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I. The Role of the
Multinational Enterprise

The multinational enterprise (MNE) ,which
is also called multinational corporations
{MNC), is one of the major actors in the con-
temporary international arena, and its worldwide
operations are now a decisive force in shaping
the patterns of trade, investment, and technology
flows among nations. The multinational enter-
prise system has become so important that it is
impossible to understand the world economy
without an appreciation of the roles of
multinational  enterprises as  producers,
investors, traders, and innovators on a global
scale. National governments must also take this
force seriously because of its impact on domestic
production, employment, trade, and the balance
of payments. Moreover, many governments view
the multinational enterprises as a political
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threat, representing an intrusion into the national
domain by a company which is controlled by a
headquarters located in another country.Even in
the United States, which is the home country of
more than half of the world’s biggest
multinational enterprises, the multinational en-

terprise has come under growing attack by labor

and protectionist groups who charge it with ex-
porting jobs and technology 1o the detriment of
the U.S. economy.

Although multinational enterprise emerged
from the world economic arena in the late 19th
century, the multinational enterprise as we know
it-today.developed at an unprecedented speed
during the .1950s and 1960s. At that time, dra-
‘matic improvements in communications and
transportation and the massive liberalization of
interndtional trade and payments made it possi-
ble: for multinational enterprise to operate on a
global scale.
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1. The Multinational Enterprise Sys-
tem

Some definitions of the MNE. There is no
single agreed wupon definition of the
multinational enterprise. This is because there are
many dimensions of the “multinationality” that
may be viewed from several different
perspectives—economic. political, legal, manage-
rial, and others.

Some scholars regard the ownership as the
key criterion.In their view an enterprise becomes
multinational only when the headquarters or
parent company is effectively owned by nationals
of at least two countries. Sheill and Unilever,
which are controlled by British and Dutch inter-
ests, are commonly cited as examples. By the
ownership test, very few international companies
may be called multinational. The dominant own-
ership interest in the overwhelming majority of
big international companies is uninational, name-
ly, American, British, French, or Japanese, and
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therefore, the ownership criterion has been re-
jected by most authorities.

A secqnd definition of the MNE relies on
the criterion of the nationality mix of headquar:
ters management. An international company is
seen as multinational only when the managers of
the parent company are nationals of several dif-
ferent countries. Here again, very few interna-
tional companies would qualify as multinational
enterprises because most have headquarter or-
ganizations that are entirely or mainly staffed
with nationals of the home country. But
uninational. ‘management may well be a
transitional . phenomenon. Already it is com-
monplace for international companies to staff
their foreign affiliates with local nationals all the
way to-the top levels, and some of these nationals
are now being promoted to the parent headquar-
ters. Multinational management, then, is more a
consequence of. the continuing evolution of the
MNE:than:is distinguishing feature.

( Most scholars. have defined the MNE in
terms: of organizational structure and business

strategy.They see the multinational enterprise as
— 4 —_—
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an international company, in which a parent
company controls a large cluster of corporations
of various nationalities, and its essence is in its
attempt to treat various national markets as
though they were one.lt is emphasized that only
one single management center which guides the
actrons of foreign af'ﬁ]iates)They have distin-
guished three kinds of internationl companies:
Ethnocentric companies follow policies that are
home—country oriented; polycentric companies
follow policies that are host—country oriented;
and geocentric companies follow policies that are
world—oriented.

The foregoing conceptions may be com-
bined in a single definition of the multinational
enterprise that contains both structural and stra-
tegic elements. Multinational enterprise denotes
a parent company that:

a. Engages in foreign production and other
activities through its own affiliates located in
several different countries.

b. Exercises direct control over the policies
of those affiliates.

c. Strives to design and implement business

_— 5 —



strategies in production, marketing, finance, and
other functions that transcend national bounda-
ries, becoming thereby progressively more
geocentric.

The Multinational Enterprise System The
multinational enterprise performs its role as an
international  transfer agent through
institutional / organizational arrangements that
make up the multinational enterprise
system. This system comprises the parent com-
pany and its foreign affiliates.

(The parent company is the enterprise deci-
sion center that determines the goals and con-
trols the operations of the entire system)’l'he key
decisions of the parent company relate to the es-
tablishment(. or acqisition) , country location,
and size of its foreign affiliates; the direction,
,volume, and composition of factor transfers
among the affiliates; and the national markets to
be served by the affiliates. These strategic deci-
sions generate a pattern of factor and product
flows among the members of the system. The
parent company and its affiliates are located in
different countries.Most of the affiliates perform

-— 6 J—
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both production and marketing functions, but
some perform only a marketing or financial func-
tion.

The affiliates are connected to the parent
company and other affiliates by a variety of
cross—national flows of products, capital, tech-
nology, and management. Flows of factor serv-
ices, usually accompanied by product flows, gen-
erally move from the parent company to the affil-
iates. Any of these kinds of flows may also link
pairs of affiliates.

One of the distinctive features of the
multinational enterprise system is the rapid
growth of intercorrelated transfers as managers
in the parent éompany try to improve the per-
formance of the entire system. Managers per-
ceive a worldwide market for the company’s
products, and they work to build up interaffiliate
transfers on regional or global levels to take ad-
vantage of similarities among national markets,
economies of scale, and international
specialization. Hence, the multinational enter-
prise system becomes progressively more inte-
grated in production, marketing, finance, re-
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