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What is a Multinational Corporation (MNC)?

Multinational corporations (MNCs) are businesses that have operations in more than one country. The energy business, BP, operates in more than 100 countries. 

Corporations that control assets in more than one country are also known as transnational corporations (TNCs). Some MNCs control more money than some governments. 

Exxon Mobil, the parent of Esso, Mobil and Exxon Mobil companies around the world, is the biggest MNC. Its economy is similar to that of Chile or Pakistan. 

Try This:

Find out the names of three MNCs that 

• source* clothing products from around the world 

• source food products from around the world 

• source electrical goods from around the world. 

*To source means to obtain goods to sell in their shops. 

Do MNCs help or harm?

· MNCs can help to reduce poverty. 

· They can bring money into a country through employment and investment. Three quarters of international investment in developing countries is from MNCs and private sources. 

· They can create jobs and raise labour standards. 

· They can pass on expertise in their field. 

BUT they can also harm…

The MNC can be guilty of pollution or human rights abuse (eg by sourcing products from factories where child labour is used or by forbidding its workers to join trade unions). The finance brought into a country by an MNC may be badly managed by that country’s government. 

“The obligation of the companies should include respect for the dignity of the person and acknowledgement of their social, economic and cultural rights. That means, at the very least, dignified treatment, safe conditions, social security coverage and some contractual stability.” 

CAFOD partner, Father Sergio Cobo, Mexico 

Try this:

Look at the quote above. What do you think is meant by “contractual stability”? (Clue: think about contracts.) 

How would it affect your life if your contracts at work lasted only 28 days then were cancelled and renewed? (This happens in some factories supplying MNCs in developing countries.) 

Factfile

• Of the world’s top 200 economic players in 2001, 56 were countries and 144 were corporations. 

• Marks & Spencer sources its goods from more than 70 countries. 

• In 2000 IBM produced around 60 per cent of its laptops in Mexico. 

• BP operates in more than 100 countries. 

• Hewlett Packard recently slashed supply-chain costs by US$3.5 billion and is now looking to save a further US$1 billion annually. 

• General Motors, Wal-Mart, Exxon Mobil, and Daimler Chrysler all have revenues greater than the combined economic output (GDP) of the 48 least developed countries. 

Duties of MNCs

MNCs have an obligation towards employers, customers, governments, suppliers and communities as well as towards shareholders. This is known as Corporate Social Responsibility (CSR). 

Most agree that CSR includes a duty to behave honestly, legally and with integrity, not to be corrupt but to deal fairly and obey the host country’s laws. 

Some MNCs would say that no more than this bare minimum can be expected of them. They would argue that the cost of CSR could eat into their profits and push them out of business. 

“The UN once dealt with only governments. By now we know that peace and prosperity cannot be achieved without partnerships involving governments, international organisations, the business community and civil society. In today’s world we depend on each other.” 

Kofi Annan, UN Secretary General 

CAFOD believes…

Increasingly, pressure from civil society is pushing businesses to accept that they have responsibilities to the communities in which they operate, as well as financial responsibilities to shareholders. 

CAFOD agrees with this and also believes that MNCs have a responsibility to promote human rights wherever possible. 

Why accept Corporate Social Responsibility?

Some MNCs recognise this as a moral duty. Others are interested because companies who manage their social responsibility effectively are usually more profitable. Good CSR can enhance an MNC’s reputation and make it more attractive to consumers. 

The Ethical Trading Initiative

The Ethical Trading Initiative (ETI) is an association of companies, trade unions, and Non-Governmental Organisations (NGOs) like CAFOD. Members of the ETI work to ensure that an ethical code of practice called the “ETI Base Code” is followed throughout their supply chains. The ETI Base Code is founded on standards set by the UN’s International Labour Organisation. 

Are ethical codes a good thing?

One drawback of ethical codes is that they may focus the MNC’s attention on addressing only one issue, such as child labour in the clothing industry. This could enhance an MNC’s reputation with a local government, while in reality the code is failing to change conditions for the majority of its workers. 

Try This:

Look up the ETI Base Code at www.ethicaltrade.org 

• Read the code and summarize the main points. 

• Why is “freedom of association” so important? 

• Would you add anything to this code? 

Can governments help?

When MNCs protect their profits by avoiding corporate social responsibility and environmental regulation, governments often fail to take action. 

• They may lack the capacity or the will to enforce laws 

on MNCs. 

• They may lack money or expertise. 

• They may fear losing foreign investment, jobs and opportunities for growth. 

What can the UK government do?

The UK government has a role to play in holding UK MNCs accountable for their global activities. Through the Department for International Development (DFID) the UK government has set up two initiatives on development and CSR. 

The first is the ETI (see above). The second is the Extractive Industries Transparency Initiative (EITI). 

The purpose of EITI is to make companies and governments publicly disclose how much they earn and the amount they pay to the developing countries where they operate (Publish What You Pay). 

The EITI is composed of oil and mining companies, governments and non-governmental organisations. So far the EITI has relied on its members voluntarily publishing their figures, but with little success. 

CAFOD and over 130 other NGOs in the Publish What You Pay campaign are calling for disclosure to be made compulsory. 

Positive signs

There are some positive signs that the UK government is moving towards regulating CSR. 

• The new Operating and Financial Review seeks to press MNCs to report on the social and environmental impact of their work. 

• The Guidelines for Multinational Enterprises by the Organisation for Economic Co-operation and Development provide a means by which complaints can be brought against MNCs suspected of corporate human rights abuses. 

Global Governance

Global regulation of MNCs is necessary because some activities of MNCs are outside the reach of national law. MNCs tend to chase the lowest wages in an effort to maximise their profits. This can encourage governments to keep down social and environmental standards. 

So far the international community has failed to take up the challenge to control the impact of MNCs’ activities. 

The UN Global Compact launched in July 2000 has made only questionable achievements. Its members include many MNCs and the Compact aims to encourage members “to identify and disseminate good practices’’. However, reporting on their practices by companies is optional and reports that are submitted are not checked by any independent body. 

The UN Norms on the Responsibilities of Transnational Corporations and Other Business Enterprises are more promising. These norms propose that companies be held accountable to the international community for human rights’ breaches. The UN Human Rights Commission is currently considering increasing the importance of the UN Norms, but there is opposition. 

Many governments, including the UK government, argue that human rights’ law does not apply to “non-state” actors such as MNCs. Yet obligations that apply to non-state actors exist in other International Labour Organisation statutes and United Nations’ resolutions, eg on slavery and piracy. 

The real problem is one of political will. 

What can you do?

Join CAFOD’s campaign on Trade Justice eg the Clean up your computer! campaign. Find out more from www.cafod.org.uk. 

Write a letter to the company that made your new computer, raising concerns about ethical sourcing and workers’ rights. 

www.cafod.org.uk/campaign - Look at CAFOD's campaign area on the website 

The International Labour Organisation 
www.ethicaltrade.org – for background information on the Ethical Trading Initiative, including the ETI Base Code. 

www.publishwhatyoupay.org – Information on the Publish What You Pay campaign. 

www.osjspm.org/ – includes quotes from Catholic social teaching on themes such as economic justice. 

CAFOD is not responsible for the content of external websites 

