Multinational enterprise
In the present world business is very important for every individual. It is important because it provides products and services to the customers in their daily life. All those products or services are produced to the consumers by the entrepreneurs with the main motive of earning profits. The company or firm may be big or small it depends upon the scope of its activities. A multinational corporation is also called multinational enterprise. The definition of multinational enterprise is a corporation that has production operations in more than one country for various reasons, including securing supplies of raw materials, utilizing cheap labor sources, servicing local markets taking advantage of tax differences, and by passing protectionist barriers. Multinationals may be seen as an efficient form of organization, making effective. http://i.ixnp.com/images/v6.20.1/t.gifA multinational enterprise is an organization which produces products or delivers its services in more than one nation. Its managerial head quarters will be held in one nation which is known as home country and it operates its activities in several other nations which are known as host countries. Dutch east India Company is thought to be the first modern MNC. Multinational enterprise is a firm which has productive capacity in number of nations. The profit and income flows that they generate are part of the foreign capital flows moving between countries. Multinational corporations (MNCs) keep on mounting in their position as one of the most prominent, prevailing, and controversial entities in the worldwide political and economic systems. There are different benefits of multinational enterprise like

A MNE investing in an area may result in a significant injection into the local economy. This may provide jobs directly or through the growth of local ancillary businesses such as banks and insurance. It might initiate a multiplier process generating more income as newly employed workers spend their wages on consumption.

MNEs may provide training and education for employees thus creating a higher skilled labour force. These skills may be transferred to other areas of the host country. Often management and entrepreneurial skills learned from MNEs are an important source of human capital.

MNEs will contribute tax revenue to the government and other revenues if they purchase existing national assets as in the case in Zambia through the privatization process.
Theories of Raymond Vernon and Stephen Hymer's on MNE's

Vernon's theory
Raymond Vernon published a model in the year 1996 which explains the internalization patterns of organizations. Vernon observed U.S companies which developed as multinational enterprises at a period of time when they dominated global trade and per capita income in U.S. Vernon gave an empirical account in terms of product life-cycles. The aim of his International Product Life Cycle model (IPLC) was to move on trade theory afar from David Ricardo's static framework of comparative advantages. Vernon concentrated on the dynamics of comparative advantage and drew motivation from the product life cycle to explain how trade patterns change over time. Vernon considered United States of America as the principle source of inventions. Vernon IPLC described an internationalization process where in a local manufacturer in an advanced country begins selling a new, technologically advanced product to high-come consumers in its home market. The IPLC international trade cycle includes three different stages:
New product
When a company in a developed nation wants to exploit a technological break by launching a new innovative product in its home market then IPLC begins. Such a market is further expected to start in a developed country because more high-income customers are capable to acquire and are enthusiastic to experiment with new, expensive products. Furthermore, easier access to capital markets exists to fund new product development. Production is also more likely to start locally in order to minimize risk and uncertainty
Maturing product
Exports to markets in superior nations further enlarge through time making it is economically possible and sometimes politically necessary to start local production. The product's plan and manufacture method becomes gradually more stable. Foreign direct investments (FDI) in production plants drive down unit cost because labour cost and shipping cost diminish. Offshore manufacture services are meant to serve local markets that substitute exports from the organization's home market. Production still requires high-skilled, high paid employees. rivalry from local firms jump start in these non-domestic advanced markets. Export orders will begin to come from countries with lower incomes.
STANDARDISED PRODUCT
In this stage the principal market becomes saturated. The original comparative advantage of the innovators is based on the functional benefits. The firm starts to concentrate on the reduction of process cost rather than the addition of new product features. As a result, the product and its production process become increasingly standardised. . “If economies of scale are being fully exploited, the principal difference between any two locations is likely to be labour costs”. A MNC will internally maximize “offshore” production to low-wage countries since it can move capital and technology around, but not labour. As a result, the domestic market will have to import relatively capital intensive products from low income countries. The machines that operate these plants often remain in the country where the technology was first invented.
Hymer's theory
Hymer argued that domestic companies would normally have an advantage over incomers because of informational and cultural factors and that therefore MNCs must have some other strength which allowed them to compete. This became an important aspect of Dunning's synthesis of the most cogent theories. Stephen Hymer's work on multinational corporations (MNCs) falls into two phases. The first - what we may call his radical phase - consists of the pioneer work in the field of ‘international operations of national firms' contained in his doctoral Dissertation (Hymer, 1960 published 1976). The second - in his Marxist phase - Consists of a series of articles published mainly in the early seventies.

Hymer deals with the problem of definition and determinants of foreign direct investment (FDI). There is a search for the circumstances that cause a firm to control an enterprise in a foreign country.” Which he identifies with the following (Hymer, 1960) The existence of firms' advantages in particular activities and the wish to exploit them profitably by establishing foreign operations, Gaining control of “enterprises in more than one country in order to remove competition between them” and Diversification and risk spreading which he does not, however, consider to be a major determinants of FDI since it does not necessarily involve control.
Three critical factors of MNE's are OLI
“OLI” stands for Ownership, Location, and Internalization, three potential sources of advantage that may underlie a firm's decision to become a multinational. Ownership advantages address the question of why some firms but not others go abroad, and suggest that a successful MNE has some firm-specific advantages which allow it to overcome the costs of operating in a foreign country. Location advantages focus on the question of where an MNE chooses to locate. Finally, internalization advantages influence how a firm chooses to operate in a foreign country, trading off the savings in transactions, holdup and monitoring costs of a wholly-owned subsidiary, against the advantages of other entry modes such as exports, licensing, or joint venture. A key feature of this approach is that it focuses on the incentives facing individual firms. This is now standard in mainstream international trade theory, but was not at all so in the 1970s, when FDI was typically seen through a Heckscher-Ohlin lens as an international movement of physical capital in search of higher returns.
FDI
Foreign direct investment (FDI) is defined as "investment made to acquire lasting interest in enterprises operating outside of the economy of the investor."The FDI relationship consists of a parent enterprise and a foreign affiliate which together form a transnational corporation (TNC). In order to qualify as FDI the investment must afford the parent enterprise control over its foreign affiliate. The UN defines control in this case as owning 10% or more of the ordinary shares or voting power of an incorporated firm or its equivalent for an unincorporated firm.
TYPES OF FDI

Green field investments
Direct investment in new facilities or the expansion of existing facilities. Greenfield investments are the primary target of a host nation's promotional efforts because they create new production capacity and jobs, transfer technology and know-how, and can lead to linkages to the global marketplace.
Merger and acquisition
Transfers of existing assets from local firms to foreign firms takes place; the primary type of FDI. Cross-border mergers occur when the assets and operation of firms from different countries are combined to establish a new legal entity. Cross-border acquisitions occur when the control of assets and operations is transferred from a local to a foreign company, with the local company becoming an affiliate of the foreign company.
Horizontal FDI
Investment in the same industry abroad as a firm operates in at home.
Vertical FDI

Backward vertical FDI
Where an industry abroad provides inputs for a firm's domestic production process is known as backward vertical FDI
Forward vertical FDI
Where an industry abroad sells the outputs of a firm's domestic production is called forward vertical FDI
IBM
International business machines is abbreviated as IBM; it is one of the MNE's. It is a multinational computer technology and IT consulting cooperation. This company is one of the little information technology companies with a constant history dating back to the 19th century. IBM manufactures and sells computer hardware and software (with a focus on the latter), and offers infrastructure services, hosting services and consulting services in areas ranging from mainframe computers to nanotechnology It has been nicknamed big blue for its official corporate color. IBM has been well known through most of its recent history as the world's largest computer company and systems integrator with over 407,000 employees worldwide, IBM is the largest and most profitable information technology and services employer in the world according to the Forbes 2000 list with sales of greater than 100 billion US dollars. IBM holds more patents than any other U.S. based Technology Company and has eight research laboratories worldwide. The company has scientists, engineers, consultants, and sales professionals in over 200 countries. IBM employees have earned five Nobel Prizes, four Turing Awards, nine National Medals of Technology, and five National Medals of Science. As a chip maker, IBM has been among the Worldwide Top 20 Semiconductor Sales Leaders in past years. The company which became IBM was founded in 1896 as the Tabulating Machine Company by Herman Hollerith, in Broome County, New York (Endicott, New York or Binghamton, New York), where it still maintains very limited operations. It was incorporated as Computing Tabulating Recording Corporation on June 16, 1911, and was listed on the New York Stock Exchange in 1916 by George Winthrop Fairchild. CTR's Canadian and later South American subsidiary was named International Business Machines in 1917, and the whole company took this name in 1924 when Thomas J. Watson took control of it. IBM's first U.S. trademark was for the name "THINK" filed as a U.S. trademark on June 6, 1935. "THINK" was the IBM philosophy Watson summarized with a motto consisting of one word. The name was attributed to a monthly magazine called ‘Think' that was distributed to the employees of IBM in the 1930. A U.S. trademark for "IBM" was not filed until approximately 14 years later, on May 24, 1949.
FDI of IBM
THE US-based IBM's proposal to set up a wholly-owned subsidiary in India through its Hong Kong-based subsidiary IBM Products AP Ltd for undertaking trading activities involving foreign direct investment (FDI) worth Rs 65.5 crore was among the various FDI proposals cleared by the Government on Wednesday. The company would also undertake manufacturing, importing, marketing, distribution and export of IT systems. A total of 29 FDI proposals were approved by the Finance Minister, Mr P. Chidambaram, here. The proposal from the German partner of Nivea India, Belersdorf AG, to set up a wholly-owned subsidiary to undertake manufacturing and sale of a diverse range of skin care, personal care products and cosmetics involving FDI worth Rs 17 crore was also okayed. Shriram EPC Ltd's plan to bring in 20.16 per cent foreign equity in the company through the Mauritius-based Uno Investments involving FDI worth Rs 30 crore has also received clearance. The other FDI proposals approved include Brightstar Telecom's application worth Rs 5 crore to import telephones, mobile phones, wireless devices, infrastructure and accessories in the telecom sector. Tamil Nadu-based Deft Enterprises' proposal for the manufacture of Indian spices and packaging products involving FDI worth Rs 5 crore has also been given the go ahead by the Minister. Honda Express's plan to invest Rs 4.16 crore at its Gurgaon base to set up a wholly-owned subsidiary for logistics services, warehousing and sub-assembly business too has been cleared.
