
Intro 7/28/2014 7:43:00 AM 

 Lecturer: Maureen Benson-Rea 

 Office hours: 3-4 Mondays 

 

 Class Schedule: 

 1st half 

1. Introduction to the MNC 

2. Theoretical antecedents of MNCs 

3. Internationalization and the OLI paradigm 

4. MNCs, firm and country specific advantages 

5. FDI, spill-overs and technology transfer 

6. In-class test (35%) - all first half content 

2nd half:  

7. Drivers of SME internationalization 

8. Export model of internationalization 

9. Process models of internationalization 

10. Network model of internationalization 

11. Born global and international new ventures models of internationalization 

12. Review, conclusions and exam prep 

 

Tutorials: 

• Assignment and first test tutorials run in week 5 - Tuesday 19th august. Must sign up to a 

tutorial slot.  

• Second tutorial focused on second assignment and some of the second set of readings. 

Tuesday 16th September.  

 

Readings and cases: available on library page 

 

 



WK 1: Introduction to MNEs 7/28/2014 7:43:00 AM 

 What is an MNE? 

 Different definitions and criteria based on: 

1. Ownership: most likely to be shareholders- although there are also privately held 

multinational corporations.  

2. Structure: may have headquarters and dispersed subsidiaries, transnational structure, 

structure where parts of the organization are strongly controlled where the rest are left to 

be decentralized.  

3. Performance: measure flows external and internal to the firm, you would also measure its 

position in relation to other firms in that industry, look to what its global market share is, 

look to the knowledge flows  

4. Behavior: CSR- what we do to society, and how we respond to society. Its not companies 

that act, it’s the people that make the decisions.  

 

Dunning and Lundan reading: 

Definition of a multinational enterprise 

 Multinational enterprises are multi-activity firms that engage in FDI 

 The theory of determinance of MNE activity must seek to explain both the location of value-

adding activities and the ownership and organization of a MNE.   

Why do firms internationalize? 

What are the costs associated with internationalization? 

DO MNEs promote growth as literature or are they detrimental to growth? 

 

Strategy and global firms 

 There are four main factors behind international business activity which contribute to the 

environment within which MNC’s operate: 

1. Technological advances: communications, information, technology, 24/7 connectivity 

2. Economic development: even in the most advanced economy in the world suffer pockets of 

severe underdevelopment (i.e. areas of eastern Europe). We shouldn’t make assumptions 

that the problem of economic development is solved. We mustn’t be complacent about the 

global levels of local economic development.  

3. The role of the government: changing between the extremes of extreme control and extreme 

free market. There is every kind of shade between these two extremes. We are increasingly 

seeing not just regional trade bloc, but also the rise of many sub regional arrangements 

which adds another layer of potential opportunity but also adds another area of regulation 

that firms must negotiate.  

4. Organization of economic activity: global factory, new flows within the global organization 

(flows of resources, activities, capabilities, tangible goods, services). The big new area is 



flows of knowledge around the organization, which influences the organization of the global 

firm.  Labor mobility and migration increasingly drive these sorts of developments.  

 

Five stages in the development of the global economy 

 The global economy stimulates interest in the global firm  

 War can be good for business- the activities, technologies, etc. needed for war drive 

economic development.  

Stage 1: Up until 1914  

Stage 2: Inter-war years - transition in the opening up of trade towards integration of affiliates  

Stage 3: Post-war years (1945-1960s) - organizational philosophy of MNC’s transitioned from 

ethnocentric to polycentric (moved from countries thinking their culture is dominant and 

imposing this on host to understanding the other cultures and regarding them as important.) 

This opens up the development of integration between headquarters and subsidiaries and 

grows the ability to understand the consumers in host markets.  

Stage 4: Late 1960s- mid 1980s: further integration and control of cross-border activities. There 

is the growth of opening up markets.  

Stage 5: Mid 1980s onwards: rapid pace of scientific and technological developments.  

 

o Why is there FDI other than purely financial portfolio flows around the globe? (Hymer) 

o Where are things produced and why? (Vernon) - by the mid 1970s the two streams of 

explaining MNC were beginning to converge  

o Why firs internalize? (Buckley and Casson)  

o Why MNCs exist? (Dunning) 

 

Antecedents to internationalization 

 Mercantilism 

 Absolute advantage 

 Comparative advantage 

 Factor-Proportions theory  

 These are the classical trade assumptions about the dispersal of activities.  

 Considering the assumptions of free markets, why would firms internalize? Access to 

resources, economies of scale, access to new markets/consumers, access to value-adding 

activities, get around trade barriers. 

 

Theoretical antecedents 

Contributions of Hymer 

 Hymer says the theory of indirect capital transfers should not be used to explain the forging 

value-added activities of firms. It’s not just the money flows, its much more than that.  



 Portfolio investment does not explain FDI 

 Firms must possess advantages specific to their ownership 

 Hymer takes us into the idea of industrial organization approach.  

hymer was the first to address the question of why MNEs exist and why they do foreign 

direct investment 

 Hymer is dissatisfied with portfolio capital in explaining FDI: risk and uncertainty must be 

included, FDI involved the transfer of resources, FDI does not involve a change of ownership 

 Hymer also brings into the equation that it’s not just a financial venture. The relationship 

between MNCS involve labor, the state and international state apparatuses.  

 Why might FDI be a preferential means of exploiting a company’s advantages? Johnny 

walker example.  

Contributions of Raymond Vernon 

 The product life cycle model is built off Vernon’s original idea that a particular product or 

innovation develops in a location.  

 Idea behind the product life cycle model is that you keep your innovative products in home 

market and then to grow the sales before then taking it offshore to new and undeveloped 

markets, which will open and extend the lifecycle of the product. In other words, you take 

your mature products into unsophisticated markets where the products then become 

standardized.   

 We can’t assume the poorer markets don’t want or can’t afford high quality products.  

 The contribution of Vernon was beginning to understand why firms developed products in 

their home markets and then started rolling them out in a portfolio way into new markets.  

Vernon (1966): Key variables 

 It’s not just a firm, it’s an opportunity seeking behavior by people.  

 Vernon highlighted that it’s a conscious decision process 

 

Theoretical antecedents: the product life cycle 

 PLC: products undergo change, technology, and changes in production process, 

standardization of products.  

Criticisms of the product life cycle model 

 Shortening product life-cycles 

 Labor costs less relevant 

 Ease of communication means global roll-out 

 PLC is only a rough guide- we never know how long a product will keep going. We do know 

about competition and how far you were ahead with a product before others came in.  

 

KFC in India 

 KFC’s first franchise in India was opened in June 1995 



 KFC planned on spending US$40 million in India opening up 60 restaurants there 

 But KFC’s entry into India was not without its problems. These were fundamentally from 

farmers, being shut out of the competition for traditional fast food. This resulted in 

government intervention and the closure of the Bangalore store.  

 KFC had a standardized model and didn’t adapt to India’s culture. It misread the regulatory 

environment of India- individual states have a lot of local power.  


