Eawalt 35
11 Spah 261 &1 FEam anla 37
12 Korea, Repiblie ot 37 62 Royval DatchiShell 36
13 Inddla 37 63 Maomeco 33
(Y anztralla 355 X} UETale 32
13 Hetherlanas 370 63 Skmens 3z
16 Tatway Provice ot hina 309 1] WkektHam 31
17 e ntha 283 7 Lixyar Arab Jamaklrlya 31
13 Evzslay Federation 231 63 EP 30
149 Swhzerkand 239 69 Wal-MartStores 30
20 Sweden 229 70 IE R 27
2 Eelginm 229 1 VoEiwagen 24
22 Turkey 200 72 ciba 24
23 anztrla 159 73 Hitach | 24
24 Sandl Arabla 173 T4 TotalFwaEIr 23
25 Dewmark 163 15 Verlzon Comm vnlcatons 23
26 Howg Eorg, Thlra 163 16 Matrzhfa Electric ndestrial 22
27 Haorway 162 7 MiEznl& Company 20
25 Paland 158 18 E.Qu 20
24 Indanesla 153 79 aman 20
30 Sonth ATrka 126 4] Sony 20
31 Thallawd 122 g1 MisabE bl 20
32 Flnland 121 52 Ureguay 20
33 WereZnela 120 53 Dom wkar Repible 20
3 Grece 113 i Tralzla 149
33 I3 rag | 11a 83 Phllp Morrk 19
36 Portagal 106 1] Shvak h 149
7 Iran, lslam k Repible of 1035 a7 Croath 149
35 Eqypt aa 55 Graktmal 149
39 Ire land a3 59 Laxembonm 149
[31] Shgapore az ano SEC Comm e lcatons 19
[N Malayih ano ai acha 18
iz Cokbm bla g1 az FKazakhkitay 13
L] Phllppluies 13 93 Shuerh 13
(¥} e T1 ai Howsda Motar 18
i3 ExzcaRabll 63 as Enl 18
(-] Pakktan G2 a& Hlzsan Motor 18
T General Motors a6 a7 Tozhba 17
[ Permn 53 a Syrlar Arab Repable 17
(%] A Kerla 53 aa Ghxosm Ik llne 17
20 Hew Zealand S 1040 BT 17

Souwrce WUNCTAD.

GDF Tor counlirle s and value added Tor THC 5. Value added Iz dedned as he sum of salarle 5, pre -lax proils and
depreclallon and am orlizallon.

Walae added I3 eslimakd by applylng Ihe 30% share of value added In Ihe Iolal sales, 2000, of 68
manutaciurers Tor which Ihe dala were avallable.

Walue added 15 eslimakd by appliing Ihe 16% share of value added In he lolal sales, 2000, of 7 Irading
com panles Tor which Ihe dala on value added were avallable.

Walue added Ix eslimakd by applying Ihe 37% share oTvalue added In he lolal sale s, 2000, of 22 olher lerllary
com panles Tor which Ihe dala on value added were avallable.
Mote : Ranked accordIng lo Ihe lop 100 economle sTHC s,




The role of TNC in world economy

The effect on world economy:

» effect on international trade
» effect on exchange rates
« effect on balance of payment

+ exports of goods and services produced in host country
+ substitution of imports by local production

- repatriation of profits yielded in host country

- imports of goods and services necessary for production
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TNC characteristics

TNC =  ,corporations, concerns, eventually holdings formed by mother
companies and their foreign affiliates (daughter companies,
branches, subsidiaries) at least at two more countries*

usually JSC with a holding structure
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TNC strategic goals

N
Regional [ Regional

head office
J

|

~N

\
e Company growth [ Mother companyJ
» Market expansion I

. PrOdUCtiVity grOWth > > ( hi:gigpﬁ?:le 1 head office
*Shareholder value growth \ J

« Value added growth I P T 1

¢ Profit maximization ) [ Branch office J I Branch office IR Branch office

/

Exchange rates

: : o S . : Interest rates
* Financial goals — risk diversification of change and diversity of Tax rates
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Creation of TNC strategy
Steps: Definition of company mission

Analysis of external macro and micro environment

Analysis of internal company situation (SWOT, value chains etc.)

Determination of competitive advantages

Analysis of available sources for expansion/development

Expert determination of strategic goals for organisation as a whole and its parts

Elaboration of scenarios for achieving strategic goals

Scenarios evaluation and selection of an optimal option

© N O O bk~ DdDPRE

Expert elaboration of a final business strategy

Proactive

Strategy <

Defensive

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.
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Motives for foreign strategic operations

» market saturation, diminishing demand, growing competition in given country
* the end of product life cycle

 absence or lack of raw materials or other production inputs

* high costs for production factors (labour)

« transfer of technologies, know-how, experience

« following business partners, mainly customers

» political instability and other risks (exchange rates)

* tax conditions

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.
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Types of TNC strategies

Financial strategies:

1. Innovation based, developing, growth strategy

2. ,Matured “ strategy
3. ,Aging“ strategy

Competitive strategies:

Size
of target
(market)
segments

Global strategy

Strategies focusing on single countries

Global cost leadership

Global differentiation

Protected markets

Global segmentation

National complexity, sensitiveness

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.
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Types of TNC strategies

Strategies based on managerial philosophies, marketing and corporate cultures:

Perlmutter-Mintzberg model EPRG

Strategies:

* (E) Ethnocentric

* (P) Polycentric

* (R) Regiocentric

* (G) Global, Geocentric

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.
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Classification of TNC

Characteristics Multinational International Global Transnational
/ 1st half of 20th cen.| 60°s of 20th cen. 70.-80"s of 20th From 90’s of 20
Company Type cen. cen.
Organizational Decentralized in Flexibly Managed from the | Managed nationally
structure, single countries decentralized Headquarters as well as globally,
management (canter) usually matrix
structure
Human resources | Exploitation of host Efforts to Centralized R&D and know-how
exploitation managers understand research, logistics carried out
requirements, and marketing, use | worldwide and
behaviour and of world standards transferred
customs of (ISO), multinational according to
employees mng. effectiveness,
selection of best
employees no
matter nationality
Strategic Mainly foreign Exports of goods, [Worldwide Adjustment of
orientation sales, respecting technologies, adjustment of branch placing

individual national
traditions, low
strategic
coordination

© 2

marketing and

know-how from
home country

009, Ing. Ladislav Tyll, MBA.

products according
to customers req.,
branches in places
of effective
production,
centralized mng.,
high level of
eoordination
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TNC Models

Multinational model

Mother company
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TNC Models

International model
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TNC Models

Global model

Daughter

Daughter

Daughter
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Daughter

Daughter

Daughter
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TNC Models

Transnational model
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Classification and evaluation of TNC

raw materials ,prospectors*
According to time, origin and goals market ,prospectors*
Cost ,reductors”

extractive (mining) industry
According to sectors manufacturing industry (mainly automobile)
services (mainly banking, hotels and telecommunications)

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.
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Classification and evaluation of TNC

L -

« growth of international trade volume » growth of No. of Oligopoly — lower level of
» accessibility and volume of capital sources competition

e uncompromising promotion of free market * profit repatriation, reduction of tax

« liberation of international econom. competition payments in host country (transfer pricing)
 development of R&D « growth of social inequality

 cost minimization  exports of out of date technologies to third
» creation of new working places countries

« promotion of employee qualification growth « discrimination in remuneration for work

* better products availability « disturbance of national cultural traditions

« abolition of national barriers - globalisation  weakening of national state sovereignty
 convergence of country legislation « exploitative attitude to environment

« effective economy  excessive size often leads to uneconomical

management and economy criminality

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.



gt
TNC Financial management

Based on use of J[ransfer prices"
tax optimisation
system of subventions and subsidies

For problem minimization TNC should work out a comprehensive documentation
regarding Transfer prices:

« organisational structure of each related company

« description of transactions and ownership relations between related parties
» description of transfer pricing policy

» explanatory notes and comments regarding pricing strategy and policy

» economic and financial analyses

e corporate strategies

 supporting documents regarding situation of given sector

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.
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Transfer pricing guidelines - Methods

Traditional « Comparable uncontrolled price
transaction * Resale price method
methods « Cost plus method

Transactional * Profit split method
profit methods  ° Transactional net margin method

« Comparable profits method

Influences on transfer prices * income tax
* duties

* inflation

» exchange rates

e currency regulations

» improvement of financial health of the branch
* nationalization

 export subventions

e competition level

© 2009, Ing. Ladislav Tyll, MBA., Ph.D.



Annex table A.1.11. The world's top 100 non-financial TNCs, ranked by foreign assets, 20042
(Millions of dollars and number of employees)

Ranking by: Assets Sales Employment Mo. of affiliates
Foreign THI®
assets THIP 1I® Corporation Home sconomy Ind|.|51r5r‘:| Foreign® Total chz-ignT Total Foreign Total (Fercent) Foreign Total 1

1 g8 £5 General Electric United States Electrical & electronic equipment 448 2901 750 507 5E BBE 162 886 142 00O 307 0D0 47.8 Ii-1 1157 68.02
2 4 83 Vedafone Group Ple United Kingdem  Telecommunications 247 850 258 828 53 307 82 404 45 981 BT 378 871 70 198 35.35
3 67 85 Ford Motor United States Motor vehicles 178 858 305 341 T1 444 1716852 1027409 225628 48.7 130 216 60.19
4 20 71 General Motars United States Motor vehicles 173 680 478 6032 59 137 193 517 1146120 324 poD 34.0 166 200 &7.24
5 10 44  British Petroleum Company Fle United Kingdem  Petroleum expl. ref.fdistr. 1654 513 183 213 232 388 285 D&9 85 500 102 200 21.8 445 811 72.83
] 38 37 ExxonMobil United States Petreleum expl.ref./distr. 134 223 185 256 202 87Y0 291 282 gzgee! 105 200 83.0 237 314 TE.48
T 25 88 Royal Dutch/Shell Group United Kingdom/!

Metherlands Petraleum expl.ref /distr. 1zo 930! 102811 170 286 2858 100 g8 oo 114 000 71.8 328 814 4029
] g2 81 Toyota Motor Corporation Japan Motor wehicles 122 987 233 71 102 285 171 487 g4 688 285 753 404 128 341 37.83
a 20 48 Total France Petraleum expl.fref./distr. a8 718 114 836 122 265 F 152 353 62 227 111 401 74.3 410 576 71.18
i0 66 47 France Télécom France Telecommunications B85 680 131 204 24 252 58 554 B1 851 206 524 437 162 227 T1.37
11 48 80 Velkswagen AG Germany Motor vehicles 84 042 172 848 80037 * 110483 185 152 342 502 50 4 147 228 6447
iz 15 22 Sanofi-Aventis France Pharmaceuticals 82 612 104 548 15 418 18 878 B3 778 oF 438 ¥7.8 207 253 B81.82
13 a1 54 Deutsche Telekom AG Germany Telecommunications TH 654 148 834 47 118 ! 71888 T3 808 244 845 50.0 2688 gl a8
14 &0 §2 RWE Group Germany Electricity. gas and water 78728 127 178 23 638 52 320 42 370 a7 777 501 345 552 82.50
15 18 58 Suez France Electricity, gas and water 74 051 85 788 3agagk 50585 100 485 180 712 75.2 545 848 @84.54
16 81 78 E.on Germany Electricity. gas and water 72728 155 384 21 gge 80 870 az a1gl 72 484 427 303 508 50.84
i7 13 8 Hutchizon Whampoa Hong Kong, China Diversified §7 638 84 182 17 038 23037 1508870 180 00D 79.3 a4 103 81.28
LE:] il 48  Siemens AG Germany Electrical & slectronic equipment G5 530 108 312 58 224 83 333 266 D00 430 000 62.0 G05 852 T1.01
12 3 4  Mestlé SA Switzerland Food & beverages 653081 76 985 68 588 k! 80772 240 408 247 000 B3.5 460 487 Q448
20 g2 28 Electricite De France France Electricity. gas and water G5 365 200 083 17 886 ' 55 775 50542 ™ 158 152 z.4 240 288 B80.27
21 28 87 Heonda Motor Co Lid Japan Motar vehicles 65 D38 29 483 &1 @21 T8 851 76 783 137 827 68.5 T8 188 4042
22 52 73 Wivendi Universal France Diversified 57 588 B4 430 11 513 26 807 23 377 a7 508 55.4 245 435 56.32
23 45 83 ChevronTexzaco United States Motor vehicles 57 186 83 208 80034 ' 150 BBS 31 DODO 5& noo 56.8 121 250 48.40
24 34 23 BMW AG Germany Motor vehicles 55 728 81 828 40 188 55 050 70848 ™ 105 @72 86.8 124 153 81.05
25 23 80 DaimlerChrysler United States/

Germany Motor vehicles 54 268 248 850 g8 828 176 381 1014500 284 723 2a.2 324 841 50.55
26 e 34 Pfizer Inc United States FPharmaceuticals 54 0585 123 684 22877 52 516 50287 ™ 115 000 437 52 104 78.85
27 B85 42 EMI Italy Peatroleum expl.fref./distr. 50 212 23 552 47 74 & 8o s4p a0 188 71487 43.8 162 222 7287
28 41 80 Missan Motor Co Ltd Japan Motor vehicles 48 553 o4 588 55 638 7O 268 112530™ 183 807 61.3 53 140 37.88
29 54 7 IBM United States Computer and related activities 47 228 108 183 B0 G586 K 982093 175832M 220 0D1 53.4 338 371 8111
a0 B85 78 ConocoPhillips United States Petreleum expl.fref./distr. 48 321 82 581 40 845! 143 183 14048 ™ 35 200 9.2 44 85 51.78
n 40 38 Hewlett-Packard United States Computer and related activities 45 818 78 138 50543k 70 BOS 93138 ™ 151 000 81.7 106 144 73.61
3z 87 88 Mitsubishi Corporation Japan Wheolesale trade 43 BB7 87 878 5478 38 318 22 485 ° 51 381 36.0 212 357 5838
33 76 87 Telefonica SA Spain Telecommunications 432241 84 448 15 080 F 37 850 72008! 173 554 45.0 g2 279 2222
24 14 11 Roche Group Switzerland FPharmaceuticals 42 884 51 322 24 T4 25 148 asss7 &4 703 7a.0 137 158 86.71
35 o4 58 Telecom ltalia Spa Italy Telecommunications 41 747 104 348 8231k ag7as 168 321 g1 2858 26.4 75 111 8v.57
el 23 85 Anglo American United Kingdam  Mining & quarrying 40 450} 53 451 16 519 28 266 183 522 N1 208 ooo 727 173 202 3448
a7 55 31 Fiat Spa ltaly Motor vehicles 30 658 T AT 31 281 57 880 a7 7610 180 548 53.2 362 458 70.38
38 g 57  Unilever United Kingdom/

Metherlands Diversified 38 415 48 141 44 381 50121 171000 223 00D a2.8 314 488 67.38
] 58 88 Carrefour France Retail 36 756 53 080 45 874 90 230 142 128! 430 685 51.0 130 311 41.80
40 45 28 Procter & Gamble United States Diversified 368 128 61 527 31 388 56 741 2731 ™ 110 00O 57.0 357 447 79.87




Annex table A.1.13. The top 10 non-financial TNCs from South-East Europe and the CIS3, ranked by foreign assets, 2004
(Millions of dellars and number of employees)

Home country

Industry

TNI B
(Per cent)

FLIYA Pharmaceuticals industry

Energoprojekt

L0 00 =) O3 R L B

-
=]

Russian Federation
Russian Federation
Russian Federation
Russian Federation
Croatia

Russian Federation
Russian Federation

Serhia and Montenegro

Russian Federation
Russian Federation

Petroleum and natural gas
Petroleum and natural gas
Mining & quarrying
Transport
Pharmaceuticals

Metal and metal products
Motor vehicles

Heawy construction

Metal and metal products
Metal and metal products

Sales Employment
Faoreign Total Foreign Total
24 536 36 422 L F 0 3BB T4
26408 33 845 139299 150 000

5 968 7033 1772 100 786
350 419 55 4032
939 1130 33044 6574

4412 54386 5490 63 458
271 h24 3484 ® 22030
108 172 423 & 1600

3 954 6 664 7 098 A4 /A7

2203 3636 10 689 82 324

78
323
58.9

Source. UNCTAD.

Baszad on survey responses and annual reports.
THI iz calculated as the average of the fellowing three ratios: foreign assets to total assets, foreign sales to total =ales and foreign employment to total employment.
Data is not available.

Foreign employment data are calculated by applying the share of foreign employment in total employment of the previous year to total employment of 2004,
Foreign employment data are calculated by applying the share of foreign assets in total asets to fotal employment.

Foreign assets data are calculated by applying the average of the shares of foreign assets in total aszets of all companies in the same industry {omitting the extremes) to total assets.

il =T I - 1)
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