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ABSTRACT

This paper aimed to explore the different approaches to Transnational Corporations (TNC) with implicit
emphasis on their spatial reflections. For this aim, major studies in the subject were examined according to their
main concerns which were namely monopolistic advantage, internalization advantage and others (global
dynamics, innovation, entrepreneurship and etc.). These studies were broadly consistent in concluding that the
earlier ones on TNCs and their FDI were mostly firm-based studies and given emphasis to the monopoly and
internalization advantages without taken into consideration spatial conditions. The studies realized after the
1970s were started to discuss about different factors in affecting FDI. A special emphasis was given to the
locational characteristics of the host countries, i.e. natural resources, raw material, distance from the market,
cheap labour power, unsupplied market. The changing dynamics of the global economy last four decades
dictates that TNCs have to adjust their strategy and structure to better fit with the competitive environment,
which can be understood from the studies realized in these years. In spite of the increased mobility in every
aspect of our life and discussions on “annihilation of space by time”, it was interesting to see an increase in the
studies mainly concerned spatial dependency of TNCs.
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1. INTRODUCTION

The theory of TNCs and their FDI is currently a topic of
central importance within the context of global
economic relationships. TNCs those engage in FDI, i.e.
as investments, which acquire a substantial controlling
interest in a foreign firm or sets up a subsidiary in a
foreign country. These corporations have played an
increasingly significant role in the world economy
particularly within the last three decades, and their
enormous sizes as well as power make them a subject of
great concern to consumers, producers, nation states,
international organizations.

There is a vast literature straddling the boundaries of
accountancy, management studies, and economics on
TNCs and their FDI. This literature tends to focus on
the implications of TNCs either for corporate
performance, as expressed by such indicators as
profitability and share value [1, 2, 3], or for public
welfare conceived in terms of potential anti-competitive
influences upon the functioning of markets and,
ultimately, upon consumers [4]. There is, by contrast, a
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lack of research into the spatial reflections of capital
structure transformations of the TNC [3]. Attempts to
address the implications for national and regional
economies are, by contrast with the extensive literature
on Greenfield FDI [5], thin on the ground [6]. On an
empirical level, Dunning [7] observes that “the effect of
TNC on the trading structure of acquired firms and the
implications for the economic welfare of the host
country are unresearched topics in the literature”. There
is, therefore, a consensus that TNC’s locational
preference is critical, since, TNC’s activity has an
important influence upon the evolution of the space
economy.

This study attempted to identify potential lines of
enquiry in this neglected area by exploring the different
approaches to TNC with implicit emphasis on their
spatial reflections. The scope of the study was restricted
to the three important theoretical cornerstones namely;
the contribution of Hymer during the 1960s, “eclectic
paradigm” that was developed by Dunning, and the
emergence of the new world economy since the 1980s.
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These three cornerstones were examined briefly in the
following sections.

2. HYMER’S APPROACH TO FDI

During the 1960s TNC has become the dominant
organizational form of modern capitalism and
commanded remarkable influence and power over the
economic, social, political, and cultural lives of many
nations and people. This situation has given rise to
many conflicts, contradictions, and very often-
destabilizing forces within both the national and
international economies. Hymer addressed these and
other aspects of TNCs [8, 9] and put forward to the first
modern theory of “international operations” by large
companies in his doctoral dissertation. Actually his
doctoral dissertation, which was completed in 1960 but
first published in 1976, is generally acknowledged to be
a path breaking work, critical for the reformulation of
the theory of foreign direct investment.

According to Hymer, monopoly power, i.e. created by
the territorial expansion, control in the use of property
rights (transferred to their foreign subsidiaries) and
market imperfections are the main reasons for FDI. He
viewed control by the foreign investor not merely as a
desire to determine the discreet use of assets but as a
strategic move to eliminate competition between the
investing enterprise and enterprises in other countries
[9]. In addition, international firms operate under the
“market imperfections” [9]. On the contrary, some
firms have advantages over others, such as economies
of scale, absolute costs, patent rights, and the ability to
command large capital and technological resources.
Certain firms’ enterprises are independent and may be
located in different countries. Thus, profits in one
country may be up while in other they may be down.

Hymer went on to examine the kind of ownership
advantages that firms contemplating FDI might possess
or acquire, as well as the kind of industrial sectors and
market structures in which foreign production was
likely to be concentrated. He was interested in the
territorial expansion of firms as a means of exploiting
or fostering their monopoly power. He overlooked the
fact that an increased profit from the superior efficiency
of foreign firms was not necessarily a social loss if the
final products were not higher than they would
otherwise be.

To conclude, Hymer emphasized three main factors
pertaining to a firm’s decision to become a TNC; the
possession of oligopolistic advantage, removal of
conflict and internalization of “market imperfection”.
He went on the phenomenon of “cross investment” —
firms in the same industry, but headquartered in
different countries, investing in each other’s country-
can be explained as a reaction in an oligopolistic
market. Much of the research done after that time, were
refinement or extension of the concepts of oligopoly
and internalization. Kindleberger [10, 11] Vernon [12,
13, 14] and Caves [15, 16] are the best-known to have
expanded the “Monopolistic advantage” aspect of
Hymer’s theory. They have asserted that foreign
investment presupposes some degree of monopoly

advantage; firms entering new market, must have some
advantages over local firms in order to overcome the
disadvantages that they have in being forced to operate
in a new environment. On the other hand, Coase [17],
Buckley and Casson [18], Williamson [19, 20, 21],
Hennart [22, 23, 24, 25], Teece [26, 27, 28, 29] and
Rugman [30, 31] can be accounted for the other major
contributions of the “internalization” aspect of Hymer’s
work.

Although Coase and Williamson did not study on
international firms, their studies are mentioned in this
section. Since, they focused on the existence and
growth of the firm in terms of costs and benefits of
internal transactions —and therefore of internal
allocation of resources- versus the costs and benefits of
external transactions and therefore of allocation of
resources through the market, which is the main point
of the all national and international firms in this context.

2.1. Monopolistic advantage

The main idea in monopolistic advantage aspect is that
there exist natural disadvantages for a foreign firm
operating outside its country of origin: language,
cultural and other related problems. Accordingly, for a
firm still is able to take overseas activities through FDI,
it must be case that the firm possesses the advantage
which indigenous firm do not [32]. Technology, know-
how, management and liquidity-related advantages
could thus be exploited in order to overcome the
inherent disadvantages of FDI and make contemplated
overseas operations more attractive.

There are two important traditions developed
monopolization concept; Hymer-Kindleberger-Caves
(HKC) tradition and Vernon’s Product Cycle Model
(PCM) Mark II studies. In HKC tradition, monopolistic
advantages may facilitate a process of monopolization
abroad, thus potentially reduce the welfare of the host
countries. For example, Kindleberger [10] expresses the
belief that the long-run benefits of TNCs will offset any
short-run costs, the fact that the HKC tradition
recognizes the possibility of the existence of both
efficiency and inefficiency aspects of TNCs’
operations. The possibility that TNCs will try to
monopolize global markets so as to obtain monopoly
profits and that in so doing they will tend to behave
collusively (eliminate conflict) has been developed
“global reach” variant of Hymer’s theory [33]. Caves
explain the interrelation between oligopoly and the
Pareto-efficiency in his studies as follows: “the essence
of oligopoly is that firms are few enough to recognize
the impact of their actions on their rivals and thus on
the market as a whole. . . . When an industry contains
one firm (monopoly) or many firms (pure competition),
the individual sellers react only to impersonal market
forces. In oligopoly they react to one another in a direct
and personal fashion. This inevitable reaction of sellers
in an oligopolistic market we call mature
interdependence. where mutual interdependence
exists, sellers do not just take into account the effects of
their actions on total market....., they also take into
account the effects of their actions on one another.
Oligopoly becomes something like a poker game [34].
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Another important explanation in this subject comes
from Vernon’s later product cycle studies [35]. In
linking TNCs’ decisions to monopolistic structures
Vernon argues that, TNC can create an oligopoly in the
market by wusing its production and marketing
advantages. Technology creation, innovation, cost
reduction and cheap labour are the main factors of
oligopoly in this competitive market. He identifies three
stages of oligopoly as an extension of his earlier studies,
namely innovation-based oligopoly, mature oligopoly
and senescent oligopoly. This oligopolistic structure
reflects to space in three different forms; near the
headquarter (innovation stage), in the rival’s region
(stabilizing the market shares stage) and in the world-
market (concentration on the international scale).

The first stage is innovation-based oligopoly, which is
much the same as PCM Mark I, except that on the
supply side not only are labour-saving innovations
recognized, but also land-saving and material-saving
ones [18]. The object of the TNCs’ research and
development (R&D) activities is to dominate a field by
early innovation and to collect a monopoly rent.

There are two locational issues in the innovation-based
oligopoly which are of special interest: first the location
of the processes of R&D themselves; second, the
location of the processes of production. Vernon argues
that once innovation leads have disappeared in an
industry the process of location can be viewed again in
terms of the classical model [14]. Actually, innovation
heavily influences the choice of location of the first
production facility for the new product. Depending on
where the first facility was located, differences in the
cost structures (especially differences in factor costs)
between countries may lead to different locational
responses on the part of innovators. On the other hand,
the locational determinants of R&D activities, i.e., input
costs, communication density with supplied market, are
changing according to the type of the industry. The
geographical location of work on industrial innovation
is determined by factors that are quite different from
those relating to more abstract scientific research. The
basic propositions, however, still seem valid; the
directions of innovation in the firm will be influenced
by the conditions of the markets that are in the best
position to stimulate it; and the industrial development
activities that stem from such stimulation will tend to be
located close to the headquarters to develop a close
contact with the prospective market.

The second stage of the cycle, mature oligopoly is very
different. Here, “the basis for the oligopoly is not the
advantages of product innovation but the barriers to
entry generated by scale in production, transportation
or marketing” [14]. Economies of scale in production,
marketing and research constitute an effective entry
barrier, behind which rival firms, each sensitive to the
other’s actions, play out a business game. Each player
nullifies aggressive strategies initiated by the others, by
matching them move for move. A leader entering an
unsupplied market is immediately followed by his
rivals. The ultimate sanction against a rival is the
instigation of a price war: because tariffs tend to

immunize firms from price competition through
imports, firms set up production in their rivals’ major
markets to strengthen their bargaining position. The
ultimate aim is to stabilize the world-market shares of
the rival firms through pricing conventions and/or
hostages and alliances. Stability being achieved when
each of the rival firms produces in each of the world’s
major markets. Vernon emphasizes that “there is a hint
in support of the proposition that the search for stability
in the mature oligopolies leads to a geographical
concentration of investment which could not be
explained on the basis of comparative costs” [14]. He
reaches similar specific conclusions regarding location
of production by TNCs; “... there is a strong possibility
that the existence of multinational enterprises in the
mature industries tends to concentrate economic
activity on geographical lines, to a degree that is
greater than if multinational enterprises did not exist”
[14].

The final stage is semescent oligopoly, in which
economies of scale finish to be an effective restriction
to entry, and after attempting to raise other barriers, e.g.
by differentiating their product through advertising, the
producers merge themselves to competitive pressures.
Some leave the industry altogether while others, who
may have favoured access to factor supplies, stay on. In
this way the location of production at last becomes
determined by competitive forces acting on
interregional cost differentials [18].

It is not wrong to say that there is an evolution in
Hymer’s monopoly concept. Since, Hymer mainly
emphasizes “desire to control of foreign subsidiary”, on
the other hand, in HKC tradition the conceptualization
of “monopoly” is taken place “monopolize the global
market” for the aim of “global reach” variant of Hymer.
Additionally, Vernon, in PCM Mark II, argues that
production and marketing advantages create monopoly
and the main determinant here is “innovation” for
oligopoly. Monopolization concept has reached a point
in which “global and innovative” terms are the major
clues.

2.2. Internalization Approach

Affiliates of this approach emphasize the internalization
of market imperfections aspect of Hymer’s theory.
Unlike Hymer’s emphasis on structural imperfections,
such as bilateral monopoly problems, they suggest that
TNCs internalize “cognitive” or “natural” market
imperfections, defined as those arising out of excessive
market transaction costs [32]. The basic notion that the
firm exists in order to reduce the costs associated with
the operation of the price mechanism dates back to
Coase. The forceful reintroduction and extension of
Coase’s insight is due principally to Williamson [19,
20, 21].

Coase brought to the attention of economists the
inconsistency between two different assumptions in his
seminal paper [17]. The first assumption is that, in
market economies, resources are allocated via the price
mechanism and the second assumption or reality that,
within the firm, such allocation is done by planning and
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organization rather than through arm’s length
transactions [36]. Coase’s approach explains the
existence and growth of the firm in terms of costs and
benefits of internal transactions —and therefore of
internal allocation of resources- versus the costs and
benefits of external transactions and therefore of
allocation of resources through the market.

Coase postulates that transactions within hierarchical
structures of the firm are presumed to be less costly
than spot market transaction costs. Consequently, firms
serve internalize markets, of which economic allocative
efficiency increases. The level of transaction costs
provides the source of economic justification for the
existence of firms [37].

Williamson, on the other hand, identifies the transaction
cost approach with his specific variant; the “markets
and hierarchies” approach [21]. For Williamson,
whereas market transactions involve exchange between
autonomous economic entities, hierarchical transactions
are ones for which a single administrative entity spans
both sides of the transaction, some from subordination
prevails, and, typically, consolidated ownership obtains
[19]. He clarifies three main factors; bounded
rationality ~ (cognitive and language limits on
“individuals™ ability to process and act on information),
opportunism (self-interest seeking with cleverness) and
asset specificity (specialization of assets with respect to
use or user) give rise to high market transaction costs,
such as the costs of searching, contracting, negotiating
and policy agreements. These costs can be reduced, if
the market is superseded by a hierarchical structure,
such as the firm. The existence of firms can thus result
in decreased transaction costs.

Rugman [30] explicitly builds on Williamson’s
“markets and hierarchies” approach as a framework for
analyzing the existence of TNCs. Rugman defines
internalization as the process of making a market within
a firm in which: “internal prices or transfer prices of the
firm lubricate the organization and permit the internal
market to function as efficiently as a potential, but
unrealized, regular market” [30].

The transaction costs one of the main concern of
internalization theory has been developed by Buckley
and Casson [18], who also focused specifically on the
TNCs. Hennart [22], Teece [26, 27, 28] and Rugman
[30, 33] are also major contributors to this theory.
Transaction cost theory constitutes a general theory of
economic organization which can explain the choice
between hierarchical co-ordination and other forms of
organization, such as spot markets and contracts, and
hence provides a key element in understanding the
reasons for the existence and the development of TNCs
[25]. The main claim here is that the use of market
alternatives to FDI, such as licensing, can result in
excessive transaction costs due to the “public goods”
nature of a number of intangible assets, such as
knowledge, managerial skills and technology, and the
associated appropriability problems.

According to Buckley and Casson, transaction theory
depends on the assumption of profit-maximization and

four main groups of factors are relevant to the
internalization decision [18]: the first and the most
crucial factor is the industry-specific factors related to
the nature of the product and markets, and lead to the
internalization of markets for intermediate products and
thus to vertical integration. Second one is the region-
specific factors, and third one is the nation-specific
factors, and the last one is the firm-specific factors,
which reflect the firm’s ability to organize and manage
internal markets efficiently. Although all these factors
suggest strong reasons for internalizing markets for
intermediate products, the main explanations of this
theory mainly emphasize industry-specific factors.

Transaction cost researchers have mostly been
concerned with factors that determine market
transactions, and have built a theory of the TNC from
differences in their level of across transactions (and, at a
higher level of aggregation, industries) up to now.
These scholars have begun to analyze factors that lead
to differences across activities in the internal
organization costs experienced by TNCs. A complete
theory of TNC, which requires the simultaneous
consideration of both types of costs, market transaction
costs as well as internal organization costs, is slowly
emerging, providing a rich set of insights and testable
propositions that will advance theory, policy and
practice.

All these theories mentioned up to here, are the
extensions of Hymer’s conceptualization for FDI. But,
by the 1980s, a different approach developed by
Dunning in the direction of reorganization and
redefinition of these theories and constructing a general
framework for them.

3. DUNNING’S ECLECTIC PARADIGM

A synthesis of monopoly and internalization /
transaction costs tradition has been offered by
Dunning’s “eclectic paradigm” [38, 39, 40, 41]. In
eclectic  paradigm, ownership advantages and
internalization of market transactions are the main
reasons for TNCs as well as “locational factors”,
namely factors specific to “host” country. Indeed,
Dunning’s early work on the TNC explained US TNCs’
activities in Europe in terms of such locational factors
[38]. The role of such factors has received little
attention from other researchers (except Vernon,
Buckley and Casson), partly owing to the belief that
locational differences between developed countries are
not important. The eclectic paradigm, unlike the other
theories mentioned above, is accepted a general
framework for the activities of enterprises engaging in
cross-border trade activities.

According to Dunning [42], “...geography and
industrial composition of foreign production undertaken
by TNCs is determined by the interaction of three sets
of interdependent variables —which themselves,
comprise the components of three sub-paradigms:
ownership, location and internalization” (OLI). A firm’s
ownership advantage could be a product or a
production process to which other firms do not access,
such as patent, blueprint, or trade secret. It could also be
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intangible, like a trademark or reputation for quality.
Whatever its form, the ownership advantage confers
some valuable market power and cost advantage on the
firm to outweigh the disadvantages of doing business
abroad [41]. Property rights and/or intangible asset
advantage and advantages of common governance, that
is, of organizing ownership advantage with
complementary assets can be mentioned as important
topics for ownership advantages.

In addition, the foreign market must offer a location
advantage that makes it profitable to produce the
product in the foreign country rather than simply
produce it at home and export it to the foreign market
[41]. Although tariffs, quotas, transport costs, and cheap
factor prices are the most obvious sources of location
advantages, factors such as access to customers can also
be important.

Finally, the TNC must have an internalization
advantage. This condition is the most abstract of the
three. If company has a product or production process
and if, due to tariffs and transport costs, it is
advantageous to produce the product abroad rather than
export it; it is still not obvious that the company should
set up a foreign subsidiary. Reasons referred to as
internalization advantage: that is, the product or process
is exploited internally within the firm rather than
externalize it [41, 43, 44].

As the world economic scenario has changed, and as the
international production by TNCs has grown, new
explanations of the eclectic paradigm have been put
forward at the last three decades. Dunning emphases
have included requirement of updating studies
especially on ownership and location specific
advantages of the eclectic paradigm in his later studies
[42]. Markets have become more liberalized, and
wealth-creating activities have become more knowledge
intensive, the emphasis is more on capabilities to access
and organize knowledge intensive assets from through
out the world and to integrate these, not only with their
existing competitive advantages, but with those of other
firms engaging in complementary value-added
activities. Hence, the emergence of alliance capitalism,
and the need of firms to undertake FDI to protect, or
augment, as well as to exploit, their existence
ownership specific advantages. Hence, too, the growing
importance of transnationality, per se, as an intangible
asset in its own right.

According to Dunning, researches realized in the last
three decades emphasize the new locational variables;
for example, exchange rate and political risks, the
regulations and policies of supra-national entities, inter-
country cultural differences; and give different value
other variables common both to domestic and
international locational choices. These add-on or re-
valued variables should be accommodated to the
analytical structure of OLI paradigm.

Actually, as Dunning explains there are some changes
directly affected foreign activities of TNCs in the world
economy over the three decades and these changes and

effects on TNCs will be examined in detail in the next
section.

4. NEW APPROACHES TO THE
EXPLANATIONS OF FDI

The 1990s were the years in which radical changes have
occurred in the world order called as “globalization”.
Despite the increasing volume of theory and research on
globalization there are still those who claim that the
phenomenon is not new, very much exaggerated or
even that it is a myth (for example, Hirst and Thompson
[45] Weiss [46], etc.). No matter that is namely
“globalization or not”, but, it is undeniable that there
are striking changes in the world namely in economic,
social and spatial aspects.

The changing dynamics of the global economy dictates
that TNCs have to adjust their strategy and structure to
better fit with the competitive environment. Especially
in the late twentieth century, increasingly rapid
technological ~ innovation and  diffusion  are
fundamentally altering the nature of global competition,
strategy and organization.

TNCs are generally capitalist enterprises (a small
number of TNCs are state-owned enterprises but they
are in the minority) and they must behave according to
the basic “rules” of capitalism. The most fundamental
of these is the “profit maximization” which is at the
core of all capitalist activity. Undoubtedly, a capitalist
market economy is an intensely competitive economy.
One firm’s profit may be another firm’s loss unless the
whole system is growing sufficiently strongly to permit
all firms to make a profit. Even so, some will make a
larger profit than others. A key feature of today’s world,
of course, is that competition is increasingly global in
its extent [47, 48]. Firms are no longer competing
largely with national rivals but with firms in the global
economic market.

A major ingredient of the “globalization” scenario
outlined by Dicken [49], is the idea that many
conceptual redefinitions for TNCs, such as;

e TNCs are becoming “global corporations”,

e TNCs are becoming “denationalized” and
“stateless”,

e TNCs are becoming “placeless” [49],

e TNCs are becoming locally embedded [50, 51, 52,
53].

The idea that TNCs are global corporations whose
ways of doing things have converged towards a single
globally integrated model. The pressures of operating in
a globally competitive environment, it is argued that, is
creating a uniformity of strategy and structure among
TNCs. All TNCs are moving along the same path. In so
doing, TNCs lose all identification with, or allegiance
to, particular countries and communities. They become,
in effect, placeless. Morcover, according to Ohmae,
TNCs have become -or becoming- denationalized [54].
In Ohmae’s research “Before national identity, before
local affiliation, before German ego or Italian ego or
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Japanese ego —before any of this comes the commitment
to a single, unified global mission... Country of origin
does not matter. Location of headquarters does not
matter. The products for which you are responsible and
the company you serve have become denationalized”
[54].

All these arguments are still discussed and many
researches and empirical studies challenge these
conditions. For example, according to Dicken [49],
TNCs are not global corporations, and they are strongly
affected by specific national and local environments.
The TNC’s home environment remains fundamentally
important to how it operates, notwithstanding
geographical extensiveness of its activities. All TNCs
have an identifiable home base and every TNC is
embedded within its  domestic  environment.
Undoubtedly, the more geographical extensive its
operations the more likely it will be to take on some
characteristics of its host environments. But even where
there is substantial local adaptation and local
embeddedness, the influence of the firm’s geographical
origins remains very strong.

In order to clarify whether the TNCs are global
corporations or not, Dicken calculated “transnationality
index” of world’s largest 100 TNCs in 1994. The
companies are ranked by their “index of
transnationality” which is based upon three indicators:
foreign sales, foreign assets and foreign employment.
According to Dicken “if' the global corporation
hypothesis is valid then it would be expected to find that
at least the majority of these largest TNCs have the
overwhelming their assets and employment outside their
home country” [49]. Whereas, only 42 of the 100
companies have an index of greater than 50; a mere 13
have an index greater than 75. Significantly, the 13
most transnational firms originate from small countries.
Conversely, the biggest TNCs in terms of total foreign
assets all have relatively low transnational index scores.
On this measure, therefore, there is a little evidence of
TNCs having the share of their activities outside their
home countries, which might be expected if they are
global firms.

Different empirical analyses of Hu [55], Ruigrok and
Tulder [56] and etc. reached the similar conclusions
with Dicken’s analysis. Hu concludes that, TNC is a
national corporation with international operations.
Thus, despite many decades of international operations,
TNCs remain distinctively connected with their home
base. Ford is still an American company, ICI a British
Company, Siemens a German company [55]. Social,
cultural, political and economic characteristics of
national home base play dominant part. This is not to
claim that TNCs from a particular national origin are
identical. Within any national situation there will be
distinctive corporate cultures, arising from the firm’s
specific corporate history. However, there are generally
greater similarities than differences between firms from
the same national base.

Pauly and Reich [57] mentioned in their empirical
research one aspect of the “TNCs are not placeless”
argument is that the conditions in which firms develop

in their home countries continue to exert a very strong
influence on their subsequent behavior when operating
outside their home country [57]. The other aspect of the
argument that “geography matters” concerns the extent
to which firms operating in different countries take on
some of the characteristics of those host environments.
Although the influence of the home base is highly
significant, this does not mean that it is totally
deterministic of how firms operate abroad. For a whole
variety of reasons foreign firms invariably have to adopt
some of their domestic practices their local conditions.
According to Dicken [49], Pauly and Reich [57] are
probably correct in observing that although TNCs
originate from different home bases they “appear to
adopt themselves at the margins but not much at the
core”.

Actually, mostly emphasized discussion is “TNC are
becoming locally embedded” which is emphasised in
these days [S1, 52, 53, 58, 59]. Although the term
“mobile investment” is suggestive of the idea that
transnational manufacturing investments are footloose
and not tied to particular locations and regions, the vast
bulk of transnational investment is, to an extent, tied to
particular locations and regions. TNCs invest large
amount of time, money and human resources in
establishing and maintaining production at particular
locations, so there will be non-recoverable sunk costs in
these locations. To the extent that firms become
attached to, or embedded in, particular locations in this
way.

The most of the studies realised after the year 2000,
emphasize  the  technology-based  “competitive
advantages of TNC” in the new global economy and
focus on the affects of “Innovation strategy of TNC” on
both home and host countries’ economic structures [60,
61]. Actually, TNCs involvement in overseas R&D has
increased significantly during the past decade. TNCs
from North America, Europe, Japan, and South Korea
have accelerated the pace of their direct investments in
overseas R&D. In addition, a number of TNCs have
established or acquired multiple R&D laboratories
abroad and are increasingly integrating these
laboratories into a global R&D network. Empirical
studies show that these types of investments have a
direct effect on the economic growth of the host country
[62-65].

Undoubtedly, there are other events, which should be
emphasized in further studies; like organization of
firms, technological development structure and social
and cultural values of the host country and the effects of
host and home countries’ governments on the TNC
activities and etc.

5. CONCLUDING REMARKS FOR FURTHER
RESEARCHES

This paper aimed to explore the different approaches to
Transnational Corporation (TNC) with implicit
emphasis on their spatial reflections. Actually, there are
three important turning points in the evolution of FDI;
Hymer’s study in the 1960s, Dunning’s “eclectic
paradigm” in the 1970s and 1980s and changes in the



G.U. J. Sci., 22(1):41-50 (2009)/ N.Aydan SAT* 47

world economy. Most of the researches done after
Hymer can be seen as a refinement or an extension of
his theory. So, there is an evolution of these concepts
and emergence of new concepts in time. For example,
at the beginning monopoly gained by ‘“controlling
foreign subsidiary”, but in time monopoly realized by
“being innovative”. On the other hand, internalization
brings different and newly emerged organizational
forms; networks, strategic alliances and etc. A synthesis
of monopoly and internalization tradition has been
offered by Dunning’s “eclectic paradigm”. The eclectic
paradigm, unlike the other theories mentioned above, is
accepted a general framework and thus an important
landmark for (not a TNC theory per se, but rather of)
the activities of enterprises engaging in cross-border
trade activities. Finally, with the emergence of “new
economy” and increasing importance of innovation
after the 1980s, conceptual redefinitions for TNCs are
started to be discussed.

The clarification of the role of location in these theories
is very important, because TNC’s activity has an
important influence upon the evolution of the space
economy [66]. Most of the earlier theories are micro
level/firm-based theories. These micro level/firm-based
explanations for international activities has been started
to replace with broad national based/macro level
explanations. Concepts using in the definition of FDI
and TNCs have also been altered in time. At the
beginning, conceptual discussions were generally
around the questions of “what is foreign investment?”
and “why firms invest abroad?”. But then, these
questions have started to include “technology transfers”
with FDI, “networks of TNCs”, “regional innovation
systems” with TNCs and etc.

After the second half of the 1970s, different factors
have becoming to affect decision-making process of
TNCs, demand for new product and its location,
competitive environment in the market, existing
oligopolistic structure and etc. It can be said that given
emphasis on “location” has increased in this process.
Especially, studies of Vernon, Buckley and Casson
focus on technology and locational preferences
production stages. Their main argument is that “there is
a relationship between production/new product and its
location in terms of multinationality” and “parallel to
the stages of production and market conditions, the
locational preferences of firms can be differentiated”.
Location is used as a physical factor, like natural
resources, raw material, distance from the market, and
as a social factor, like cheap labour power, unsupplied
market, affecting foreign investment in all these
theories.

As mentioned above, a general theory of FDI comes
from Dunning’s in the name of “eclectic paradigm”
brings a comprehensive explanation for FDI and the
main argument of it is that there are three important
factors affecting foreign investment, ownership,
location and internalization. Actually, this is the first
theory in which “location” is defined as a crucial in
determinant factor affecting decision-making process of
TNC. Atrtificial barriers to trade in goods and services,

international communication and transport costs,
investment incentives and disincentives (including
performance requirements, etc.), societal and
infrastructure provisions (commercial, legal,
educational, transport and communication), cross-
country ideological, language, cultural, business,
political differences economies of centralization of
R&D production and marketing, economic system and
strategies of government: the institutional framework
for resource allocation, are accepted the locational
factors affecting to TNCs.

This general perspective to the FDI continues in the
globalization = process, with  some  changes.
Developments of the last 30 years have made
internationalization a central issue for economic life.
The changing dynamics of the global economy dictates
that TNCs have to adjust their strategy and structure to
better fit with the competitive environment. Especially
in the late twentieth century, increasing in technological
innovation and its diffusion are fundamentally altering
the nature of global competition, strategy and
organizations. Thus, new discussions on the redefinition
of TNCs are emerged in this process.

It is suggested that, for the most part, the many and
varied explanations of the extent and structure of FDI
and TNC activity are complementary, rather than
substitutable for, each other, and are strongly context
specific. It was further observed that as the international
production by TNCs has grown and taken on new
patterns, as the world economic scenario has changed,
as scholars have better understood the reason for FDI,
so new explanations of the phenomena have been put
forward, and existing explanations have been modified
and, occasionally, replaced. Whether TNCs are
denationalized or not? are they global corporations? are
they becoming placeless? and are they embedded in
particular a location? TNCs are some of the newly
emerged discussions and further researches should
therefore address these questions by supporting
empirical studies.

REFERENCES

[1] Cook, T.E., “International Mergers and
Acquisitions”, Blackwell, Oxford, (1988).

[2] Hopkins, H.D., “Cross-border mergers and
acquisitions: global and regional perspectives”,
Journal of International Management, 5: 207-
239 (1999).

[3] Chapman, K., “Cross-border mergers and
acquisitions: a review and research agenda”,
Journal of Economic Geography, 3: 309-334
(2003).

[4] Meschi, M.M., “Analytical perspectives on mergers
and acquisitions: a survey”, Research paper PP5-
97, Centre for International Business Studies,
London, South Bank University, (1997).



48 G.U. J. Sci., 22(1): 41-50 (2009)/ N. Aydan SAT*

[5] Young, S., Hood, N., Peters, E., “Multinational
enterprises and regional economic development,”
Regional Studies, 28: 657-677 (1994).

[6] Chapman, K., Edmond, H., “Mergers/acquisitions
and restructuring in the EU chemical industry:
patterns and implications”, Regional Studies, 34:
753-767 (2000).

[7] Dunning, J.H., “The European Internal Market
programme and inbound  foreign  direct
investment”, Journal of Common Market Studies,
35: 189-223 (1997).

[8] Hymer, S.H., “The International Operations of
National Firms: A Study of Direct Foreign
Investment”, MIT Press, Cambridge, MA (1960 -
Published 1976).

[91] Hymer, S.H., “The Multinational Corporation: A
radical Approach”, Cambridge University Press,
Cambridge, (1979).

[10] Kindleberger, C.P., “International Business
Abroad”, Yale University Press, New Haven,
(1969).

[11] Kindleberger, C.P., “Multinational Excursions”,
MIT Press, Cambridge, (1984).

[12] Vernon, R., “International investment and
international trade in the product cycle”, Quarterly
Journal of Economics, 80: 190-207 (1966).

[13] Vernon, R., “Sovereignty at Bay”, Longman,
Harlow, (1971).

[14] Vernon, R., “The Location of Economic Activity”,
in. Dunning, J. H (Ed.), Economic Analysis and
Multinational Enterprise, London, (1974).

[15] Caves, R.E., “International Corporations: The
industrial economics of foreign investment”,
Economica, 38: 1-27 (1971).

[16] Caves, R.E., “Multinational Enterprise and
Economic Analysis”, Cambridge University,
Cambridge, (1982).

[17] Coase, R.H., “The nature of the firm”,
Economica, IV: 386-405 (1937).

[18] Buckley, P.J., Casson, M.C., “The Future of
the Multinational Enterprise”, Macmillan,
London, (1976).

[19] Williamson, O.E., “Markets and Hierarchies:
Analysis and Antitrust Implications”, Free Press,
New York, (1975).

[20] Williamson, O.E., “The Economic Institutions of
Capitalism”, The Free Press, New York, (1985).

[21] Williamson, O.E., “Economic Organization: Firm,
Markets and Policy Control”, Wheatsheaf Books,
Brighton, (1986).

[22] Hennart, J.F., “A Theory of Multinational
Enterprise”, University Of Michigan Press,
Michigan, (1982).

[23] Hennart, J.F., “A transaction cost theory of joint
ventures”, Strategic Management Journal, 25
(July—August): 157-68 (1988).

[24] Hennart, J.F., “The transaction costs theory of joint
ventures: An empirical study of Japanese
subsidiaries in the United States”, Management
Science, 37: 483-497 (1991).

[25] Hennart, J.F., “The Transaction Theory”, in C.
Pitelis, N. and Sugden, R., (eds.), “The Nature of
the Transnational Firm”, Routledge Pub., London,
(1991).

[26] Teece, D.J., “Economies of scope and the scope of
the firm”, Journal of Economics Behaviour and
Organisation, 3: 223-247 (1980).

[27] Teece, D.J., “The multinational enterprise: market
failure and market power considerations”, Sloan
Management Review, 22: 3-18 (1981).

[28] Teece, D.J., “Towards an economic theory of the
multiproduct firm”, Journal of Economics
Behaviour and Organisation, 3:102-121 (1982).

[29] Teece, D.J., “Technological and Organizational
Factors in the Theory of the Multinational
Enterprise”, in Casson, M. (ed.), “The Growth of
International Business”, George Allen and Irwin,
New York, (1993).

[30] Rugman, A.D., “New Theories of the
Multinational Enterprise”, Croom Helm, London,
(1981).

[31] Rugman, A.D., “The theory of multinational
enterprise: the selected papers of Alan A.M.
Rugman, Vol. 17, Edward Elgar, Cheltenham,
(1996).

[32] Pitelis, C.N., “The Transnational Corporation:
Demand-Side Issues and a Synthesis”, In C. Pitels,
N. and Sugden, R. (Eds.) “The Nature of the
Transnational Firm”, Routledge, London, (1991).

[33] Jenkins, R., “Transnational Corporations and
Uneven Development, the Internationalization of
Capital and the Third World”, Methuen, London,
(1987).

[34] Caves, R.E., “American Industry: Structure,
Conduct, Performance, 2" Edition”, Prentice-
Hall, Englewood Cliffs, (1967).



G.U. J. Sci., 22(1):41-50 (2009)/ N.Aydan SAT* 49

[35] Vernon, R., “The product cycle hypothesis in a
new international environment”, Oxford Bulletin
of Economics and Statistics, 41: 4 (1979).

[36] Ietto-Gillies, G., “International Production: Trends,
Theories, Effects”, Blackwell Pub., Cambridge,
(1992).

[37] Gilroy, B.M., “Networking in Multinational
Enterprises: The Importance of Strategic
Alliances”, University of South Carolina
Press, Columbia, (1993).

[38] Dunning, J.H., “American Investment in
British Manufacturing Industry”, George
Allien and Unwin, London, (1958).

[39] Dunning, J.H., “International Production and
the Multinational Enterprise”, Allen and
Unwin, London, (1981).

[40] Dunning, J.H., “Explaining International
Production”, Unwin Hyman, London, (1988).

[41] Dunning, J.H., “Multinational Enterprises and
the Global Economy”, Addison-Wesley Pub.
Com, Wokkingham, (1994).

[42] Dunning, J.H., “The eclectic paradigm as an
envelope for economic and business theories of
MNE activity”, International Business
Review, 9: 163-190 (2000).

[43] Dunning, J.H., “Reappraising the Eclectic
Paradigm in the age of alliance capitalism”,
Journal of International Business Studies,
26:461-491 (1995).

[44] Dunning, J.H., “Governments, Globalization,
and International Business”, Oxford University
Press, Oxford and New York, (1997).

[45] Hirst, P., Thompson, G., “Globalisation in
Question”, Cambridge, (1996).

[46] Weiss, L., “Globalization and the myth of the
powerless state”, New Left Review, 225(Sept.-
Oct.): 3-27 (1996).

[47] Castells, M., “The Information Age: Economy,
Society and Culture, Volume 1, the Rise of
Network Society”, Blackwell Publishers,
Oxford, (1996).

[48] Harvey, D., “The Urbanization of Capital”,
MD: Johns Hopkins Unv. Press, Baltimore,
(1989).

[49] Dicken, P., “Global Shift: Transforming the Global
Economy, 3™ Edition”, Paul Chapman Publishing
Ltd., London, (1998).

[50] Yeung, Y., Li, X., “Transnational corporations and
local embeddedness: company case studies from
Shanghai, China”, Professional Geographer,
52(4): 624-635 (2000).

[51] Yeung, H.W., Poon, J., Perry, M., “Towards a
regional strategy: the role of regional headquarters
of foreign firms in Singapore”, Urban Studies,
38(1): 157-183 (2001).

[52] Phelps, N.A., Fuller, C., “Multinationals,
intracorporate ~ competition, and  regional
development”, Economic Geography, 76(3): 224-
243 (2000).

[53] Phelps, N.A., Mackinnon, D., Stone, 1., Braidford,
P., “Embedding the multinationals? Institutions
and the development of overseas manufacturing
affiliates in Wales and north east England”,
Regional Studies, 37(1): 27-40 (2003).

[54] Ohmae, K., “The Borderless World: Power and
Strategy in the Interlinked Economy, Free Press,
New York, (1990).

[55] Hu, Y.S., “Global firms are national firms with
international operations”, California Management
Review, 34: 107-26 (1992).

[56] Ruigrok, W., van Tulder, R., “The Logic of
International Restructuring”, Routledge, London,
(1995).

[57] Pauly, L.V., Reich, S., “National structures and
multinational ~ corporate  behavior:  enduring
differences in the age of globalization”,
International Organization, 51: 1-30 (1997).

[58] Phelps, N.A., “From Local Economic Dependence
to Local Economic Development? The Case of the
Scottish Electronics Industry”, Papers In Planning
Research No. 136, Department Of City And
Regional Planning, University Of Wales, Collage
Of Cardiff, (1992).

[59] Phelps, N.A., “Multinationals and European
Integration: Trade, Investment and Regional
Development”, Regional Studies Association,
Jessica Kingsley Publishers, London, (1997).

[60] Glac, K., Cantwell, J., “TNCs, locational clustering
and the process of economic development," In L.
Cuyvers and F. De Beule (Eds.), “Transnational
Corporations and Economic Development: From
Internationalisation to Globalisation, Palgrave,
Macmillan, London, (2006).

[61] Cantwell, J., Glac, K., Harding, R., "The
internationalization of R&D — the Swiss case”,
Management International Review, 44 (3): 57-82
(2004).



50 G.U. J. Sci., 22(1): 41-50 (2009)/ N. Aydan SAT*

[62] Hu, A., Jefferson, G., “FDI, technological
innovation, and spillover: Evidence from large and
medium size Chinese enterprises, Mimeo”,
Brandeis University: Waltham, MA, (2001).

[63] Alfaro, L., Chanda, A., Kalemli-Ozcan, S., Sayek,
S., ‘FDI and economic growth: The role of local
financial markets’, Journal of International
Economics, 64 (1): 89-112 (2004).

[64] Gooderham, P.N., “Enhancing knowledge transfer
in  multinational  corporations: a dynamic

capabilities driven model”, Knowledge
Management Research and Practice, 5: 34-43
(2007).

[65] Morgan, G., “Understanding  multinational
corporations”, In S., Ackroyd, Batt, R., Thompson,
P. and Tolbert P. S. (Eds) “The Oxford Handbook
of Work and Organization”, Oxford University
Press, Oxford, (2005).

[66] Sat, N.A., “Local embeddedness of Transnational
Corporations: Turkish case”, unpublished Ph.D.
Thesis, METU, Ankara, (2005).



