5. The State and the Multinationals
The importance of the multinational corporation (MNC) is a key feature of globalization of the world economy.

Some commentators believe that the multinational corporation has broken free from its home economy and has become e powerful independent force determining both international economic and political affairs. 

Others reject this position and believe that the multinational corporation remains a creature of its home economy.
This chapter refers simply to a firm of a particular nationality with partially or wholly owned subsidiaries within at least one other national economy. Tens of thousands of MNC’s with numerous subsidiaries conduct business around the world.

Such firms expand Overseas primarily through foreign direct investment (FDI) and entail either the purchase of existing businesses or the building of new facilities (called "Greenfield" investment). Overseas expansion is frequently accompanied by mergers, takeovers, or intercorporate alliances with firms of other nationalities.

Multinational firms have existed for a very long time, earlier transnational firms (The Dutch Fast India Company, the Massachusetts Bay Company), however, were far more powerful than contemporary MNCs are; they commanded armies and fleets, had their own foreign policies, and controlled vast expanses of territory. Modern MNCs are much more modest.

Another major difference between those early transnational firms and today's is that the former were principally interested in agricultural products and extractive industries in particular regions of the world, whereas major firms in the early twenty-first century are principally involved in manufacturing, retailing, and services, tend to operate on a regional or worldwide basis, and usually pursue an international corporate strategy. 

It is particularly significant that, whereas the earlier firms frequently exploited and subjugated native peoples, today's MNCs, with some exceptions, are important sources of the capital and technology required for economic development of the less developed countries.

There are different view points regarding of explanations of FDI (foreign direct investment) and the MNC, give by mainstream economists (neoclassical economists) ,  business economists and political economists.
Mainstream Economists and the MNC 

They believe that a firm's behavior is determined almost entirely by market signals and that, therefore, the nationality of the firm and whether it is operating domestically or internationally are of slight importance. 

Furthermore, the Mundell equivalency, accepted by most economists, holds that international transfer of the factors of production (capital, technology, etc.) through foreign direct investment (FDI) produces consequences for the real-world, equivalent to those from the international flow of goods. In other words, from the economist's perspective, trade and investment are perfect substitutes for one another. Economics also teaches that trade precedes investment rather than vice versa.
The location of economic activities around the world and patterns of trade are determined by the theory of location and the principle of comparative advantage (David Ricardo); production will be located where it is most efficient.

Also, methodological obstacles have prevented economist’s front formulating a generally accepted theory to explain FDI and the MNC.


MNCs are primarily oligopolistic firms and function in imperfect markets, and as has already been noted, there is no satisfactory formal model to account for all types of oligopolistic behavior

A major reason why neoclassical economics has been unable to provide a general theoretical explanation for the MNC and FDI is that the MNC is largely a product of market imperfections and unique corporate experiences.

Some market imperfections are created by national governments through such policies as trade protection and industrial policy; in fact, a government sometimes creates market imperfections to encourage foreign MNC, to invest in their economies. 

A notable example is the erection of trade barriers and the provision of "tax breaks" to encourage FDI. Without such imperfections, a firm might find it more efficient to export its products from its home economy or to license its technology to a foreign firm.

The ambiguous attitude of professional economists toward the MNC is illustrated in Paul Krugman’s and Maurice Obstfeld writings (1994). 

On the one hand, he has taken the conventional position that MNCs are not a significant factor in the international economy; the effects of FDI on global distribution of economic activities and other economic outcomes cannot be distinguished from those of international trade The principal effect of FDI, they argue, is on domestic distribution of income; that is, between capital and labor.
On the other hand, Krugman argue that the oligopolistic nature of international business is significant for trade patterns and the location of economic activities. For example, because oligopolistic firms engage in strategic behavior an MNC's decision whether to export a product from its home market or to invest abroad in order to service a foreign market will strongly affect the location of economic activities and the rates of economic growth around the world.

It is clear that multinational firms desire not only to earn immediate profits, but also to change and influence the rules or regimes governing trade and international competition in order to improve their long-term position.
Business Economists and the MNC

Research on the MNC has been pursued almost exclusively by American and British business economists with a liberal commitment toward the overwhelming benefits of FDI to both home and host countries.

Important contribution was the influential pioneering work of:

Raymond Vernon – Vernon’s product cycle model of FDI stressed the importance of economic and technological leadership  and provided an important insight into the overseas expansion of American MNCs in the 1960s

John Dunning – along with others, attempted to provide a general explanation of the MNC; the result was the electic theory of FDI that acconted in large part the second stage of the MNC’s evolution.

Michael Porter – most recent explanation and almost encyclopedic empirical research on the firm as a strategic player in the game of international economic competition.
1. Vernon's Product Cycle Theory. The crux of Vernon's product cycle theory, (Sovereignty at Bay 1971), was that every product follows a life cycle from innovation through maturity to decline to eventual obsolescence. American firms, Vernon argued, had a comparative advantage in product innovation due to the huge size of thee American market (the demand side) and to American superiority in research and development (the supply side).

During the initial phase of the product cycle, firms export new products from their home industrial base, but in time a number of changes associated with the maturing of the product, such as standardization of production techniques, diffusion abroad of industrial know-how, and creation of significant foreign demand for the product, stimulate the entry of foreign imitators into the market.

To deter foreign firms from entering the market and undercutting their monopoly position, the original firms establish production facilities in other economics. Thus, according to Vernon’s, product cycle theory, foreign direct investment is principally a device used by firms to preempt foreign competition and to maintain their monopoly rents.
2. Dunning's and the Reading School's Eclectic Theory. 

The eclectic theory of the MNC, developed by John Dunning and the Reading School (named after the University of Reading, England), provides important insights into the MNC, as it emphasizes technology as a factor in MNC development. Revolutionary advances in communications and transportation have made it technically possible for businesses to organize and manage services and production systems on a global basis. In effect, technological advances have greatly reduced the transaction and other costs of internationalizing. 
However, the eclectic theory is hardly a theory at all, it is a collection of ideas gathered from many sources and much research on the MNC.

According to Dunning’s eclectic theory, the unique and extraordinary economic success of the MNC are due to particular characteristics that give the MNC important advantages over the purely domestics corporations. These advantages are : ownership,location,and most importantly, internalization, a concept that was also extensively developed by Richard Caves (mainstream economist).
Caves argues that maintaining within their own control such monopolistic advantages as a trademark or know-how gives firms market power to and the ability to extract rents.

Considered 

In terms of the Heckscher-Ohlin model of international trade, these firms can exploit the comparative advantages possessed by other economics, and such flexibility can give them a considerable advantage over purely domestic firms (access to low-cost skilled labor or to other special local resources).

Other factors have been important to the success of tile MNC, including deregulation of markets and services around the world. Certainly, deregulation and integration of financial markets have facilitated foreign direct investment.

3. Porter's Strategic Theory. 

Porter's Competitive Advantage of Nations (1990) and his numerous other writings argue that the MNC has entered an era of strategic management.

Porter assumes that international business is characterized by a "value chain" of activities ranging from extraction to production to marketing.

The individual firm must decide which and how many of these activities it wishes to pursue and in what locations around the globe. These decisions in turn depend on the overall competitive strategy of the firm. Porter argues that the first's strategy determines its structure and its location of economic activities throughout the world economy.
In contrast to a domestic firm, a multinational firm can carry out its activities at the most efficient location for each particular activity anywhere in the world. Because the firm pursues its strategy and integrates its activities across national borders, many analysts preter to use term “transnational” rather than “multinational” corporation.

The essence of strategic management is that the transnational firm has available to it more extensive options and techniques than do even the largest domestic firms.

Political Economists and the MNC

There are two distinctive bodies of writings by political economists on the multinational corporation: 

the radical critique (or quasi-Marxist) 

the state-centric interpretation.

Marxist and Radical Theories.

Stephen Hymer present the most systematic critique of the MNC, has contributed to the subject both as an economist and a radical political thinker.

Hymer argued that American firms invested abroad to exploit and preserve same firm-specific or monopolistic advantage. 

Unfortunately, Hymer’s death at a young age meant that he had no opportunity to develop and defend his ideas. 

He believed that monopoly capitalism is driven by two fundamental laws. 

The first law of international capitalism to be the law of increasing firm size: that as firms grow in size and scope, they expand both within and across national borders, creating a hierarchical core/periphery structure and international division of labor around the world. At the core of this international structure are the advanced capitalist economies, while the periphery is composed of dependent and exploited less developed economies.

The second law is the law of uneven development. He argued that due to their large size, considerable mobility, and monopolistic power, the MNCs exercise control over and exploit the whole world to their own advantage.

State-centric Interpretation.
State-centric writings on the multinational corporation assert that the rise and success of the MNC in the modern world could have happened only within a favorable international political environment.

While economic factors are obviously important for the emergence and success of MNCs, they could not exist without a favorableinternational political environment created by a dominant power whose economic and security interests favor an open and liberal international economy. 

The state-centric position also assumes that multinational firms are essential national firms competing with one another around the world.

Despite the hyperbole of corporate executives and business consultants that MNCs have shorn themselves of national coloration and become stateless enterprises, MNCs are actually deeply embedded in and very much a product of the history, culture, and economic systems of their home societies.

THE MULTINATIONALS  AND THE INTERNATIONAL ECONOMY

Despite much talk of corporate global​ization, FDI is actually highly concentrated and is distributed un​evenly around the world. 
Although FDI has grown rapidly in devel​oping countries, most FDI has been placed in the United States and Europe, while only a small percentage of U.S. foreign direct invest​ment has gone to developing countries. This concentration of FDI is due to the simple fact that the United States and Europe are at present the world's largest markets. Nevertheless, throughout most of the 1990s, FDI in less developed countries (LDCs) grew at about 15 percent annually.

The increasing importance of MNC, has profoundly altered the structure and functioning of the global economy. These giant firms and their global strategies have become major determinants of trade flows and of the location of industries and other economic activities. Most FDI is in capital and technology-intensive sectors. These firms have become central in the expansion of technology flows to both industrialized and industrializing economies and therefore are important in determining the economic, political, and social welfare of many nations. Controlling much of the world's investment capital, technology, and recess to global markets, such firms have become major players not only in international economic but in international political affairs, as well, and this has triggered a backlash in many countries.

The role of MNC, in the world economy remains highly controver​sial. Critics charge that foreign direct investment and the internation​alization of production are transforming the nature of international economic and political affairs in ways that undermine the nation​-state and integrate national economies.

Many and perhaps most professional economists (with the impor​tant exception of business economists), on the other hand, discount the significance of multinational firms in the functioning of the world economy.
The nation-state remains the predominant actor in interna​tional economic affairs, and domestic economies are still the most important feature of the world economy 

INCREASED REGIONALIZATION OF SERVICES AND MANUFACTURING

Internationalization of services and production is highly concentrated among the major powers and within particular regions; one estimate made in the mid- 1990’s, was that 85 percent of all foreign investment takes place among the members of the Triad (United States, Western Europe, and Japan). The multinational firms of the three major economic powers have been concentrating their FDI in their respective backyards and fashioning regionalized production and service networks. American FDI has been shifting away from East and Southeast Asia toward Mexico.

DEBATE OVER THE MNC AND THE NATION-STATE

There are divergent views of the MNCs' role in the world economy and of their relationship to their home economics. On the one hand are some who believe that the MNCs' increasing importance in the organization and management of the international economy consti​tutes a transformation of global economic and political affairs. For then, globalization of production and the central rule of the multina​tional firm in the world economy represent the triumph of market forces and economic rationality over the anachronistic nation-state and the politically fragmented international economy. On the other hand, the state-centric position argues that the extent and impact of globalization are greatly overstated and that the nation-state contin​ues to set the rules that MNCs must follow.


MNCs have certainly introduced changes in the global economy.

The Global Firms and the Borderless Global Economy

Kenichi Ohmae, the Japanese business consultant, is a strong propo​nent of the thesis that the MNC has become a powerful independent actor rivaling and even outstripping the nation-state in importance.
The process of economic globalization, according to this position, has several important consequences for the overall world economy. Some allege that within the Triad itself, there is a trend toward eco​nomic convergence; many believe that the production, financial, and technological structures of the leading economies are following a common pattern. Also, the ups and downs of Triad economies are viewed as synchronous, moving together through business cycles and having common economic policies. Growing trade, investment, and technology flows within the Triad have drawn the major economics closer together, and the global firm has become both a cause of and a response to the increasing integration of the world economy.

The global economy populated by these firms his been described by former Clinton Administration Labor Secretary Robert Reich as a seamless web in which there no longer are any purely national econo​mies, corporations, or products." In a world where components may be made in several countries, assembled in another, and sold in yet a third, the nationality of a particular firm or good has become almost impossible to identify and, moreover, has become irrelevant. Reich and others have contended, therefore, that traditional measurements of trade and payments balances have lost significance. Reich has ar​gued that even though the United States had a substantial trade and payments deficit in the 1980s and 1990s, this deficit was offset by a surplus in foreign production and sales by subsidiaries of American multinational corporations.
MNCs and the Nation-State

Many basic differences in Corporate strategy and behavior reflect national institutional structures, economic policies, and social priori​ties. The United States has tended to take a laissez-faire attitude to​ward business, except when an especially strong case can be made for government intervention. Germany, on the other hand, with its concept of the “social market” and labor/management partnership, has traditionally placed a grater emphasis on the social or community responsibilities of the firm. Japan has placed a high priority on maintaining a strong indigenous industrial base and preserving core elements of the system of lifetime employment. The resulting behavioral differences among American, German and Japanese firms can be found in such core aspects of corporate behavior as patterns of strategic investment, intrafirm trade, research and development, corporate governance and long term corporate financing. American firms are more likely than German or Japanese firms to conduct basic R&D in other countries, they also are much more likely to invest abroad. National differences are reflected in the levels of intrafirm trade. Whereas American firms are characterized by only a moderate level of intrafirm trade, German firms have a higher level, and Japanese firm have a very high level.
Arguing that the nation-state is still the principal actor in interna​tional economic affairs, proponents of the state-centric position assert the multinational corporations are simply national firms with foreign operations and that, with few exceptions, these firms remain deeply embedded in their national societies.
Although American academics, American corporate leaders and Japanese business consultants may propagandize the idea of the global corporation, Japanese business and the Japanese government have definitely not accepted the idea that corporations have shed their nationality and became stateless.

While Americans may ridicule the remark of then Defense Secretary “Engine Charlie” Wilson that “what is good for General Motors is good for the country” the Japanese really believe that what is good for Matsushita or Toyota is good for Japan. Japanese society considers the overseas sales of Japanese products and the market share of Japanese firms to be very important.
DO GLOBAL CORPORATION POSE A THREAT?

The argument that small countries cannot compete in the world of the strong is nonsense and is contradicted by experience. Tiny Finland has established itself as a leader in wireless telephony (Nokia) and other high-tech industries. Israel is a world leader in many technologi​cal developments. Ireland has reversed a century and a half of eco​nomic stagnation by making itself an attractive site for investment by high-tech firms. Among industrializing and less developed countries, India has become a major international player in computer software. Taiwan has a flourishing semiconductor and computer industry, and Singapore and Hong Kong have outstanding records of economic suc​cess. However, if an LDC is to join this league of small but very successful countries, it must have an honest and competent govern​ment, invest heavily in education at all levels, respect international property rights, encourage entrepreneurship, support a diversified and excellent national program of R&D, and pursue sound macroeco​nomic policies. A nation that is unwilling to assume these crucial re​sponsibilities is quite unlikely to succeed in the global economy and risks domination by foreign firms. Unfortunately, too many less de​veloped and postcommunist economies are at serious risk.

QUESTIONS :

Enumerate some difference between early transnational firms and today MNC’s

Who give a different viewpoints  regarding of explanations of FDI (foreign direct investment) and the MNC

Who are the most important business economists with research on the MNC
Briefly describe Michael Porter theory regarding of MNC 

What are two distinctive bodies of writings by political economists on the MNC
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