Multinational/Transnational Corporations

Transnational corporations, or multinational companies as they are often called, are very large businesses that have offices and factories in several different countries.  The headquarters and main factory are usually located in developed countries, particularly the USA and Japan.  Smaller offices and factories tend to be in the developing countries where labour is cheap and production costs are low. 

In the past 30 years, transnationals have grown in size and influence.  Some of the largest ones make more money in a year than all of the African countries put together.  The world’s 500 largest companies now control at least 70% of world trade and produce more than half of the world’s manufactured goods.  Being so large, they also influence consumer tastes and lifestyles and are responsible for many of today’s scientific and technological breakthroughs.  

Many people are concerned about the effects of transnationals.  They argue that they locate in poorer countries just to make a profit, and pay low wages, particularly to women and young children.  Others say that without transnationals the poorer countries would simply not be able to develop their own industries.  People would have no jobs and their future would be very bleak. Diagram A shows some of the advantages and disadvantages that transnational companies may bring to developing countries. 
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CASE STUDY: A multi-national company - NIKE

Nike trainers are sold and worn throughout the world.  Nike is a typical transnational corporation (TNC).  Its headquarters are in the USA, where all the major decisions and research take place, yet its sports shoes are manufactured in many countries around the world. 

Like many TNCs, Nike subcontracts or uses independently owned factories in different countries to produce its trainers.  Often this takes place in less economically developed countries (LEDCs) where labour costs are low.  Nike say they are in the business of "marketing" shoes, not making them. However, Nike dictates the terms to the contractor: the design, the materials, the price it will pay.
Nike’s main activities are in South-East Asia, and up until recently it manufactured many of its trainers in South Korea.  In the late 1980s labour costs in South Korea rose, so Nike decided to move production to Indonesia where costs were lower.  China boasts the largest number of Nike contract factories - 124 in total.
Many of the workers in the Indonesian factories come from the surrounding countryside where they live in poverty.  The conditions they move to are better, but not much.  Some of the problems they face are:
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Low wages and long hours

· Industrial accidents

· No workers’ rights – trade unions are illegal in Indonesia

Where workers do complain or protest they can lose their jobs.  The contractors say they cannot afford to pay the workers more and Nike says that it is difficult to control what is happening in individual factories.  This means that in a nation where unemployment is high and employees can be easily replaced, workers will continue to be open to exploitation.  

Human rights and aid groups have for years criticised Nike for not doing enough to tackle poor working conditions in its supply chain, particularly in developing countries. 

Chairman Phil Knight admitted that the company had been slow to respond to evidence of poor conditions in the past but said that they company was making progress in this area. 

About 620,000 people currently work in contract factories around the world producing Nike branded footwear, apparel and clothing, the majority of which are women under the age of 25.  More than 75% of these work in Asia, predominantly in China, Thailand, Indonesia, Vietnam, Korea and Malaysia. 

Nike said it faced a number of "ongoing challenges" in its supply chain, including unsatisfactory levels of compliance in key areas such as poor pay, long working hours, staff harassment and lack of trade union representation.   However, Nike said instances of the illegal use of child labour were extremely rare, with only five cases discovered in the past two years.

Although 60% of factories monitored met the required standards, a quarter of factories were found to present more serious problems which ranged from a lack of basic terms of employment and excessive hours of work to unauthorised sub-contracting, confirmed physical or sexual abuse and the existence of conditions which could lead to death or serious injury. 
· Workers at nine Nike plants in Indonesia (including Jakarta) have been found to suffer from sexual and verbal abuse, lack of medical attention and compulsory overtime.  

· Female workers have been found to have gained jobs through sexual "favours".
· During the 1970's, most Nike shoes were made in South Korea and Taiwan but when wages began to rise, Nike looked for "greener pastures." It found them in Indonesia, China, and most recently Vietnam--countries where cheap labour is abundant. Also in China and Vietnam, the law prohibits workers from forming independent trade unions.
· If Nike doubled the salaries of its 30,000 employees in Indonesia the annual payroll would be roughly equivalent to what Michael Jordan is paid in one year to advertise the product.
Nike said it would set up a taskforce to improve compliance with its code of conduct on working hours.

