multinational corporation (MNC) is a corporation or enterprise that manages production establishments or delivers services in at least two countries. Very large multinationals have budgets that exceed those of many countries. Multinational corporations can have a powerful influence in international relations and local economies. Multinational corporations play an important role in globalization; some argue that a new form of MC is evolving in response to globalization (Wikipedia) 1

"Corporation that has production facilities or other fixed assets in at least one foreign country and makes its major management decisions in a global context; sometimes called transnational corporation".2 however the Harvard multinational enterprise project required subsidiaries in six or more nations (Vernon, 1971, p. 11). 

According to Ferdows (1997), the reasons behind formation of MNCs include:

� reduce direct and indirect costs;
� reduce capital costs;
� reduce taxes;
� reduce logistics costs;
� overcome tariff barriers;
� provide better customer service;
� spread foreign exchange risks;
� build alternative supply sources;
� preempt potential competitors;
� learn from local suppliers, foreign customers, foreign competitors, and foreign research centers; and
� attract talent globally.

The earliest studies of MNCs were strongly influenced by the economics paradigm with the focus on offshore manufacturing. In the first major research project on multinational corporations at Harvard in the late 1960s, a multinational was defined as a firm that had production facilities in several countries, a definition which became standard in

the early international management literature (Ghoshal and Westney,1993).As the world starts to globalize, it is accompanied by criticism of the current forms of globalization, which are feared to be overly corporate-led. As corporations become larger and multinational, their influence and interests go further accordingly. MNCs account for a very large share of economic activities in industrialized countries. Between 15 to 20% of the employees of most European countries work in subsidiaries of foreign companies. More than 30% of the trade of many European countries is undertaken by MNCs.3

1 http://en.wikipedia.org/wiki/Multinational_corporation   visited on 24/03/07 22.20
2 http://www.answers.com/topic/multinational-corporation visited 24/03/07 22.20
3 Navaretti, Haaland, Venables, "Multinational Corporations and Global Production Networks: The Implications for Trade Policy", at http://www.cepr.org/pubs/fdi_report.pdf   visited 24/03/07 22.20

According to Bartlett and Ghoshal (1989), these large MNCs are forming themselves in a new shape of high integration of specialized units of network with the same strategic objectives of efficiency, responsiveness, and innovation. While going down to SMEs in matrix, units are coordinated and controlled particularly through informal mechanisms, such as organizational culture, interlocking board of directors and personal relationships (Hedlund and Rolander, 1990; Marschan, 1997).

Global MNCs Structure and Strategy
In order to become more efficient and survive in global competition of modern era MNCs have steadily raised the integration level and their interdependence across subsidiaries and national

borders. Several factors have contributed this shift as described 
� Global Customers
� Global Competition
� Global Integration
� Global Co-operation
� Regional Trading Blocks

Now MNCs are trying to achieve a stable competitive cost advantage by more integrating the value chain activities of their subsidiaries allover the world. This integration raises the level of
interdependence across subsidiaries and encourages the design of lean product
lines that can be sold worldwide; the concentration of production in a few plants in order to capture economies of scale; and the consolidation of suppliers with the help of worldwide procurement managers (de la Torre, 1993). Some MNCs are still facing the pressure of "localization" For example, the pharmaceutical industry requires heavy R&D investment on a global scale, but country-specific regulatory approval processes for new drugs and the high proportion of sales that are made to government health-care systems require even the most global company to maintain strong, local managers in each country to extend the idea of localization. Some national governments press for MNCs to invest locally, create employment, improve the host country's trade balance, transfer advanced technology and so forth (Doz, 1986).


Some national governments press for MNCs to invest locally, create employment, improve the host country's trade balance, transfer advanced technology and so forth (Doz, 1986). These pressures occur not only in less developed countries as in the past, but also and more recently in the developed world. For example, pressures on Japanese consumer electronics and automobile firms

in the 1970s and 1980s strongly
influenced them to invest in the USA. This globalization and localization pressure communally create strategic path for MNCs in terms of their relationship with SMEs as shown below

From the figure four types of strategic option comes 

� International Strategy (Low localization /Low Integration)
Strategy where exporting companies that sells overseas through independent agents or distributors.

� Global Strategy (High Integration/Low localization)
It describes as orienting companies toward entire world market. Seeking competitive advantage in economies of scale for its products with global scale production and centralized control of operation for example Japanese firm did business in 1960-1970.

� Multidomestic Strategy(High localization/Low integration)
Firms differentiating its products in each country in response to local taste, culture and national interests. For example Nestle and Phlips.

� Transnational Strategy (High localization/ High Integration)
This strategy require coordination of operations across all countries. Mostly companies have acquired are trying to acquire this strategy for example Asea Brown Boveri where both   efficiency and responsibility are needed to win the competitive advantage.

While at SME level, the strategic dimensions remain the same, but the generic strategies change (Jarillo and Martínez, 1990; White and Poynter, 1984). The two basic dimensions are again the geographical localization of activities (i.e. whether R&D; purchasing; manufacturing; marketing, etc. are performed in the country); and the degree of integration and co-ordination of those activities
performed

in the country with the same activities performed in other units of
the firm, as shown below
Figure


In the figure above both dimension of integration and localization are dependant, so subsidiary can fall in any corner of the block . If a subsidiary that perform actively in value chain (from R&D to marketing), highly autonomous from its parent company in final strategic decisions, selling most of its products in country or is very integral in forms of communications/ procedures etc and exporting major sections to its parent company while getting stuff to be sold in own country.
A subsidiary is following an autonomous strategy if it carries out most of the
functions of the value chain in a manner that is relatively independent of its
parent organization or other operating units. While emerging company is one who, while exporting materials of the parent company forms its own relationship with the distributors/ agents for a new value chain setup.
Receptive or passive strategy is that where subsidiary do specialized work of parent company and nothing else like production/ marketing etc, for example off shoring of pharmaceutical production capacity.
Finally, a subsidiary is following an active strategy if many activities are located in the country, and they are carried out in close coordination with the rest of the firm, making the subsidiary an active node in a tightly-knit network.
Subsidiaries showing the capacity of creative marketing, flexible manufacturing, or innovative development should be used for the benefit of the entire organization. The research of Bartlett and Ghoshal (1989) does not reveal any clear 

role assignment among subsidiaries but "suggests a vague but consistent pattern..." This pattern indicates four generic roles that national subsidiaries can play in a transnational   organization

� Strategic Leader
It is high/ high strategy. Subsidiaries with high competence located in strategically important markets become legitimate partners with the headquarters in developing and implementing strategies.

� Contributor
It is High/ low strategy Subsidiaries with high competence but located in a less strategically important market utilize the benefits of certain local facilities or operations.

� Implementer
It is low/high strategy. Subsidiaries with just enough competence to maintain their local operations in a non strategic market. . In most companies, the majority of subsidiaries play this role.

� Black hole
It is Low/Low strategy. Subsidiaries located in strategically important markets should be playing the role of a strategic leader but lacks the competence to do so. The black hole is not an acceptable strategic position, but remedies will not come cheap.
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Low


Low H High

Example of DaimlerChrysler:
Sisal Fiber Project

DaimlerChrysler is big MNCs which   in South Africa(similar in Brazil), is in direct strategic contract with local companies like Textile and NCI as major SMEs and Johann Borgers GmbH (Borgers), a German firm (owning the
Technology). This partnership is Marjorly on Strengthening of the local supply-chain system and transferring of the technology of manufacturing fiber components to South African SMEs. In addition to the engagement with Brits Textiles and NCI, DaimlerChrysler worked

closely with the local Council for Scientific and Industrial Research (CSIR) to support sisal farming in South Africa. This included support associated with the privatization of several formally state-owned sisal farms, working on the sisal process chain, and
exploring alternative applications for sisal in recognition for the need to
support the sisal industry as a whole. The ability of DaimlerChrysler to work closely with its SMEs and give autonomous power and partner in its strategic decisions helped to get the firm creating its own values and obtaining natural fiber at much low cost.

Example of Chevron Texaco in Kazakhstan
The government of Kazakhstan requires MNES to pay a mandatory social tax or provide funds in to local development projects. This program provided the Chevron Texaco an opportunity to enhance its reputation and band image while supporting local economic development projects, which in turn benefit the company. Chevron Texaco and Citibank work with the consultants of UNDP to develop and deliver the program. Chevron Texaco financed UNDP with a $400,000 grant to establish and manage a business centre in order to provide support to SMES. The centre provides drop in services, training and workshops to local SMES. Also UNDP consultants provide technical advice to train local SMES on sound business practices. Chevron Texaco provided an additional grant of $300,000 to the entrepreneurs who successfully finished the training programs offered by business centre. Citigroup, inspired by the success of Chevron Texaco's success with the center, provided UNDP with a further $100,000 for loan capital. Chevron Texaco initiatives

for SMES development created significant all round benefits. The local economy was boosted by the creation of 530 new jobs and emergence of new businesses such as private ambulance service, bowling alley, and the city's first supermarket. Also $2 million worth of loans were disbursed in a region. These developments in turn benefited Chevron Texaco since company now procures more goods and services locally which results in reduced costs. Also Chevron Texaco earns higher profits since the overall purchasing power of people in the region increased as result of economic boost. Also company now enjoys improved community relations and rather stable political environment. From SMES perspective, the enterprise developed management skills   mainly through secretarial support and legal help. With an increased management skills and rather sound business practices, SMES can justify additional investment and therefore enable themselves to move in to international markets.

Examples of Hewlett Packard: i-communities
Large Company
Hewlett-Packard (HP)
Location
Global
Local Enterprise(s)
SMEs and entrepreneurs in areas with limited access to
Information Communication Technology (ICT)
Other Partners
Governments, international organizations, NGOs, local IT
service providers and community groups
Brief Description of Partnership
To help close the gap between technology-empowered and technology-excluded communities, HP works in partnership with local government, the private sector and NGOs to provide commercially sustainable access to ICT services.
The i-community projects in India, South Africa, and Texas have been developed in partnership 

with local stakeholders to address specific opportunities around increased access to ICT. For HP, the exchange of value is two-way: bringing benefits to the community while gaining knowledge and contacts that will make them a stronger competitor in the global economy. This model of managing such a big multinational organization is true example of High/high model and a firm moving toward optimal global organization strategy.

Cross Border culture and its Impact
Cross border cultures difference between MNCs and its subsidiaries always remained point of interests for future strategic policies of the firms. Cultural values have strong influence on structure, process and management style for example culture which is high ranked in terms of uncertainty, formulization and centralization are prominent features of organizational structure especially at SMEs level, where decision making , authority, responsibility and even communication are as according to hierarchical level .In low cultural level structure is more flexile, informal and decentralize and bargaining prevails. Sometimes strategic policies may go in wrong direction as early attempts of transfer of MBO (Management by objectives) were failed in France, where French manger typically view organization as a formal pyramid of differentiated levels and decisions coming from higher management. French persons are more personal focused
while US are task oriented. Cultural difference is even more with in the Europe with perceived skills, qualities, competencies and performance in business life. Employment relationship, working atmosphere, negotiation techniques and agreements levels are different

in different countries. This   position is critical for MNCs to deal with their subsidiaries , the only solution is effective and real time communication between the both. As communications depends upon where the SME is situated and how well and real time communications network both parties owned. "The controversy that surrounds the nature and impact of organizational culture on individual employee behavior and company performance is to some extent echoed in the discussions of the effect of national (societal) on organizational ones."
Buchanan, D. and Huczynski, A. (2004)

Knowledge of barriers to communications and deep understanding of host culture can break the ice. For example in south Africa   it is must necessary to have local contacts and faith for effective business. Same policy was adopted when Warid Telecom moved to Pakistan , even Mobilink in marketing and supply chain is more integrated with local suppliers as SMEs

Example of BP: The Private Sector Initiative (Psi)
in Tanzania
Large Company
BP Tanzania and seven other Tanzanian corporations
Location
Tanzania
Local Enterprise(s)
Local SMEs linked to the supply chain of the corporate
partners
Other Partners
SBP (Small Business Project), an independent specialist support and research organization based in South Africa, involved in small business development
Brief Description of Partnership
Partnerships between eight major Tanzanian corporations in different sectors (oil, mining, breweries, sugar, etc.) working collectively to build up the local SME presence in their supply chains and to help develop the local economy in
Tanzania.

Tanzania is underdeveloped 

country and with strong cultural implications however BP fore see this place a profitable business asset.Local SMEs were put in more friendly training programs. By understanding cultural implications and friendly and regular   meeting with CEO thses SMEs have increased the supply of goods and services to corporations, thereby reducing costs.

Facilitation of links between MNCs and SMEs

Links between SMEs and their parent companies should be strong, active and based on strategic consideration. But there are many issues regarding this ,one issue they face is the lack of time and resources to easily access information, assistance, and business partners. A simple and cost-effective vehicle to easily obtain data on business partners and opportunities is useful. This could be overcome by making a real time communication database network like The Second Asia-Europe Business Forum (AEBF II) gave proposal of ASEMConnect, a proposed electronic resource network that aims to increase business information flow through the Internet and provide SMEs with consultancy and business-matching services. Local governmental authorities should take active part in facilitating SME growth and its relations with its parent company , while MNC should also take part by giving proper training and building HR based on real knowledge by easing in their knowledge transfer policies.

Increasing bargaining power of SMEs

In a porter model bargaining power of SMEs can be made more by making it strong , more autonomous, more involvement in value chain and strategic decisions and proper access to finance, however sometimes SMEs themselves get this position by creating 

their own value chain and building brands, enhanced marketing, effective supply chain and quality related activities. Attempts should be taken to strengthen SME capacities to improve their competitiveness in domestic, regional and global markets by providing real time information on markets and standards, advice on strategies and access to technology and innovation coupled with appropriate financial packages. Promoting tools, such as value chain analysis, which enable entrepreneurs to see what problems and challenges they need to address within and beyond their own borders. Spillovers of knowledge and management skills to local firms are one of most critical benefits of foreign direct investment for host countries. Attempts should be done by SMEs to catch this spill over by them selves. Effective branding and branding strategy can lead to SMEs to high bargaining position. Raising the quality standard by implementing quality system and even running effective six sigma program at SMEs can make it irresistibly strong bargainer but technical assistance in the areas of quality management, productivity improvement and metrology is needed to help SMEs comply with the product standards and regulations applied in export markets. While the advance of trade liberalization brings down tariffs and quantitative restrictions, new barriers to trade, such as the technical barriers to trade, TBT, and sanitary and phytosanitary standards, SPS36, require disproportionate efforts from developing countries and are perceived to be unequally and sometimes unfairly applied by developed countries. In developing countries, particularly the less developed ones, technical

advisory and consultancy services are scarce due to low levels of investment in developing engineering skills. Although management consultancies are emerging, the affordability of such services, especially for potential exporters are quite questionable. Services for ISO9000/ISO14000 certification are mainly provided by foreign invested consultancies and highly priced. Access to SME trade finance at competitive interest rates can be strengthened through export credit guarantee schemes for SMEs; and subcontracting and specialist soft loans for SME export activities. There is an important role industry associations can play in helping firms to deal with technical/ administrative and legislative   challenges. The case of Vietnam, which has recently emerged as a successful exporter of seafood into OECD markets, is instructive, regarding the potential role of business membership organizations.
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