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ABSTRACT

According to the basic viewpoint of traditional economics, for a
rational economic man is to make decision to maximize his effective-
ness in the context of a given price and income. The behavior of
other people is summarized into a parameter of non-personification,
the price, through which the interaction of people is realized. The
best choice of an individual is only the function of price and income,
rather than the choice of others. In this sense, the traditional neo-
classical economics is called the “price theory”. Nowadays, eco-
nomics has begun to look into the direct interpersonal relationships,
but the author of this book still uses a, transnational corporation
(TNC) pricing system to link up the operational characteristics of
TNC. This does not mean that the author sticks to the basic view-
point of traditional economics; this purpose is actually to reveal the
direct interpersonal relationships behind the pricing system by de-
scribing the operational process of TNC.

Compared with the domestic enterprise, TNC is supposec to
face more “relationships”, such as the relationship with the host
country, and the competitors, as well as the interrelationship be-
tween the interested parties inside TNC. In fact, the pricing strate-
gy of TNC is developed basically for the purpose of handling these

relationships.



The author gives a pricing system process that begins with the
monopolistic advantages of TNC and regional advantages of the host
country, and ends on the benefit equilibrium among the major inter-
ested parties of TNC. This process is based on the fundamental
method of system analysis, which takes into account both the basic
factors of the system and the objective of the enterprise. In addi-
tion, the basic factors of the pricing system—the monopolistic ad-
vantages of TNC and regional factors of the host country—manifest
themselves respectively in production factors and market, and from
the combination of production factors and market is derived the anal-
ysis of the investment decision of TNC. Therefore, the study of the
pricing system of TNC is composed of five parts: the optimal combi-
nation of international production factors; the structure of oligopoly
market; the international investment decision of TNC; the objee-
tives of the pricing system of TNC; and the pricing strategy of
TNC. These parts are linked up with one another by the pricing
system. Yet, each part is independent, having its own importance.

In Part 1, while discussing the optimal combination of interna-
tional production factors, the book gives an overview of economists’
studies on the behavior of TNC, and uses the basic knowledge of
economics—the theory of the optimal combination of production fac-
tors—to combine the curve of production function (representing the
advantages of TNC) and the cost curve (representing the regional
factors of the host country), in an effort to further the discussion of
the behavior of TNC.

In Part 2, the author focuses on the structural characteristics of
oligopoly market with which TNC is faced to. In recent years, with
the game theory assuming the function of a cornerstone of eco-
nomics, the study on the structure of oligopoly market has made
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great progress. The book, by using two basic models for the fixing
of output and price by enterprises in an oligopoly market, makes a
systematic study on corporate behavior in this kind of market, thus
laying down the necessary groundwork for Part 3 and Part 5 of this
book.

Part 3, carries on the study of the two preview parts. In an
oligopoly market, the main method used by TNC to cope with com-
petitors is to correctly combine production factors. In this part, the
author focuses on decision-making for technological investment and
cost. The author studies the effect on technological transfer by using
a formula, developed by Professor Zhou Fang, a Chinese scholar,
from Sollow’ s concept of technological advances, and put forward
some new viewpoints. The author also points out that TNC should
pay attention to the adopting of related strategies to reduce the “cost
punishment”, when the host country toughly demand TNC produce
domestically.

In Part 4, the author uses several models of the game theory to
discuss the benefit equilibrium among the major interested parties of
TNC. These discussions deal with several relationships: the rela-
tionship between share control and enterprise control, the level of
preferential policies of the host country towards TNC, different tar-
gets of shareholders and management, different targets of employers
and employees, etc.

In Part 5, the book gives a quantitative analysis of several pri-
cing strategies: cost-oriented strategy, competition-oriented strate-
gy, and demand-oriented strategy. The methods of the game theory
are used to discuss some competition-oriented pricing strategies in
different conditions. The author also gives the necessary mathemati-
cal explanation to price discrimination. Moreover, the author dis-
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cusses the theory of price transter of TNC, and analyzes the causes
and means of “manipulative” price transfer. The author points out
that the game theory is a suitable tool for use in studying the theory
of TNC.

This book is only an introductory study, and the author will
continue to study the issues raised in the book.

Key words: Transnational Corporation, pricing systems, game

theory.
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