The Multi-National Enterprises
International trade has been predominant part of history from the seafaring traders of Greece and Egypt to the British and Dutch trading companies of the 17th and 18th century. The Multi-National Enterprises that we know today have their origin from the 19th century after the second industrial revolution in which North American, British & continental European enterprises started operating with subsidiaries in different parts of the globe. (Guillen.et.al.2009)� the following essay is divided into two parts raising the question that why did these Multi-National Enterprises go beyond their national boundaries and how were they able to achieve it.

Multi-National Enterprises are associated with high levels of Research & Development costs in relation to sales. They employ large amount of technical staff in relation to total workforce. They posses large amount of intangible assets such as patents, brand names, technology and other firm specific advantages. (Markusen.1998) Multi-Nationals have a monopolistic market structure which comprises of differentiated products which is accompanied by marketing expertise, technological, managerial or financial advantages which results from imperfect factor markets. Expansion may be offensive or defensive in nature. (Keohane.et.al1972)These firm specific advantages help overcome the liability of foreignness in these new markets by transferring these advantages to them from the head quarters and governing them through bureaucratic and financial control measures. (Guillen.et.al.2009). The early motives for Multi-Nationals were to secure the supply of raw materials or they went to capitalize on bigger consumer markets E.g. when European consumer markets were not large enough Nestle entered the U.S consumer market. Not only did this provide them with additional marginal profits but also provided them with economies of scale which lowered their cost per unit. As technological advancement was taking place and transportation costs were reducing Multi-National corporations entered the developing economies in search for low factors of production as tariff and barriers reduced this reduced the competitiveness of these enterprises against imports. (Barlett.et.al.2006)

(Kay.2005) states that there may be a variety of products which may be able to cater each market or a wide market which may be catered by a single product which uses the same technological base which later on provides the basis of growth for the organization. By achieving economies of scale lowering cost of production and achieving economies of scope as the size of the organization increases giving it a higher bargaining power in negotiating prices and quality with suppliers E.g. Wal-Mart

Soon it was realized that these were not the only form of motives for the Multi-National enterprise. New products were developed which were based on high level of research & Development investments. As the markets were changing, new products coming into the picture the product life cycles had shortened and the only thing that could be done was to develop new markets for the existing product and dividing the research costs over a high volume. Organizations found cheaper methods of production and raw materials through continuous scanning and learning. The most important of all was the competitive positioning of the organization. By entering different markets lead to the advent of cross-subsidization which meant that losses in one market may be subsidized by profits of other established markets. The losses that were incurred were due to the penetration pricing strategy to capture market share or drive out existing competition. (Barlett.2006) the competitor's behavior may also determine the decision for a firm to acquire the status of a multi-national in order to compete with them. Government legislation and global recognition of developing, creating & maintaining global brands and market share. (Kapler.2007)�

The opportunity cost of capital determines when a firm should convert into a multi-national. As long as national returns are higher than foreign operations a firm should expand in its own country as there is no form psychic distance but as expansion takes place in the domestic market marginal return on investment falls, leading way for Foreign Direct Investment to take place. When deciding where to locate the Multi-National should look at regions which have a less psychic distance from them in other words they should have a similar set of culture, language, political & legal institutions and frameworks. (Kay.2005)

In order for a firm to continue with the Multi-National model it must possess certain ownership advantages in the terms of either product or production process so it may enjoy certain advantages over the liability of foreignness. The firm must have certain location advantages so it may locate production abroad to enjoy economies of scale and internalization that would be willing to exploit its advantage itself rather than licensing it. (Keohane.et.al.1972)

Understanding the reasons why a firm might take the form of a Multi-National we need to understand how it becomes one. It is not a onetime decision but it is a gradual process which may contain sequence of steps. (Guillen.et.al2009). It is defined as a learning process, the company makes early commitments to overseas resources through investments and acquires market knowledge about its competition, legal and political frameworks as the company learns more and more about its foreign competition it increases the level of commitment by investing more. (Barlett.et.al.2006)

The level of commitment and control the company desires is a crucial factor in the long term strategy of the firm. Multi-Nationals aim to maximize returns and to do this they need to understand the level of risk which is associated with the level of return. The different ways of doing international business depends on their level of involvement and control. Exporting may be option which entitles the least amount of commitment required to do operations abroad. Licensing and Franchising may allow franchisor growth & return by permitting the franchisee to use the franchisors specific asset e.g. technology, brand name, management expertise and still limiting risk & investment for the franchisor because of foreignness. International joint ventures are when foreign and local commitments take together in a single project this allows both to be involved in the decision making process. The local investor enjoys the strategic asset advantage and the foreign firm enjoys the limited liability of foreignness. Foreign direct investment takes place when the foreign firm invests in a subsidiary which is fully owned by them. Determining the best outcome depends on the long term strategy of the firm and factors such as degree of resource commitment, the balance of risk and return, the degree of control in maximizing success and the degree of learning it affords affects the decision of the firm. (Dunning.et.al.2008)

Understanding the concept of asset specificity and uncertainty also help us to understand why firms chose to own wholly owned subsidiaries and take risks while having other options. Firms may expand vertically or horizontally. Forward and backward integration allows us to understand the resource based view smoothing out supply of raw material and expanding into newer markets maintaining stable prices. Asset specificity relates to the fact that certain assets relate to the production of specific goods and therefore there are no hold ups in the production of goods, firms might take the form of joint ventures or owned subsidiaries. Firms may also expand horizontally or take the form of joint venture or owned subsidiary because of protection barriers, high transport costs, unfavorable currency exchange rates or product differentiation relative to home markets. It is also argued that the nature of technology may also effect the nature of the Multi-National if a new technology is to be transferred it is said that foreign direct invest is a better option and if it is an older technology joint ventures may do the trick as new technology has to be protected from rivals. (Kapler.2007)

As looking at the example of British tire manufacturer Dunlop we understand that how it transformed itself from a firm operating in Britain to different parts of the globe. It started with exports to the U.S, Germany & France to capitalize on their consumer markets. Soon they started making money by licensing their technology but this reduced their level of control over their markets. Non Tariff barriers were employed by governments to protect the local infant industries, joint ventures started taking place and local production plants were deployed to maintain access to consumer markets. As time went by the British learnt about the new markets with the help of the locals who soon bought them out to regain full control and they established into fully owned subsidiaries. (Jones.1984)

As evidence shows that the rate of return on Foreign direct investments are lower compared to domestically owned firms due to the fact of high level of psychic distance between countries. The Japanese Multi-Nationals introduced the concept of the global factory in which the head quarters retains branding and financing of the product and all other activities are sliced and located into geographic locations which provide the lowest cost for the whole of the supply chain this creates a shift from internalization to externalization of functions through outsourcing and off-shoring E.g. India for all IT related requirements and China for a majority of the worlds consumer products. As globalization takes place and there is a continuous change in the world economy leading to volatility. Multi-Nationals should be more flexible in nature to deal with these volatility. (Buckley.2009)
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